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FI TohaTer SaeeT afHa: AUTeT U SUE @UE ¢, G (ST quT He9Te) U, Ro%y

FI TohaTer e afafa: JuTe U HIE WUS R, i AT JERt U, R020d
FHI TohaTer e afafa: Jure U w@E @ue ¥, yemEek i wrifafy (fafad ) o, 0039

&



U P A SHEE R 3 FTfiehicae fasimg, R0us

T ferdTer SEET AATT: TUTET UF €38 @UE <, HAK U 05T

FIT ferdTer SaET AAfT: JUTeT UF €98 @UE R, TR 8f1eh 3eH fafrer thuem) U, Ro2ud
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LawyersclubindiaArticle: Delegation of Power and its Limitations: https://www.
academia.edu/22847609/Delegation_of Power_and its Limitations;
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oo ST e MU © | SESTJaR Siee el RIads sare SaurRieeds T St
Qe el JaT qud T S |

TOTHT TrdIosehT FRET AThATeTs 3TvF e ied aeT UResfl are, fdsr siemar tfeq
SiifEy ~fieor T T fudos greft o7 fm o awafa gl safad wrTeEer
ICATEEATS 3TV THTIR I Tl FHIT-aaT e, ST FITasTehT SHISTETET ferdust geTel sTadrieset
Teg U TTeeheh! farator (KYC) @Tg uftarheia wa forega EUHT O9 |1U&T SH18 ] TNehT & | |
Terdo=r @I ThHeRT THETH TET-EMT T+2 0T U-37 7 o134, T+3 AT @ieehdien! @TarT ferdiost
@I feshiehdl @TATHT WA STHAT § T TRTHIehd ol T@elHT RIS USRI =l fa shriamisr fadrasr
AT T TT3 FTEAT U S |

&
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T sgaEEeRT ®E ERAT TR TH, AT U 3E3a1e haREr=T Jdr e
THHE a7 T T Sl a9k SRIERHET qierdr Tid gy ™ statifes st s1gew
RrdTasrenT ST SSTRAThA T 7T TR TS HTS RIS Giae 3ucied TS aisel ATfer
FRER Gleaemarsrt fT4TH, 00y SR T A7 Giaem 3ucted TS Hor Hael Tehl |

TG ST HRIAHATS AT HeoT S13 i sHRI S5 = 2o fehar et &7 (Odd Lot) st
IR fefeler g ST WUGhT & | Terdiusrent eilehtor qoT RIS UTsHaTerTs o safeerd, ufafer qem
SSTRHST T SHATHAE a3 areel “Taaras geientor qoT HRIaR FHemmae, 00w AR TR 3 |

Rrda=rent ghue FrshET USRS AU HEST, THERT JUT RS SHeT s gdue
TTSRTEmT 3T YTl T d S0 3TTdeT THEe SIaET U @ W fdiuseT gue frepmaT
T fershl THUEhT Behye AT ToretT TTShaTaT 91 TehT ehTiehdiel Bi@sT qeiT HTeT &Tet 3T T
o YT 3T QRTeh! UTGTSTeh T quT 3TTeleh E9HT A T RIaras shIeTeh! STTETCHT 3TchT
STTETeh! T hae&ale TUd 3th IEh! TerelT UFSHaTT 3TTeeH fa e SIaeeT Ml & |

Fodrasr @ avg faf e asTiereret Saa™ quT FF FHRAR! T HRITRATS Eo T4 TRERH
STTagaTaT ThATehetTaHT farfte eTeTTs fAr=ror 7T el arafe STaienor quT sTasardr fhamesharadT
Tarftar Tt famReT fEfeTehT, R0 0y AN TR & | JEHT AT SSet A4l M, T/ SFHAT HUHT AT
AT =%, T, yfater ar stfger qrafaT qri-ed STaumReTs gedread T T T8R! AT et qur
Jfaren TS AU STTREUT T4 UTEHE SH1t B, dout T HUE, B9 HUE ST Jehicush
TATHT TS HTCETRH T [a9Teshd T shiY TRHTEe, R0y AN TEhl S |

3. A

et fodiusr e e statifier G (International Organisation of Securities
Commissions (I0SCO) &I TsTifeRIe TeerdT UTed T STaiifee fordus sTReh! JeT JaTeHT JaeT
TNGhT & STHETE TUTeTeh! TeIdas asTiet ST=RITE HI-IAT WTed TehT & | JERT STeTa Ty ssieht
SRR U T (g 7T areeh! TH-<=MT fafeud we faeraits far. o Association of National
Numbering Agencies (ANNA) T Te@dl Ied Wehl & | FH dicel i arear yae
qm I siiglg T oTie TEAnT T fawe d@mew (OECD) @i foxfir amewar stifes desirer
(International Network of Financial Education, INFE) 3 quT H&&aT §0d U Tl & |

THIRAGEATS Jolehl faerd TUT GUWhT T9Y UHEEdR dohld ggfead ™ aree
TR EEeTS SIS farehTE T GETERT AATHT HURT ShTH SHRATE hT Trar-erT U fasiia, Srdent demmse
T faf= T=aR ATEIHHTG G STHERRT TS STSe! § W faaras qerm awg fafwer asmreveret
STHeRI U8 T+ U eRTHIshdishl deaT Tghg T T fodios seirerereft aiehatesehr
AT/ SR/ GTTEEE 90 g~ T Al qaTE 71d ST el FRh (Ie §a18) &6 aHd

&
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AT TR S | et SRS HicaTe 7T HRIER JehdT Qo ATaeTaesd shld! TR "uTe &
TSI ThaT TEUHT & |

frdiosy raamiieEs HH FRATET e FIUT T T U0t T arawsre
FI3TE AT T AN TehT & W TRl SRt qiT geg AT iskar areiud e gewr
(fedt) are g1 =ae W Wd, 98 VUH T W I AEER uTeiars ISt SSTRAT o T
TSI ETE FHERT T HEWT SRETedT o], SISHT q&7 STt 9T TJehT T STSTiheiTs
yferfera M fmmeRt T gudaremshe smar fglg T dEImTa 9ar JeTeushl © | T8 W FSTehT
o I QUiEToT SIS O 36 e oot HAT s Saarlt qarer srdT, geltel HraHieht
T ad FRRN THEEEs G Gl TareT O qor s @ 0 STJar wrarmer
TRUHT & | Grafd JEwTT faroT U STaiid JUhT a7 feed! SRR & | Fear fdios aefter
ST HTIHATE &. 2o ARGHETRT HTRfH STREHT MU 3 |

THATE T BRI T IR TR HodTearerdl FaurIdrs Hom T awg fafm et
U, AT TRl T I U JEITSHAl SoTRe! a7+ STHari SIars dioher|T UHehl SaeelT
SHITSH SiSel a%q fafe SeTi FHemTaet R0 AR TRET & | STHAFHR drSct TSI Thaoos
HoATCTh! AT THoa STTee dHd TR & |

¥. frerd

SoTehT Taermar g u3er fargar oK Afsha a1 fmat arferesr ufskam & | famaerr frermrer
U § STHehRT SATHT THATRe Aifa frmeht fafor e asians ufaefify s g5 | st
STTIRAT T SN LT ST STFHR TSTLATS A SIS HARTHRRT e 7 =l g7 19 |
TJHHT AT TSR fTRTEHRT AT T2k U=, TSR FEUTEE TUT ST hd el YiehT aud
TEcaqol 9 | ISTEHT 2T T TSR qT Ha—=eeeh! Ja¥TehT At Seciiad fHehrresel Gid dareshdl
TGTH HH] TGS |

T SSer fodiusr SSTehT faehTer T GeTenT AT Sooied HIEIEE T8 TSR & qATHT TSTRRT
Tarhmer T faeam wet ga mifamT wusht wfatushr fasrma ue FuTersh! o SR STatifeedient g8 ST
SHUHT Lokt uforezrmT gut ufqeaedt T o aresft qerm stmegfaen wfarfiae asenr fesmmr aemes aee
TAT ISTRAT §F T T Fharehamie®ans Fareor T ardant gt Worl & |

* * *
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olUlcTd! UrAfdid TR AT b
fafess fdféera drRIfcade

Y Y AR

P

B

IR & | o fafees T THehT TecaaR FE=T SHTTE TvT, Mt T cie®aTh foerm famst ufs
quehT & | At forar famstesare g fafees fafer w=mer 2w deemTd ermHirdieseh! HTTeRT STTETET
ik SSTIRAT FTehTer i ferdTosreht amedfesh T =mitaa qear fHeftor fafer & w= 7 swdaahent
@ | Tadras s fafa=r arsreRt wraesent gevTiTar AT 7T fodios asRer St oTfer feafa
FTe EIHT Hidfeieaa T To Wl AT=IATTs AR T 37T &1TehT I e% @I 7RI S feeh &yl
FIHIEETS TIATs SSTRAT ] dsft TR TS g fafees fafe necequl ATeam gae Yushie
TR UTITHe SSTRAT JEeh! i T-aa STANGT HSeeheh! S | T TG g faicew fate arewemT
FIAT e, Taf=T ehe®HT UehT JTRT Thel HIATERT TT U] T SSTRAT o
TATE TR & |

A FAAT ATEAT:

Fodrosererdt yafea o tHemEr Sfwem gogmr fadros Heeem m qer fifrew ge T
TEEEHT 8T THITSTHGRT STaTET Teehl & -

&) foadms gat qur e frmmae, 003 ®1 fRm % AT ggrehr staemT it fads
TTRTE T T SaeT e S |

m  FHEHEEr Tatad ST el STET g e,

i g fruftor wet st faft, siifewr T siifacras gie T w0 @nfeq deemr
arfetent fasr ar fasr deemere g Sfesrw stfee nfw,

Yo Free, Autet ferdres a1

&
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n  T1efreemr Sfeafad tfram fraforars=it sgerer ureET M |

@) frdios TR e siewie et R0y @ HT 3¢ AT IR HrdSTe TSR o
ferspt srearermT fuftreny ferior oraremT Err SHIfSTHeRT SUeReT M |

(2) TR URIER resTi=eh FERTeT T farsh TedTamTohd RIS T e T Heermehl frdrdsrehr
AT TTOT TaT AfSedr o SHehT Siiehd SUshT ATEHT (RITTIeTEsS STHw), HIdwmT e g1 718
YaTEsh! T Jod (fetanizee T Fall) T STaUifes Sereiohl STTEIRAT YodTsHehdie] STOTUhT
I T T Taie STaers TR WIS § el Yodehl STed Gl TTUMT T 0 |

(R) 3USHT () THRTH FET qUHT ST oo T THfSd HEATHRT Uldeat! RGTIETIT JUahT facdier
TIaToT STTENERT Ul IR Heaeiehl g8 UITeT & 3113 HoIuT S H §-3 dI ThAdTs M
HET T TS |

(3) 3uEwT (2) SHITSTHT faftr ST el fAguahT AT qT STTUREE GATS Gkl e aig
TR T IS |

M) FET | TSR T 30 AT gefiehd Twied weTer fufammET fudisenT aT wresTe
RIS T SITRHT QAT HETeRT Ufgeal! Q@TareoT Wushl facier faawor sgament ufd 9R
et aet AgT MY Tufeery afedent R gor fraftor 1 wHe T e T B |

e Srerferd frarasrareeet O femm g fafees fafurreredt sawer grermmy seent gfee |
Rodrasr gat ot TR fmmaetmT i goemr aresTive feRe T Afe sraeeT i
@ T o TSI TShTIE T et URfnTeh ATdstieh FShTe STReh SuTereRl FTerfeh srsTRuT
SRwrET fdios Sifd gooaT 3 gt eREE g e © | ufsedr qu R quet e
HrTiad HETEEHT U7 HidTeh e RifenT g aramemT R Jmies wT | aredfae &
HiTied HEATEEATS ISi sreTrRuThd ISf IiETet T+ STThiid 7T femmeactienT e s ufecr vesh
Ifreh AedsTier fshTer MRt feram fatey fafreeer ufeer frerftor mepr fafrem qoorens emem
T e A Hoamr fdras ferrer merr for | 2t frshremesar fifwe qor o fafees fafmmea
TSR HevTiesae oo el aeTiel Test TR 7T STTEIT g el JefT of Heuresen! e
ookl SNfee gite STt SSTRAT SURT HRIER Jodiel TRl S |

THiehdTe®el dTfarehent ffremy qer fettor fafues gaeier T amr et awar gt
frafershTeRT SrarEeTerTs weed W v Ardstie eprermET T ufd R Jeaed st T urfne
ArasTe TERTeET gfd SRR Feaedent g8 qume frfre fruftor T aee srawer Tiusr 8 | 99
TRTEEhT HHT dlfehg SgTi-den E9HT 3t & 85T T Jdcl AT 99y AR ST T/ ST ferfa
eIt TS STt HHTUERT ARfeh &=kt HTTfed TeTesel dTdstieh MR T ISt SSTRATGT
ST afETe e Wl SEEeh! a9 © | I8 THEITh! T JIS GHTE UTeish! STfHeh STRAT 9
fafees fafuent wmf=ET 7 8 | O ETetsh! I TaeTel a7 Trd &7 el ST HIMe T
farehow afT &7 |
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g% fafege fafy awaram smaeifen svam

IS U g1 Review of Financial Studies AT & 000 HT YehIG Uk 3T

TRTRICERT favaehT ¥ o WT=aT Fet JTehT Terdiusy srsTraT e fefees fafuerms wemT itwent 3ot mitushr
T | o Tafees TgiaenT TrememT Sauifes ST JE/ STTHT Wed MU S

%)

Wa : feuet 3 wRawT wrafaen fehremET T T aishdieeas Retail Individual
Investor (RII), Non-Institutional Bidders (NIB) T Qualified Institutional Bidders (QIB)
T i rofar faviret Tfteshr T urerfyes frshreent T RI &8 34 wfasra, NI &g ey
FiqeTd T QIB & 4o Uiderd YeaTs=s | IGHT Wik ke g8 aftrrene mies: (2) R
T=prE g% fafeew Tgfaare T (R) wu dfawrd ferrm g fafees vgfa T et . ufaera
=R Tfe=ra 9o (Fixed Price) AT | & fafees qgfa stwima ureifieh fehrem maf Book
Runner (II%TTé a’ﬁh‘{) & Price Band dide® STEHT deteh] 1=§€l?l'l'sc Floor Price T HTfemehl
HTfeer Band @TE Cap Price 9= | Cap Price T 4o Floor Price 9T 2o Ufaerd @t
g | Cap Price T Floor Price T affemT aiehdier @it T =mdent 4o Bid Taa T fordios
dfewie g1 Jeaas Cut Off Price =S |

STemRw : fouenT 9¥T SMeteRmT TAtHek feh fafvea qor (Fixed Price) aT 9o fafees
ugiqare T TiweRr st @ | fafved qoere fads freeem met fasheeeal wrter
TSRS o diehl 3T SHHHT Hodeh! ITTUR AR TS | &% o fafeew Tgfaane
qrasTe FhE 7 Hi=d ATeve (Fead 30 S SRRl ZTeht WTERT, =IaH 2o Hfasrd
aT Face Value 2o &€ T Hed 97 d&l §8 @fd HeRM Tud, =Jdaw = avefe
HATATHT STTTHT GO, A d- quT TR TEHe g5 STTYeh I ATHMT HoaTe HUsh!
g0, T=hTeeRT ATfT STTere for TmrT Gfeard AT gguH, Tk drerer T fafad sumT
T TTRTRehT, Af-aq saTaferor giqae fadias fem= et shortlisted T da Meht
panel TT HHTIE AT UHTS-E-2aTe TTHUHT g0+ ) YT TRAT HHI-Tgeat AT UI3 UTaET Tahl
S | I fafees vgiqare adsiier feree T vgfa 2emr saifas /o

g fafeew TgfaaT HerrmeRal Ao ot dTesh 371 He-2 dt, Bangladesh Securities
Commissions (BSEC) HT gai SU&T faasft HEANTd HTehdl, 3UGH T Mg iaeior &Iy
Heqm, ST T, BSEC T &dl HUshT Houl TS, HEANTT aiTiehd! qeiT &eh Tt T a7
TRITSTERT AT BSEC & I 3THehT HEITEEet VT fefe uTs,

frepTereRal sraHIT AT Scaifad SEATTT A iehdigeare fada=en! Indicative Price @t
AT AT T,

®
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TTRTSTRAT SFT, TSRS 7 Heive sfoht T <[ Ulel §EITTd e ehd e 9T Indicative
Price 3T 3TIRAT Indicative Price difshuent tremdfed BSEC 0T fae fag staves wepam
QT T TR i,

gfeeT HEATTT ATHIRdiATs Indicative Price &1 R0 Giderd aet a1 ARG bid T+ 913+ T
bid T T,

TTERIS THIRT STTURAT TEINTA STTHIshdialTs TIved R Geame TTae ehi|T SEITTd

TRl UTod Teh! TaQi=ehl =Ifad qedalls LR AT A8 JoaHT Saaranyy TRk,
ATfEeh T hiverTs fadias FTeRrer T SaeeT Tl |

)

qTfREAT : 3Teh! THehT ST UTisREHT Ui STfher frshre ffyera 4eor (Fixed Price) aT
g Tafeew wgfdare T afer aw whr afauwr @ | fafvaa qeamr wrefie e Taf
Par Value a7 fifre oo gomT 7+ @fer sawer el T M geamm faerreret ffe
Tt nfteent Smfaer fafr foeRorosmT gasges e ©H © | g% fafees Tgfaamag
fsshrer i ferdaseT fashe 9o Dutch Auction fafemr strenfid wer afes | wdvem
f=hRTeTeRat sroHT T fTshTe msteTaTsieehl TEERIAT Floor Price fertor it deemra
eHIsRat T High Networth Individual Investors (HNWIIs) @TE Bid &7 @it 3Team
i | frdrasrent wmTeRr feufa gddTaRUETS STHSRT fa deemTd aHiRat T HNWIIS &
Bid TRehT TR T TrdTusieh! ST w2eh Tad=isstiThd Market Depth AT HTasTi-eh T T |
fodios afehie YT <H Bid Yoaas Strike Price AT A& JoamT a7 AT HEAT
TAShTIhdTel TAHTIRUTATS RIS T Afeh SHETET UTTShEdT=HT T&ehT & | UTIhEdTHT e
fafeew wgiaams gee frammee sATw saferq Thue 3 |

sfictr : fafent a1 ficfermar uf urerfaes frshrem ffera 9o (Fixed Price) a1 g% fafees
TgfaTe T Hfsh ST Wkl SRAUhT B | Fixed Price 31 e T g fafegseh! Price Band
A YoATeh-ehdichl TEANTHT ferieer Mg o, Jor Teieor mat stommsuent fafr faaworasmr
GASIIH ST HEATEE Teohl & |

o I feHent qur <fmT wrufies frskree fafved qoor (Fixed Price), g fafees T
areerale (Auction) fafer i i afterrare g4 Mt afes | fafverd gozmr grerfaes fermem
et TshTeehdl T geamfaehdiel ger ferfr M fadras feme f1sm™ China’s Securities
and Regulatory Commission (CSRC) a2 HWisfd fag SR 6 | ictsharet fafere
yrerfieh feRTer et fadrasreRT Yoo fefT frshmeRdt T @ Femfashdie 9o ST
AT TETUT T g= (Formula for Forecasting Price-Earnings Ratio) AT 3Temitd I3
YR Yo TR T T TUR qoIlTs A9 3Ta6 Jod T aHIhdiel fadias @iEeht
AT STeTehellel U FTeTeT &bl § | &, =T g fafeew fafueme urafaes freprem mat
g FTehTeeshal T Tq@ Jemfdendicl Jod STFEHT ST J&ravT T g7 (Formula for
Forecasting Price-Earnings Ratio) AT 3T 95 frdrasienl ekl Price Range @1

®
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9Tl G (Potential) HEITTT T AT efHIskdlsTe Expression of Interest TAT 7T+ T &T
STTRAT o FHTETSH W fasht gar T 1iwent sfaws | ft @i fafuere aEsite e
et ferdiasrent fshe qoor CSRC aTe Efishia ferque wrerer =fi=mr @enl & | frdiosehr goa
feteor et P/E Multiplier @15 T@ g=ieheh! 9T 21 T P/E Multiplier g% 3f@ 20 &l
Sff=rmT ggu I el | P/E Multiplier 3T oM TaT STiad Seement Tarfad SAaiers
SATIR AT T ST |

AT qrafed aeen g+ fafege fafa s -

oo Tafeew fafer et gfem a5 guds vt difsruerT ardem | Hame fafe=T goeel ST
Sfa T USIT SR gei3ar T e fafeew fafer @] MeRl U1s=5 | JUTeTHT I8! FHAT-aeh!
AT Ui ETET TSI TRt g feRfaaTe STadeh TEAT T T g7 | JUTeieh! ATtk sTefaT
Taferepr Tt FrRIT=RE gTHe 3fEw |

F) TESIE EREH T Aed @ifed HeATEEd M SHITSHeRT STdeE I TNUvET /I 9%
fafees fatuste frfaem qoamr fodros fashmem ™ amr g -

n  HiEET 2 TR HRER FouTe et a1 AT SedTe T g |

m T qiSea g3 T Iy Gg AThT TS TRl g0 |

m R dTSed g3 ST aY FaER Heararare T8 JaTg gHTcHeh g |

n TR T fodioseRr ST Wo Hfawrd fadraseRl Teamfd TIsga |

m TSI MTERTSHTh T Hehat A TR HEAET % IS AT ZIUH |

n  Hiied HTUThRT STETRT IRREHT T ToaTeTha® Fsll GaT hegenl I T T |

@) TR HEANTE ROHIEAT : i T SHITST TTerdT ST ST doare TehT ST
sHifsTHeRT Heeneed g fafeew fafumr SrerrarermT et g1 arse

m AT SR qUT TRl SaETIe,

m  TEH T T A,

» SR fmiar/feer,

m S T faei SR,

ST FUHTES,

n Tafurfesd et @,

n TS SSTRAT Yo WUHT 3 HETRT AT AT T Segeated wfud @nfad deeme,
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FHHER Goug HIV,
TR T I,
A epfa TaH T I TETRE

grefee faaoras : TSRS quT foshl Teruehel IR GEATTT SR Iohd 8EalTs TShISHehd
HTiSq HEATIR STHERRT TISHRT ATHT SlcTohal[eTHT HEHTT §IYd SaTaeh! TIeRUTEE qHTCRT T
TRFRTe TaamoTes I s 0

TTERTeTeRAT TR ST STHERRT

freRTITenT UEdTiad TR,

FraT forTd i 3TTiier aeEenT araTadiereT wushT e faemo,

F T I oot TR I ®HT Yaterd faf sTgam fermem qor fasr geusher
T LRI FoATs Uidaad,

TRIR feramoras fshte qear T fehme i fadioseh! §eaT Seai@ Tt d9r 7T 09 |

‘YVE AW (road show) AT : FrshrIFehdl dear T Fpee qur fashl yereehel arr
TTHIRATeEaTs ThTeehdt o, fashrer m ferdrosrearereft grqof faawor weqdiertor
T THITSTH G ‘US T HATATSHT T

TeRTeRAT ST/ fSRTI o fasht Tereehel HEITTd aTHishdieeaTs ‘U oI 0T Twmit
g Tafq, &9 T T afed HRIMET © Rl a7 I T=HIhd a7 Tied ieh qiseh™T desi e
AT FERTTSTT TR STHERRT TS0,

SRR U |1 WRINTeh freurasy e SaTesT 1o,
TP HEATTA TRTHIhd eeet T I T~ TTehT i il ferTsT shell T gopTer HeAT fa de,

HEATTT THIehdTe®el UST TehT T G¥hid SHITSTH STEveh Ui TR TRIA fqerumsers
TR et AT STTEYTeh HTTSITA led STSHT UST 7T THRIeh Faramurasy quIT 3Teveeh HTTSTdaeh!
Sty T 1€ TR WUHT AicTshallel UehaT 311 Se13T auT ek gt fruftor m wiepfa
TS T |

frepTem we (cut-off price) ®v ferfRuT : FTSRRHET (cut-off price) W=TTeT AT HETTA
TTHIhd el SeTshallel FRaT shalel Teh! =JAdH JoIelTs SHTSes | sk qearehr fruftor
7T 8T FHITSTHERT SAEATh! HTIHT gaT 3rad g a1 -

T=RTeTeRal shrdfiet FrshTeT qem Tt Tarrerehel qRIR TehT HoATsH Hfdagen! SATURAT doatl
& (floor price) T HTRIAT & (cap price) T &= ffyera ufderay=aT ek Ig1 I g mr
Fererteor 7,

&
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IR GEATTA AR Ieeel Feie el WG T Swasl TRTTUEhT STaeheh! TaarasrHT fagd e
SiTsha e JUTTCIHThA STHhel GG T ATeeh! fadios ST T qed Jfee T,

o T TRATaTs favaeiar @i Teterien sHTS AR HETTd T shd a®al et (ehTeT
THHh! ST g TTqeTaarHenT QTHT W1 aicishallel T4 de,

SIeTshale TR ¥ Y faarT @it Geart T,

FIcAehaTeT UehAT heald &T FoHTel Foated T qul eriad fagdie Jumefmmha g1 aer
SrTeReeehd Rl TR TEe TRY fafiT=T GTaT YUsh! aicishalicreh! faaurarai-ea safhasat &
e W fegmT wee T,

SrcTeReeehdiel STTheT Felel TNehT ThHeh! ffverd Ufaerder g4 W difsuent =R o
QAT ST T O,

SIThacehRdiel dlciehelel JehaT GelT {geh! ST Gl shalel Hodehl 2o Ufqeraw-aT ot
aeT wTfer g T Hee T e,

SIThEICToh! FopaT HFT~ HUITATd RIS HUehT TFUT FIaids §ehR g =0 halel el
fsTeRehT qUITERATS TSRS Her (cut-off price) feitor 7T,

SieTshelIeT SoRATHT TEWHT TFUT AT HEITTT ST ie&aTs tufft frerrer goomT fudras
QNG T JEard 7 | Teifed fermee Jo ot arwaT ATiiear ST i T dieishaashd e
ST EHT STl FHealel TReh! WAL HE&AT @RE T T TR R JoerwaT T Sl
TTEEeRT AT Ufee g,

Arfesh T T ATSHT STeehenl ATT GEANTT THIhdeedTs GHIATIAh &qHT faras
dfewhic T T Afesh TRTHT hiT AISHIEETs ATSHIRT AT giera e fados Teere
tewte

TR SR eeent atiT feffa fermem qoomr geamsusnr fados frehmem ™ |
STATSHT JTTad &rTehT STfd-aTeh! §ehAT FehTeeRal shFd-tet et =R JoamT g uem
T g |

faavorEr wfiEfa T aEsttEs e

FTATTEhT TIQTI=EhT TEAT T 3 AT FoauT Seei@ T TR TRRT faamuras qur 3= Aaweh
FHITSITA Hied ST Tepident ATHT ATd st feafsr stmaeT ™,

U7 U TTRUTIT TAT HTTSITAhT STy ITS SIE J JUAT faatoras yeh T wiehia
TET T GAHTIRUTERT SATHT FaTasieh! ATt MR T aigel TgATT JaH T,
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HAHTIROTRT AT FaTasTeh! HTaSTieh HERRMYE Jr HEITTT G hd eeel STTheT el
TG Sfeht TR YThHT T & | TG AT HEINTT T shd e&el STTHhST shallet ThT ST ThH
BT AT off HEATEERT GXIET T STohd T Tt et fadias geamdierdiel Jer T |

fudR atgwie : g% fafeew fafuere fadmseer adsiies fepem &t ar e

TR eenT AT fardios e T HUehicl 81cT Jaiterd = SHITST SgTIeh! STaTaT
Rydo dfewhie TT faawur Mt 3T g JiEws -

qFT GEAWTA ST R TAATENTTUT

T AR HEIT ATehal afesh AT I ASHT

¥1% 1% *o%

T HEANTA IR TeEehT TTHT GeATUsh! farasenl ko Ufaeray=aT & fadias dedehr aThT

T TG HUHT 3th HIESTHe (TR & g9 |

)

fareiosr fosht T AUTEA AR HEATTA AT TeeaTs dShie TNUshl faaras geiientor fafq
T TS IcqTe / TodTer tafa 7 ufe g ar fafqere < afemarr 1 afv fwfager faser

fararoT T U TRY ekt @ B | & feArehl Stafr uvend derr st gy i fasht e
9

srafe ot T urgA faaE afaa
& HigAT q9=Tq W giqerd
ELRLEIGH W giqerd
2. et UveETg EICAREC]

W) ARG GEAWH AHIEAEER! AT guE "@a o g fafeew fafammha HeRem qoo

Teritor TaT Sietehelel TRATATs aterd T favadiar a-Te I8 JehamT Tt g ST
T Te®ehT AR ETT SHITSTHeRT G HfadT 3TTavde g 3haws :

ScTehelleT YehaTHT TRMTT g U3 & |

JFT AT TRTHIhd el Trelfverd Tao=rT T quT ST9d UahT HEAET 3 SHT Aihes
giferd we afafd Mo Tu-s | 3t afafaer aRfres faeromas qur 311 faaturesenT faversor
T SicTshallel THATHT TeNFf g4 aT A8 T afe Te9rt WUAT shaiel T faaios §er T &
T e |

afyfaep TawTIHERT STIRAT T HEATTT HTHIhd el SlTehalTeTHT HEHTITAT SIS HF-EHT
STawe O T | Hifa T AT SR aTHIehateRr 9ol HuTeE e qum gatereor
TRITSeRT ATHT Gferd afierter Ao Tu- |
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m T TAT AT GEANTT FHIRdIeT Sd-= &UHT Heh! GaTd T SArH-HT T9L qUT aEriash
T UREEft qiemere Mo fag T | |md Sicishaliersh! WepdT SR~ U HoaTsHars-e
foaoree frepemeral e, fereE dur foasht verue T SictehdiadT gevnlt 3

AMrehdTeEdT feT fa urgT &7 |

n  Gfufd T I e aHiRdlel SRR 9T Fefed JodTsd fafder T T |
3 HeATSA fard ST TRl AR qT Sifecd "ied Jodf MERuTeh! THTEE, faeersor qur
FriaTer Trat fefae faawor gefera Tega |

n SRS HEMTT TSR d et Sershellet o HFI=THUST < R farvsy qeame wfaae
T JeATSEFT-2T GFUT ohTH FHIHaTa Rl [6atoT i & HFoaT U7 TS |

m B AT HEHT SlcThele FeRAT FEIT HUhT © e fed e UTed Hedts Uidaer g
FHIEIT T FET WHT ASATS SITHHRT TSI |

)  ferr Ao quTelt : o fafees fafumm arer demTg aisdieEeTe g aiasharedrs
ST TS qUT ETierd fa]d i JuTTelish! faerme T g7 | BTt f-STRaT JuTTeft Seatet
iR gt S frara srrfier 3 g fafeesarardt fadi vomeft @vq e
UG g SNE-S | TR HEITTA ATHIRaieeat goh fafcewarere faeda FumefT sTas

7S IR SlcTshel [Tl FeHTT &1 & & |
e
ferarasrent forfere geer fruftor vegpmers safeerd T aresft sHrsT o aieRal ue frshreRat
AT gAATS ARtad g1 T e gor fruiter 7 qurereRr wrataer aeiET THa e fafeew

fafy @r] T 3 faehew g1 GRS | UTCTeh! UTITHR SSTRAT e fafeew fafy smi=mmmT s
Rt Jurersr T U femer g fafeew fafusr uftereur menr Fafausr geadar
AT Arereeft HH ST TR MU SRas | ST STEFT IR Tl ST aeil ag
TETEEeh! & NI a0 SIS fagud g7 | I5eRT O g fafeew fafuets favaaHT T aresft
ST TRl ATHT Eaamierd fargd e womeft o faerme Tiue afes | JaTersh! Isit arsmer o9 it
Rerdrasent quT STeiaehTeRToT, STRAT JUTCHThA JTehT o TSToatTHT UTerfHeh srsTieh! UgH, fadrasrent
1T ST STHATS SHRIST AR SATE e Tl Ta®eh! Tthel AT~ TaT et TUshT STTah!
STIRAT STELIH FIHT T Hifqh HeIE® qaR T THeRT AT ST TGHT TUTeishl JTeIfHeh
T g fafees fafuer ana g wmf<e ard 3fes |
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X TS AfErERT

T s fefaee T farre R e faetent TTOHTHT g% WUeh JuTeren! USft SSTR AT 3113 39T
IR TERT & | YT SSTHeh! ST Tkt T TavamT JereaT ST STTERUT T SHISRaTs 9anT
T ST TGST T I S5t SR HeTT T famehes et &AThT et Ui B | aX SJuTerenT
AT TSTHT AT TR ] Sa-TEal STUfe FOAT AMG(G §T Tohehl & | ISR Sl el
TRTHIRA!, HEATT TSRS TRl fa HETgeh! TITHHT T=IT | O Y[oeh TaX caear &ar fe
TR T F-FHT i T T TSRETe A T 3cgen armHiehdians 1ol fa farr gav @am
U | TTHIRATRT T HTaToT 1 argent datady frHamt yuenlel frdiasr srstieht fame faehmr Jater
Fodias SSel o STHH SHIRAT HT9TEIUTehT 1T 1 T4 STTTEHT & | FHATS TH13 3T HhreEs
af@uaRT & |

ST TarehTeeRl SHHAT STfeTTehT AT T Afafaisfl Fanesc TTHIRAIATs YarTh! Tga qas
Uh! T | T U YEHTEE Je0T T4 T faweryor 7 awar faenfaa Tweemr A giaar T agfaades ¢
FHIATATS oI ITrT 8 7 fora’ s STl g7 ST | HiaTgel Tiafammohd STaeTanT Jehl gerTeTs
TEroQISUT 7T &THAT TR AT fashfad TTEHT AT SSTRAT WaIST T erTHIehd el e ot
T Fae | TIemT SHaweT IR THIhdie® SRt T 3TeRT HEohH 6T qUHITERT ATHT GIeRT daTa
T G | SATaH dooHT §hE W ST AT T IhaleedTs SATHT 93AT S HIshdiel fee
fufer AT sretreRT QAT Werreier T fauia § @ieRr fofa 1 ST saw | el I aTHihdt
FET I AT FERAEE TR o FEHTeRT AT 3ATereh fehmt Hoor T@T3 a1 So’ Hoo Jeed Tt
el v ufear forehr SEfeshaT T T3 JHT ARl g Jee feheht sifer @ftaehT T
RIEhT oo Seeh! AT foshl =TT QT Yo Tdeh! fa-fiesel fedll UTaT UIsa T 3HieEe oITeT JIsarae
ufeet @WitE THeT SHieEars fasht T 3fches, ST fasht THel ISR Jod JeTa dHT T IhdieTs
AT TEohT YT B @G Tl | T TTHehate® R SIS SeehiaT aTees qeTTer STgeht
TSRS AT Tl T | STHTe @rar Wiek s STt oTHT TR 23 arav=T Jal

DI TG, AR =T $2 HF
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TR TEE e HHT TTHIhATATs SSTR S, SEH T AT T favetsor 7 amar fashm g =
TRTHTRAT ATERATh! Je 383 g0 a1ES |

feravo asTeET AT

HTETAT IT6el UG { oleT ToH &adTels PbiSs | UeT To eTadTT oweh! 319 0T 74 T
Tergersor 71 T ui wrafeud 57 | et eaT e reteud © | J6e 8T AT An ai arear
STeaeT HTHHHT TreTf-erd &g JaNT g4 JTST (37, 3168, J1eRT) Ue, died, T ¥h 8o JH, ol
T T 92 T 7 T TS dehd TehT g5 | STt ST o fadios SsTReT et ST
T FSTCAT TN g a7 T=eT-HT ST Teqgehl 37 vk famenr fawersor o da T 3fea fofr
T T HeATeTs SHIES | fudiasr SiSer Tkl HTeTdTehT AATRT G IREHT gEdTasTaseal ai foar
TASRIGTS g T TR =S | TN AT TS TeTs Taaeheiiet arTTHishdl - |

TIAII=TehT SISTR YAST T 3o HWTeT STTHIshdle g SSTAT RIS TRIEHT ST IehdieeaTs
TaarererEre ol feree STaeTaT qLams LW & ShTHIhdl T9TelT STTRT STUahT & | AT Ihd ehT
AT TordIos STt 38 @Tel T8 Uy & : ToW UTeifHeh FRTEHT STTTaRT IR 3UEhT TRTHT
T i, AT STSTRERT STHT | UTeIfieR fsshTaenT IRTAT g AT Sifemifed 3 OTiH=s | Jdl IR
qresiien Tk Td frame frermehr St fag o, wraienT g gedteT s O T 3fad
Yfeg Fommuar frepremehr STgAfd Afag WUkl J9aTs Siemied Artawenr & | fufres gegmr s
TR §WT af 3ueRT au famfier STaeemeh! faveravrated ar femer e T 3Tewes SHel 9fs
w7 TAshTeenRT STgATd fag wuehier a1 uft Sifemfed 7 §75 | Froieec STRY T o9 SRR kT
(THHTSAT) T &S IRAT Ui TR feRreREenT STgAfd farux arestien fermemT came giter df
gf Shifemfea At |

quf SATEAT WA T Il AT gig fadehent TS T AW TG 9 I GNGHT TTISaT HToifheh
STSTIAT AT FTShTEHT SATURT SHEATehT fraasien! Tt b ST §73 | Tol HPIIhT INEE
3faeh ufdthet faT Tor g | T HEomT TehT eI feer T fat wfawer fa aee o ot
STFEIT THT TEhT T ST U &7 T FHITCT TURT HEITHT THURT THIeT s Fiather fawg ar
Taa ar iU STTTATT T TERT FHIRT oo THT HTEHhT ITTRT I & | et Jrerfieh Ssier
ATdsTieh FThTauT STUHT HET-eeen! T T TH9d fa-fieser ardsiie e faawomas
TG T T fagetsoT THues |

TSt TRt 13T FHroigEeh! fTaurdsmT eTiehdieT AT SR T R fares
THICTH! B T AT T TR AT shal HIvad Gorheenl & fad Sl g | a|mr
freariaT Rehr safthes, Hraiers SifEy IF Ja guTiaa foavges (SEd sean verd, faesft
Tafr ARISHTEERT TV~ g4 ST, SSTiehl Heal, Tsiita T 3Tfer Hifqent v, sroier
SAIARS T FTaRr T FHAT IRIEfeh T Ha &Hdr), -1l ariaed T el aATee,
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FHFOHIRT T T T, TE YATE, TThT AIETeh] 3T, sholien! T, Farfqd faxiiar faaomr
Soaiiad aTITeT fewe Tmer, varfad amfer, fd SRR Y, Ufd SR 92 Toens TR 3ues |
Ttk fTShTEehT SIERehT STRAT el STHehT a7 SEhehl aT I8 ST shel STHehRT TeT STweT ar
UTRTETERT BIET HURIETE TiT HeET oTaT U1 afehs |

STRIGFT I TSI YASTehl (U S, T W 3UTed JaATe® halls- &l TThal Te]ues
Topmient faTg Tl hPoiiehT STaenT fehrfoiel WSTaah! G L HelalTs |l FhFdHTenT Jemel STaeeiTehl STHehit
£ | Jurer Tordios a1, JdTet U Sk, ST AfefasTer e fehrer 1T S=iTdenT fHehreETs
SmTieeh STafeeh! faaruT ATesTi—eh U STTHaT SaET TRERT & | JdT faaturaT | STafemT shraiehr
STTEITIFHT HUShT TRE, TTRT/ T, TS, TomTaieh AiHiqeTe YUehT T faisiars aiad T
QTeTehT THUTEEehT TRHET Seeig TTUERT g | I%T STTaTsh fTarurmT 16T Seshl VT FHroiehT afa
IR 13 TGS AT |

AT TaroTHT ot W IR SRehT ShTISTERT faatur af Iocie TTRUeT §7 , ST 1frehay
T RAaT JoF 59 | Uid IRR Heae (A1 Sifd aet g5, i T HI=S | 200 FUATRT IRRERT 2o
AT HH B 9 AT THT /TG ), Tfd I SATEHT (A1 ST Tt 9= fd 0T §9), AT a9
oo TUTd IR TG AT (AT STfq A T cfa T §-5) Siear fawes anfeusnt g |
THATee I IehT STfeh JTTd TaaaHT 9T TRaTaiershe] JEehT Taet T Jael TETe® SIcATIanT g |
TIHHT HATEHT U T shater fofer ferm geree |

FIIHEERT STEAT HRIGHTET ST 3T HUTE TSINATs 3T e | ¥kl (AT FH @E
&ISTHT W TTUehT HFUHTehT SATHT TFaT(-eId &TsTehT TSk ST, TTI~T GLaTTeh! 7w, 3T § aTeT
feT ST ST TTef ek TehTY T TG ISTET HIAE e JehlY, TehTCehT aTiteh =feT oo shiishiy (Waer
TR GHT), TTF SToie TAT HIIHH, TEI(-2d el e Memes S JuTel T shel TR
T witfeer <fife, s afafaer ST e sfar ifa, frdias Sider cars arfies Hifa T wrT qur FemT,
Tagga frreme eIt sifeet fam <fifa, St = aftasr ar fdemer uf SRR asTRerTs svTfaa aient &9 |
LT aTffes srsteet famr i ifd, fafa=r sfenfires, ST T famere e o sfaeHesars far
TR, Tgiaad T HehslT STTae] Ii IR TSTRATs 3T TNEhT &9 |

FHREA ¥ WRW I

FIQII=mT T T 3T ST SS9 YA T ATHIRdlel 99 ISTRETE T fef aIsiieht
vt uf afthad g3 3t STavaeh §70 | ST STAET JATTd TGHT HTHT=T STEATHT el faT saen
TR el feaufs g9es v eifed Tt geant oo et feaufs aew | afetds! aoTraT SRR @i
TTIAEET TEhTTaX ThHeRT Ti 3TTE -8 W STahiTal Uid YRR fAfvera T STqaTia T AT STTuufs
STV TR el ATHIATS TIEHT TATIL T+ ATe-0 | Helel AT Joh T ITeiats fasht =T et
RITEhT YT HH S8 { TSR HIhleh 3 T S5 | THATS TSINeh! IR a7 hige TS 1371
A AT TEaT ST T hall Ta 2Rt @ v Jrehl TeamT o IR foht Uil st T AmT ot g
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ATATTS TSI TGS | TEHT TR i ®9aT 3 927 T g HE- | 92aT AT sie T sIgeT It
ot 1y faaensfier eTeRalel o | SISTR ST YTl HiqaTier ST T e oTelufs id det
AT AT STIH AT STACATHT ST FHIqATE el TTRT &1 T FHIAATE T Teishl &1 el T
1SS | It AT THEd g ToT 9 3Hehel L a6 a7 Tt S 3Tawer o |

STCTRTCTHT THIHT TRT ATHT FHISAEES H TG P! TIdru=ae Tl AR 317 STHH
i 3P TEEET foshl T G | TR ST E YeheEHaT SSTREedTel T THT IaT
TSRS el IAT TeATe! T I st saarieeel IAeyae TMHieT T STl §7s | FEaTe
STTTERT SATHT &4k THIshdieT ARl TTHT 03 T Hauas | STUTd Ush SI2AT Afd 6T TR HATS
T = "7 qF TS |

I TSTRAT SGET TTRAT Telel TTHT Taa al fadehaiier erTHiehdice M SIZaT SSTITAT i =TT
TS | ST TSI 1Tk, TR ATHTTSTh T 31 STTEATRT ST ST T ATeAT T el G0 336 9=
oITET AT W ISR B faifaeh o1 T TR e fa o gl Heehl HoaT fhmict ATHT FHATSS |
TehTehT ST FI2ehT SISTRAT 3ATohel SIhIv=aT T fohed UTg- Ufectl AT el o g, aoTK
FGET AT o ¥l ATST 3T G5 T QIET HThT Tl TSTLAT Tel U185+ | T8 TSI ST A HTHRAT
IEE Bl T TEel H=aT SSTehT Fgid STTER 9R sy feret fafad wriem et steushtef=
TSRS Sl AT Tl T |

JITCThT IR TSRS STHTE JTiad T fawer s Sohatech! STt Ui & | SehAT aierdeshl
Hehe TIT SATSTEL HITY YFehT STEATHT IR SSTRERT TTEeeh T IR Ui FEh! 5= W qietdl Tas]
FIHT ST UL vl TEAMT sl T TS ATeUTS HRIAR T T T TRYTRAT Sl
UehT SFE= |

AT AT ¥ Il Ge

frdrosreret UT 053 @ YEAEEMET T IR fad HTevmenT fauers arerfaehdrarer
It MUenRT T oo SiEeh! M, shded T ATuerraT af fadiasr dvishatent feden! ST&ror mHemT
AT IR ) AT Ieei@ WUaHTTSH fadraseh! fsl SRER ar fadios sRerdwert 3177 el g1
Al STEvIH AT T FH Icaid WU RTHIRATATS A& SIS TUT aTiaed hidd: e
Rrdas a1 & TR T | AISHT B HieT T ATTHRAT Ieaiiad Tiess & AT Pt FRIER Herrg
T T AT FHERATS hedl FSir fa T U faeqa w1 faguant & | ¥ @ SHra-iehl ST=d1eh
TS FETERT STTLRHAT IR ool Tehe ATT@MT 92 T Se Fehteht TR - @18 Stk a1 998 a1
HEATT IHT FHRISR TR FSHTERUT TTHISRATATS TRl UTH THRIE T IeTIet SSATS AT HELHT
TRy X ARG AT SINEHT T ha@rien] TS dlad Ja- TRIHR faus! 3 |

eTHTeRateRT e Gterurent faweras frdrasrerely Ter A &, o fafmeersref T 00y

& 9T 3T AR feuent & | UHeh! Ii=ae © SA=aUTdeh! STSah! h1H, hdod T STTUehTTHT AT Tehdiehl
fea dearor T Hafud AgATd ST HEATETS fafRTET STEveeh G T TS UEH TR
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B 9 ST 20 TT ATHIehdT TLETUT hiNeh! TR MU+ IMNRAT aog fafoer sl amieRdiarrs
gae dTfad yuTeiTa StfeweTe geierd T aTHiehdl SReIuT shiveh! TATOHT T & Wl feheHT
FEEAT T G | T AHIRdTh! fod Gearoren! fawer aq fafTwr st seiR gedetsher 9i Mo
FIAT SHTEAT TR S | X FIdIos ISTRAT TEQT hrH 1w et SIS anT ShiemT H1 ATINTHT & |

AR hFI-TEEeR! GO G SR TeMTTe&eR! T, fadios ST g7 vt Jaleateia
S5 Sfes. T ATHT Mafad 1 T aiSel fa STRTeioT gera: faaias Ssiieh! 8= SR ga
fodrosr arder T Rt T RIdIos SSTRAT T g T g ShIHeRT SRAT STHeRRT faaT afer feurfa g5 |
AISehT TTERAT FHIIHHA ATHIRATATS TIaTTs o T&] TafHT STSTRAT YUhT STTEHT TRAT BN
feur T THIRATATS ISTR FoiT T SH18 0 3MAT SISTRETE el HIEaT fel H=aT J8el T fa
HF | T IhATATS HTST UTg T H0T JW13S q€ HIST T STTet Ui e T h1er gfemrear w
3G 91 e | T TG TSR Wl F18 o STER eIkl STTthet forg o feurfa & |

T FSTTCAT ST TR AT G5 Wl HTHTRT SRR UTCE SISTAT Y97 TRERT G STSTAT ST
SIEATY T TSI T HTHIRdEE 5 ST AL FSTRAT GHEITehT FIHT JRGUHT S | 3HeE 7
fordiosr et STgAfd faux TToAT YUt Aefve SREEET TIHT TR Hoale ferae efad
TS 1 AL TSR] AT Teeh TeT STHORT fa shal SHadmell Hemese fa ariemar gok fiT
R o G TR | TSTRHAT 3UCTsY FEATEE hell3 Fda T AThTeRT STTRIHT STThet g@isal T
FHTThT ThHT T THEE JAT ATTHIRal T HITHT TIarTs Jofiel SHadmie®en! arsu=en! YU 94
STEW g5 | 9T STt IR fei 3Hie®anl 3ife §a forent FiqaT oe® aT gear I TgaH
Tt TR 3tTehai T Hde | T8R! AT L dF 91 a9 I SSTReh! 3aR=E wi
TEE | Tkl ST i 3TeE et futer T gaae T SHfewet Tl o eSS 3= fargr
giTEehehT §7 T T AR Ao 7T QTET SSTAT T3 Tt aTishdlcl G&AT SHATST &, a3
STTE St & | TEAT ATHIha e& higcishTal HHEITeR! EYHT SRE- Tt & | 3w fafvr=T st
Fieel SIS T iaet T2oh TaAoosToh! Sqcdent AT Tafy=T AT felux Sufeerd == | T%aT aTHiehdials
3BT TsHITaR TR g T a7 Hfaeie @fed agesd o1, S0, arare=< T geied e
feRTIehT UaTRUsRE®eh] FaTe SRTSeT THT HRIHH TodTer ekl fadl STI9e JUTeih! fodros

TSR Uehueeh Teh B |

fodrasmTiuehT Tt af e 81 | Sl SaEr S JHET Ui T SITeH §5 | T3
STERHT STE JEHT T THT—TIh - T GHeh] TITeT T el Hel TEHT T ATRT TSI T dlohees
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T AT T STIET 3UeTsy T U T v feeT THe] IR T HESTRT Wehl afEs | ETH
R SSTAT et T T Shaws, STEar a3t T Tqgeh! ST skl 91T a6 el SR adt ¥,
Bk AT Sehehl TSt fa GHRET SISTRAT HRIAR A T TREwF g ST e | SHTTES STt
I T+ THIHT U T UG 3@ TRl U5 | SSTRAT dlardT 3TTE WAl 9 91 SSTiet T faT
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e, HRIAN T FAehioh g AAT ATS | AT TG F¥bL I SSTRAT FoI=T TRAT T T Shell T
TRt g 1o et o1 |

RIQIT SSTRERT AT Tehd Rl e HTeIurehl 3evd TR fafa=T aTierdl Hore® i Wetehl & |
T fa-feset ST BeereeaTs UlaTferd T % FHRIHH IR TR SRae | T IhaiesaTs eIt
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T 13T HeH JTaeT fasir g |
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e TTEEA 3cATEHT (ST AT Heeaqul e q=N1s i, JTNT, TITerTIad &=hT HFu-T
TAIFRMET T | STISTGHT FIUT MUHEE I FRIGTAT GFHT S | T8 THIG IR TSR
IrefaTenT Uldfarer &= Teheh! & W SThITAT AT el IISWhITeTaT STTEITIT T+ UTUhT & | IR
TR fat STET TR T8e IUahT |

afee, TSt SISTRAT ST o TeEdT fafardr &7 | G, Yot ST SRITR g fdosmT uft
Tafeear &1 | Samfiese ISt aoR fawiar Hq Je=- YRG! ATeaw &1 WAL IeATgHehahl &, JEmT
SEeRAl Al IS SSTICHT TRTHT TR 3o Fiathel STael T 9 HATSaTershT & | It asTR aFerg,
TeRTIREHT fagia ST & W STTHERUT & | AT ATHIROMATS FHaRoT Ten! BT fadds aiger W
TETEARTS T TR B | THIHT YT STRer TRIhRATeITeh! [avaTe ferfaaehanl & | ISft arient favared
SAHT T gt gTfaea fudiasr Sident & | AT gTfdeT T, SelTe, Heiee S IaeTs A tHead |

LHRILRT TeATgRTL

P STSeh! YfHRT TRRERT YSTT TSI HoaTeoh el &IHT T {60 | TEHRUT HLehel AT
T SfiersR dramet gtk HifaTa rawmT St ikt Tecaqul g5 | THeRT ATHT SIaT Tt
ST TAT STTHT IS | Aot et At A St 7 ot o faaeft gegenent Aifq T 2=l umeft
ITIATE AT 3T FIATFRT AT TG TR =7 | et STt riest Aifq T et wrer gersar
ETT | THHROT off fifde® TTaeh i ST ST g Fae | STeI T =T ToT JqTedt 71T
geTsar fifq ST | | T THET FHTEN T SiSe 3faq STt fedeR! STTERehdlaR! ¢
fom SRgue | faan faeR, T, aRoT, SRifeT ST AT fauemT T ST STgH-
T it fermtor e |

TPNEHE HEIAIRT ATTAA

ferdTosr STenT Ueh STea Ufdaiael SSTHT (8ehT S eH-E ShF-TeEel ot faegfa fsamushr
ST | ot FHEHIEE TIHhT SRRHT THUHT, T3S Afhel R0 9T HITHT THE FERRT !
TR ST SFSTCAT Tarepfa PafaueshT ufdararer d@TTehT T | SSTRET J%dT FFOHT ESTRIehT HEATHT
qUHT ITIAH S | BTeT TSTRAT TEG HEIAIhT AT & | TET HEIHIATS THRIHTHT SRHET 13T
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ST 3Teh Tehehl S | SR ITEAT TehTeish! Tk Ui shrafarg=ent AThT et feats Mg 5 |
dt ST femeeRr R Faree Sifa fears i, wfa 3 s fasfa see s | aeemET
IS THTEr gJuA & | T miataferer argeht Hrefishar T TTErR T U9 35U S |

it e

Tt ST SSTRAT RSt FRIGR (3813t 2fes) s ©, = U el 3coid Mg Ja | T
FIROT TSN UT: IAXAGTAYUT a3 HATThT & | THameh Tk, Fehit 3= e Lokt SATehenl ATHHT
ZET I ekt Ui AT g3 STTUhT & | THIer Tkl T ekt GaT qerT Isft srsiar
qrafash! Tfdegel 9 Tkl e HRER T 9= & | JHeRT ATHT oy = THIRI THIETHT
AfeRTehT AT | T, FTEHHT 1 JHIRAT i€ 9 3 |

ISt aorAr Wt FRERAT Aaied 9 S 3l AUy 0TS | T8R! 3T a9’
IfgeRuTeRT AT Rrsft FRIER dereaT et farm=or TRgus W= &7 | TEaRAT ST aTfHehar
fEuT | a5, SSer H=RIRT SR HiedT Ui STRY TehT | 37 THT UeT & | %, cIHeTRaT STET
AT Heh! AT HTATIH ook TRURT & | A STRY TduT e Fwr mfafafe Ao w= ga |
THIRAT T SISehT LI G Tehel | TGHL IT TThRT 1R fepmr a1 a1 gehehl 3f@ws |

ferere

UfSeetT IHAT IR SSTAT R THT e HUHT S | UTdiHeh Sl 9t &R afeeshen! © |
ET TSTRAT U ST FRER % YUH S | J eet™T I7R FRER il 3 | =i f=ms
TTeRT 3Tvh TTEeRIT g O, it T ATSTT STgER HreifiehdT geeansg o+ ForIT | T g ke | T8el
TaTHeh THeRTIeRT ITITHERAT T THTERIATET T9 33+ ThT & | T8 H=a¥HT "dTeeh! YsiT s shed
& W UfehouHT ek TeRmehT Eifaader fudias Sidel MU | T UieheuTHT ST e
FEIT &7 THET &1 T T GO | AT TIeheTT FTEhTTS dreeht HTHehdTe® (URuT g8, el
ATATHRATATS STTHAT STEM SHIUT ATSel ATAT G TS | T WIS IThT AT TR § | STEehT
TATHRATHT AT SGaT HTAT=HTRT T HI W3 |

* * *
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Uit ToIR 3curGorfic Sid1
otifr gsht ulRdretoiddl ATeId

= I G

JUTAAT R0ER/ S 3 T ST UTS SehT TLHIAT 37 fife FriorenT Igear aemT Tkt el
fafere Sfches ST SISTR @THHT SCATERITCT &1 &1 3T 815 W [5ITad aige ST & | T8
TSTHITaeR TTEehT 3UTToaalTs HEITTd T SATTeh T g gTieet T STraversh Isit f-wior T afeerent
Tt ISft SISTRETS Tset Feitferd STfHeRd HT 6T Henehl Qe | T R0%R GnT Taehrasfier Tt
TRIATT §T e feTTehl T qaTaRuT =7 TRTHT = STid-=ehl T T TaI=Iaehl aT Sq&
STeh SRR B |

SIITAAT § Tk TG T Teehl STeTHT At oy it ement geaiiar T et sers
GSIT FmioT U aiETerenT @it OSft SISTRERT 3TeH, S{{HeRT T8 33 Ha g7 Haad | Oy, Tsgehl 31
Hifq fmiorent 3==r qeuT PrehesaTe TH THIHT THIT YSiT TSR fHehTarTs hieel JATER T FHiga
STCATE &TTeRT FTHT TRCATINT TRY AT STTET T ST dTT TREUshT gTer SuTeren! dsit seTie]
smafera i T srofaearets 2o fa afertgent & | o7 ISt srotien! arsmermr <fife fmior dqemr war
ToTeremred ATTeRaTeRl HF-HT TR favetoor TR 3caTe T 3caTashed SATgTgent ATiT goft
TSI TS T ANTETehT AT AT ARG Fi2d Wl & |

qatenea! fafe g S T O aw)

UTCHT YATReRT &5HT JM@UaRT ST STatells e THeRT SATHT & 00 T au-T 23
G 2¢ o7 Wit SorenT AT TawEeE Wl aed fava Sfeel & Ro¢3 AT “gferor ufermr
T F2T3T qaTIR ST=qieh! 3" IMRAT TRehT ST STATUhT S | Ih STEIIe 31 &y
qattaes 4.3 3G © 376 STHIEHT S, ATATATT =T 3.0 MG .4 376 STHTEHT ot T =T 2.¢
sl 2.3 1 ST S Uidad STHTRT SATHT GYRTTehT | JETeRAT Tehl aTHT STraRelTs
i RN AT uTeTet Ffday el Meeed 3caTaehl ¢.% Fiaeiaeia 22.eu Hfaerd e T
3 WfaaeTel SHIUH & | a€ foerearT, Tfed aeHT R 2% 3t fadffsr aismT (093 /0%-

2. G Taled STaTerdenT SfaT & |
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oY/ vt SFARTIT TaRd, $76F, WHUFMET :.4% 376 JHNHT SR T TR T Hoar ST
%.¥o 378 ITHTERT T T FHA <.’% 3T SR STR AT TIhT T&I0T T e STFET Tl
aote fafTars 7d SR | ST qETURHT Hiday 3 376 SAIwaT ¥ TRTHT 71 Taifa Tiesh!
T | TG & Qi §5 W ATIRAT THIHT FehaTehl STl 3w T deehiel STavash =IJaH TTHIhT
TR AATHRT 9 S AT ST TR ST AT qareiel TRYul Sgfge! JUAT SRateent o | Jrm=r
ST U Uiqwrdent e gig erfaet et oATiT et TeEed IcdTeehl HFdHT Tk Hfasrd
AT TTeRTEMT ST T STERME®el SETUhT & | O I 19,8 030 HIeT IdTen! ST
TfeT STTefer STHT qETHTHT HUEhRT ST SHTETHT el Teeed 3cTaah! o« TTasTash! SRIGHHT i
ol g Terfa @ | geq yatem faxier et stvTer stefa=reh sk TgE AT i e 3 |

T AT FRGHT = TG 76 a¥ YaTEIRAT T Tkt AT e it = e & | Tkt foeaft arg
ToRTRIETTE STIET T 0T TEdRT felut AT STAHeh 0T Ut TR AT qaTereh! T waite Usi e e
HEET &5 | ST & T TR T Seere o SN el SreeTs ard e &1 qaTeT qReerenT AT
Teareiier SURTUTERT SUCTSEIAT TS T HehT YTt TSI W1 2T | IR, SRVTH, T FevTqs, SiTRIcehT farctar
3ISTReRT Areawae it Tmior T aferereRT AT OSiT sTieh! T faenm T fawam fam emr gatamearr
T ferehTer GEeM ST &7 | TSt &seiTe. STetforgaehT ST Tatash! RIS auiang dsft srsTier
HRSTIORLOT 71 STTTRT TRATS FHICT Tore Ea | O T, HeaTer qei SaT=aiuT STiq g2 AreerT fufr
TN STATTEI SIS T2iet i stafudfes vageheseTe d: Sadi-oT o8 WIS TaTshT STeReTaT
STCTTEIERT ISTHT TRTIHT THehT HEETEIUT TTIHTeRATeRT &k STRIRR & T (e HT TaeRImT Tsviet STerde
I TSITE T Hehehl &7 | I 2T QT Tt et Tush qeef STeReeT ST TeTel Jfeet JuTel
T TS ST Yelehd STTTaed shrHTgeen! ST IRY fTTee STeteshT Sfe=s | erTHIshdTeeen
STeTfareld TEMia STRNUT TgJeh! U3eT JHE@ HRUT AT e STeaedr Ui ehl & | Toiel ToHT Tt
TGS Shifehl Ui TP SRR T T TR UTeiehl HiTeM, 00 T GRT W FHITSH gt
TTUehT e TRl 8k STetfagdehT TRl ST eeaTTs & | 3Td: T Ul favemT o ST aue
JaThe T Thee | o TawrmT I s aojeT TTETeg 39T §Y aias |

F Ui ITW, FEERMET T T ATHIRdTRT 3% caaEmT i afae Ay @
TTHISRATET Jeeh T T JTRedcal ShTod T8+ hPoT Tl TR SN HTEIHae Sadr godiea
T UGl ZUIHT AT TdTedie g GeaTd SUgT SIoHTIaT Yoiiehl Haed ST g TUehT &1 | SAa@mmT
STIgehel ST TR TIH ST ohT Tefel TERdTHT TS 38T USTIehHT SHaTTaaTe hFi-IehT HITel
FFEIH T T YSfiehT JaTeeh! SATHT THTHISRATCTs SEA-THT STeg T |feh TRT hFoTehT Tad==
FHIAT Sfehea fastar gTer s1feer fava qefiehr frmfor, ufeme wa qHerTHIer STdehdT ITUshT & |
GAT foIveT SISTRAT ATHIhT IUTH STTEL STAR B U HFoTehT T =Teehl ST @ig T Zanfired
TEUT T T STEvIehdT STTAR fesh T Tarfiea SEaT-awor 7+ |ifsh TRT ISt ISR STaid IR aSTRed
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AT ATER T e | T&T 3T AT dedals U= T, SATSTeh! SoTRaTs
I T, ITNT, FATUTST TR ST s &I5HT DT Toh! Tadals Hedy T SEehTetshl ATt
AT T TR gt et fafi=T fadier Sushvres yem mes |

ST ST SRIMHT SCUTEETe &ISHT HTIHT YalTe TRIS(e, HEa T EEehietehl QITHT SRl saare T
FARTAHT YSfiehT FaTeqdT GHfeea TiifaT Sa= 71 &1 | 37q: YSi IRl sjfiert fomfiar &smT aterar
USRI qUT STfd-Teh! arefash &=T TTieh FhaTehaiTushl ATHT SSReReh! E9HT EetTuant & | It
ST STTHHT YeTe] EUHT B AT S IcaTa d o ax AT STIcATaeh &1 foheT B1g W I8 ScaTaeiiet
&S ThHodTieh! EUHT YSTioh! FAfid HaTe TISES | THaTeeh Uoft el ST=idehl IRR ST, 07
TSR, OIS TT FUSeh! SSTRAT HRER T TRTHIhdT, HRIER Giaer fa Tt qe& amIaehT
1Y TSI THT HEcaqul ANTEH Lgehl Tk STU=TGh STIa=Iehl &1 oh! ATaTel doil SIsTias
SCATEAE & HIf HAT SIS g Raws | 3ATSTeh! 3TTTfeh d¥aehtuTeRl ITHT 38R STId-=HT |
TS ATIETE HTUshT GelsheedT SHA T hamsharaerTs faskfaa geamsH fageft 4Sft vare musen
AT ETSTTSIT  FeTeh! INES | TEAT STATATHT YSiT TSTHATS STICATGeh &T=IehT ETHT Heperd ToaTe 2
JUTHT TYfgehT AT USRd g7 Fae | Bt B ST g |HT O o, stk fammeft Tevft st
THAEATIAT STIHTCE STRTURT g5 AT EAATTS JITHIETE Tehisd TRY Tfes grieTd stefa= I fa
TSI T, STSETHT SIS hT3 il SToTTeh! T ToT Tryer & | ToraemaT Tkt JuTeft e aom
faaeft qoreh ATTiteRetts aua ifad wr=mmT fEwferr et T fag TuTerT resTe ST e
ST, J8d BT THASHIEEATs 16 Tes-ath Tsdel T Hifd fag Tevas e |

T ST Rfvgd TLFICRT Sfehg AL

STeAfagd, T, TelIR TRTRIGERT - Ui &/HT 0T FaTE el Felially QT TelwaT Teael fodiehr
AT ST T O 97 = qrataans o faar seehenl ST SiehH wIHT SHaeT TEy el
TfeaTdt Weemueh! © | aEd, AT 2T ATEdiaeh &seh! ISeRAT 0T YaTE T araiT ST 3Tfehisr
STl T BT =T ek Ua | FERT TRETAT SIHT HTeahl SIfehg ahofishl SRISR < TRIAT 3TcaTash
T ERSWTTehT o5k ¥ EUHT ST Hodd (g T+ TS, TARTA &t g, STHII=TiEh Tefd=Teh! R faear
g1 ST fasiar ot @ | do faxfir drumeser uf Semefierar T afEISHTRD SATERAT T8 3Te
HrOfeh! SATEAT T Sholl YaTg T4 T ST SATST 3edt T gfeer et uehifat areafas squr
Semefierdreh! o T 7T @rereh! €Y, gfafen! JEnT T odied g1 dTe 3T Fadmel 4Si
ST THE T TR B ¥ SThiath Soh faxii GEATehT sl THIhT e faedT STgediash =X
STTTehT &1THT MUY Y JehT & |
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SIWIAAT T IeEAiearart AT fAfdaeT G6ft aw<

T T AT TR T 2T ST T BieiTehT 3cdTe Usl shieT 7T SiTe TSIt ST  Vegehaeehl
AT FsfiehT STTATAATATS ST T Ueh TTH YRIGT ST 9okl Yoit aIsTr 21 | Usft ST Areb wrerfiyeh
IR TRTIRT ATEHETe JTHefieT SAfthetet Fai- STIERR T el SRR T SoiReh! faenm T
ST T 7T HTHTRT JTAHT T HHT AT & T Semefierdr faehm T = gar Safieesnr i
Aferer TR feft sTrgeT STl oty wrerfhes SRR frehremehr giaem faiaw o= uay s fadis ST
ST HTHT ATET TR ST TIES | SAfch ST HehfeTd aeicioh] ThATTS HHI SRTHT delehTei
it afcaTerehT STRT SRIRT TR AHe e Teft sTofi 7 e T arftertd STia=als SigT el & | o7d:
ST THTITEhATehT TS TTaTeTid 716 QRTehl ST=TNeh T TS Tefd-Tenl HIEeh! HTHH T TR
T TEhT I STSTRAT AT ATeEaTTs 9T HEst oo, GUET T SieiaT SATaigHT Jid TsIelle 9T i,
T Ta =TT SRt JTefisr Srale T STawe & |

e AYET T THRIHT AT AT T enTIHishdieeelTs FeeaTsi T SIer STafaeh! A1 gider
T TR 7T TTTHehd eTe Zee afiohtoT MY TSI @ AT Uo TiaRTav=aT S@l §e fa e vR,
aferor S1itpeRT, JANAT JiaT eTrRIaeRT favaent fafu=T JemT s wE=s | SurerET i el T
TR TR TS STCUehTe TSR aTe e arfiehtor TR YSTiTa amveRtaT sTfushan ge fa
FFEAT T Tk Tl TSt TSTfd o STRNUT S T =ikt AR aTHT T Jafa S T8 aTR o
TeriT wwmT foehmer g7 Sfaws | ISt SISTAT ST T SRTIHTeRaT STehT ST STefdesieh TagaT sTushy
et Tt T 3fienfieh SSTRAT STHT 7 RTHIRATTS TaaTs g 9T TestieRtuT 7 7 Ts3eh! €I
T G STl © | 5Lk OIGhT hiTHT Ueh TaEIeT T Tehd 1ohT EUHT ST SISTTCAT |fshaT g Tt fasir
T GHTS I SUSTIRIRT 3al STa TasHT g7 99es | ISt SSTeAT ifatsh aeanT, fagersor uay
Tafvr=T STSTRERT ST FaTIehehT EHT Sh1ef 7T STeTTthen faehme Seahiet farfier drsrehr TSt ferstmaT it
SO NIRRT Feea Ul TRTGHCTS ScaTaehed STTfgehT STTERERT E9HT feques |

AR FFHICEHT ToaTed RIS HHbRATEh R T qiaeiere
el ANglg g1 o TE IR SSTRAT Heiehd hro-IeEe! IR ool ShFq-Tehl HrRIarTe
T GATHIRT STTURAT H2e@ g4 WUahlel sil ool Tsft &t Grfed deemessh! @eg T &8
gtqereTeTs aud serar Tiw | ISft frafurshr ufskament disrar, e fashmers saeH, amHisndatars
g AT HRIER T Al GHTadT, T 3t & SaeoH, qieidiehl dgsl UcTsHT,
Fafarer ISft vaTETE TEsTdT arEdenT faxfer sfstst=r giaement fafae uf ISft somrers Tsoet th
ITENET ATEHehT ST faues | I8 STeeh 0T STEITHT WohT SETET, Tsdel HaeTa et
gfaeqeicHen &mdTen! 3TvTaeT THafad STemT TuenT fafe=T Siiea sawiaesh demes qur frsteusnT
FIATS SATETT TTTEhT ITH STTHRT TG THRT ATHT TTHIRT AT T AFTERATE 2134, ATESITeh
7sit ambarianTs 21T aers ATy THd YRRl ISt ISTRATS ToHTeHe @iel SUART THRT AT
Tl AT q@T3] STl & |

* * *
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Ardffad otaell dIY: sfdeRy,
fAbRISh A I JAdolTdoll

= AGEEEY AT/ TERT 6 1d

AHEF ST RITRT g™

fagaer @ SraredTRT Al 3faeTe Shehl HTH{eeh STHT ISl G & 200y HT
S-S UHT & | Ufecll Ueeh JET Yeheh! Taxia Hideiehl G&TTd T 9 giagrdehiese
TSR W et (Abraham Van Ketwich) T TReT Tsh S SIS o ThT & | T 20wy
T Shefdee] STHT ATeehesal THIETE el HIeT SARRUTHTd fa-IaEaTs HICEE 3T Tl<hl 8Ter
'Unity Makes Strength' 7T @Tifesh TTTHT ISRl TAHTUT TRERT FoIT | T Shiveh! STTEROT + THT
T AW HIq YURT ATTRREEHThd A Heheld T T farferefiertor 71 went o |

LT GEIATT UhT ShITeh! STTURUATS TEUTS 36 e FUHEET STIROT et I | 73R T
IITSH! STATSEIEH STEYRT a9 Tohqweh! STTEROT JUT T HYwh T STHIGHT ga favani Hicrashen!
oy | st ifqar Bfereewr Sefomehr Staemon faww W geie T T afed @l R | afs
FISHT AT AU TEHTATS shal THadT TR SN IEeh! AT TRATSH TR, SHaTg
rfectenT 3TEfe AT F<HET &I (Closed End Fund) &7 &9HT fei @fehee T creufe aveaT
¥ 2<%< 'The Foreign and Colonial Government Trust' TTH& §FHEH I Tl =T AR
STeehT 31feet Ui AUST Lok TaesST HRIER g eS|

TCATET, SR TR STTIRVT &Y o SR o= Jere®nT amfesh T
Y oo WU U5~ | T 2<% HT AT 'The Boston Personal Property Trust' STHeT
ST TiATSI g T fafv= faumares afug faeit srarsdinT ST fava srefammr ufear geamget
drfesh THT I 'The Massachusetts Investors Trust (MITTX)' & 233 sfg smifrmr
HoaTeT AEHTTHT & |

. IR TR TS o artyed far. & arafd gaes |
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TEHRT T TLAHT 9 FehT FEATd & 2353 0T AT ThR T WRATT Shes 1 Sfohohl STHRLATHT
'Unit Trust of India (UTI)' THRT ShTNehT TETel-—IT TUhT ITE0 T & e3¢\ HT Ufecish Teretehl
ufeat amfees T &I 'SBI Mutual Fund' 3TTeE fafr=T ufecier e e T 3-g-0 SFa-iaTh
3T R AISHTEET TSTRAT YT UTUHT SHEw | FIET T 2212 IS YT At hUSEsal Ul asTiaT
TAT TCHT ETHET AT ISfT SISTT RIg3Tel hUsel Sl feedT STiTieashen! S |

AATAAT ATHIEF T T (e

farear sfaaTamT dTfeeh TTHT shIeRT GE3TTd el STaTed! SIS Tgeh! HTAT TT HdTerT o for. 4.
040 HIATGE I TEeh! FEATT HUHT PRI T @mfes T i fRmEe 050 ST qooweTd
ATfEeh TOTHT ShIShT TATIHT Tgq TUhT TS0 | ST aoTi T foHeht Tga®eh! AISTHT TUTeHT
TRT FrshTe el STTET TSI 3 HI IS | STTSTEFHehT STTEATETS & &l H TUTerdT A fach T
FRITRT TTRTTHAATS T i SIOTHT =TT 7 | -

) TAH ALUT (RoY0-Ro%R) :

ITHT TTH{Eeh TRTHT sy fwTael ST3gyde! quamafieTs ufee =Rureh! E9HT fer afshs |
for. |, Ro%o AT THATESTH FTitee AreheH fot. (BTt TsST Fmiaeat fet.) oF seimEr 'NIDC
Mutual Fund' &TT &% JuTeraT Grgfesh TRTHT ShIveh! frdras ssTRaT Sfo=iies estTd Jush & |
3T 1Y &. 2o ffehd HeamT STHY MU GeArqelt drvfash T 1y el forll | T frmraredt dom
THaTeTeRTehT STVTaRT TIGT €T ShiNel g3 STIET SATHT IHRT & T TEhahl dehlee aRfefaeTs
HEIAS 714 .9, 04 AT & AsHTs 'NIDC Mutual Fund 2059' THETE €. 2o 3ffeha FeamT
¢ IS UHTS SIS 20 F¥eh! TG THT dleht I-<q@l Tmfesh Y AT EIHT TR0 TR
T TITUsh! T | J8efier AnTieh et 1Y UF R0yl Jeaiid TATOHT HURT HEIT AT
ST ST T8, 043 AT SARH TR STTHNUN &Y 'Citizen Unit Scheme' ATHehT FIsHT
®. 200 Uiq ThTg AR YoIwT TSTRAT FTTERT T | A7 rSHT 2Tet amfesh =T i et
R0%R ITHTA ToaTeHT Wl & | I8 FFER Tfedh T I TRTEE S13g STTeeh! uers
T TUTeRT E9HT Te afenes |

) T ALUT (R090-309Y):

I =TT FadTosT SeTieh! e fehrer SdTer fudiasr Srdent TToHT T SSTRAT dTfesh arHT
FRITATS T T IeTIehT AT A8k TTTHT 1Y TIHTEe R0 %R STRT T T¥Tdeh! SRIETs fa
A | Tadt frmTaet SATSahuvaTd UTeTHT e RTHT Y JrSHTEEeh! FaTeT disrr ITTeht
e | Ffawr fa.d. joe: AT fagrd RIgRT ®Ue A= ds=niad 'Siddhartha Investment
Growth Scheme-1' @T§ 3t THamTaelt ST YOI JuTeTeh! UfEaT ATfaeh ST I JTSHTEhT
&GHT Tl aferes |
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3) a9 =WYUT (R0\%E Ufw) :

arfees T i fRmreefteriTd ufedr GergEt T AT AT SSTRHT FET T i
ITCTHT TTH{Eeh ST ShIeh! SSTR U3T 3Toh! TRUTHT YT TRT W= Hich=s | STATHT faTe&dT o1&
af T feRfamenT TISHTEE ST HHAT ekt T IF ST ST STHIshdish! =ITaT Ua HgwTiTar
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STTEHT Sk qoT facier Heemare sfu=ies ot ured T Fae T fafer st afshar g = Fent
ArasTien E9uT fodiasy frsshra T defehTefi= ST UTed T e STaeeiTehnT STHies aTeda SHETHT
T G | AT ekt TasieiieT T STHS-g@ Sfhesdh! THET HHTHH T4 3-HIeeaTs e dofish!
T ST fafiar WIq UG 74 Shfedeh HTEHeRT ETHT Jehicteh ST INehT faehTer sTUshr &7 |

Taferiera TTHT T FrmTaett, 004 STTER UTSHE SHIET HUS Tl ShINehl 3gd UTTdeh!
QT EderT & AT ST qraie ST SUSHOT A QT T T AThaReEh! $o8T
FHITSTT T T HINATS TS | T HUS T ANTGHT TTHTRIATS HEhTe T Seehei

fafiar Grdent Gfsiel sFaEer T 7Ed 16D |
i RUIHT ATEIAHRAT AAT HEd

QIR 319 STEATT U aarEesd! fasm T faean m meee T gig ™ qur
SIS AATIHT T T ST HEINT ST TehdT T Ty SuftehT srfehird erTHihaieeatTs aish!
AT UG T+ T SoA12IehT O e T8hl & | UTSHE Safieial dehfeush aTHTehT STaER TS T4 |
STEhT ATETETE HEANT qT SATHTd eTHiehdrane fafy= fasisiier @ T faam suet ugwe
FIOEEAT AT TS T TH UhTSaTs Ty SSTCAT S Fehtor TG | I HUSHT ST T
fasft GeamTa TRl TRITHTAT T JUshiel STefd-=raT 3T T gig T Jedi Jes | qad
T STIITEIHT IH FUESh! SETIHRAT TUT Hed 3T Wl 578 | T9 Foeal faerat Fefiag
M, HiT, STHdT JUHT AT AT I, U4, Ufater v sifger TraiaeT qrai-erd S| ot Feiaay 3T
FTHTIEE oI T+ a7 HoaTe-ehT ATHT G& TRUHT (RETT)aT TodelT HSiEh! HaaTIeEeh!
feream T feoshmer 7 SIS Taeiar HidenT STTEIT TEE | STl TaT STATERITHT IJTNTH=EThT faear
T faenmer w5 USHIH I ATRHT IiE G T /e Teeed IATEHT T T SIes |

Tt Tefiam Ser e | @fedeRt ST qiT Wi 3T (THUAS) §EET ST e T
T HUSHT T &I & TS | IR STHIGHT TITIAT qUT ToaTe g TaehehT FaT ATHTIATS
TSTel BIEHTREwehT EHT Taeiiar Jd YeM 7T WIgHe St %ugen! 3Tid 7 Weed el © | IRar
TAT ATHIEEAE ThH Hohald T TG HodTa SLgeh! JUTeT HEhIAT JET J&Tel Tag TR
STSHTIHT ST 9T TR AT SAGETIATS T f& AT Tk YRUET HTEHehT FIHT @7 TWehl B |

T HUST STHIEhT TTETS STHEEh! AT Jig T HTataeh Jerar Ui Ha T ekl
FHTIEEh! Tiqerafcie eHdT T IRETIamT gig g | A1 STSdRIeh! SThRIT Jig TS Hed
Tew | ST Tt ugerent gig &8 sftentiner fashmer T faamer oest yifeht Woes | faermt fraas
SSTRAT FEARIUT TSI AT HoaTeIToh! GEATT TTHT Tkl T HodTeioh! HepaTHT STNE Sfc@ehht
AT T, W9 T SHAT WU ITHEE FoaTe T ETHed YSiET T T SISl ST e
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YTSHE 1T ThUSeh! THY STIaEATHT Ta=IY Hecd qeT STTavIehdl Wohl S | T8 HUSh! foehteet T
STET Furedt TR fagutt sfeTa v GEmTd ST REETET a8 ae 3Es |

PIES ClECCICiC AN CEARE 2]

farsToeTt sfenfires shrfedent STcrdift TR eset Tsfl shraiesnT STfyieh Y o sFedm
TR T T TS | FEHT TR 0 3T IATeAIhT HEAeRg YU Uews | o astiar g
goiidienT TR geaTd STl saTaeh Tasfl geelidt Sem, g3 fafire Suseime® it @i T
3T ISt (Venture Capital) THHT=R ®9HT faehiad SigehT TTg-s | e arsehr sriehamedt =afh
STt TefeeT @08 FIT s+ &t F (Carnegie Steel Corporation) &7 ufgar fernnist @itg mert
o |

sfershier Tt UTgwe SaElel wHeE dMr fava Jeufs 2o &I avmenar faxier aftfeufaent
JUTTeATSTE aTfel & | aT 2290 T 23<o T GITHAT T&AT BHEE Taxiie STIT ST UL ATEdcashl
AT HEHT P IEEaTs HTeSTieh SR aTfet WX Isft gfg T @i | o= 3T | e fsfy
TFAIRT AR Tk TS | S 22<< AT Kohlberg, Kravis & Roberts (KKR) §RT 4.2 376
A ¥ 4.2 fafea)ar RIR Nabisco & @ftg = it st sfagmemT gav=r 3ol ®RER o |
T RooY NG 00 T F=mT ST ST 3T SARDT FEITHT Teehl o |

T ST Sereltetent fashraraTs Rat deteaT qUHT fsft sa=fiet Baring Private Equity Partners
(BPEP) & 2. <.¢ HT ST ATT I ThT TR | 216t ufgeat di g1ehmT ¢ 376 2o &hlle (2. fafermm)
STRIT TE&T 1Y Hehetd TR Fafer=T «3 ST STt =T | | TRAwT Jehfeush T Terswelt ST
SIIET Hq R0 2R |T Securities and Exchange Board of India (Alternative Investment Funds)
Regulation 2023 ST TET ek PRI | T8TRT STeTewmeh! YSit SSTRAT sSshfedeh THT shien!
AT AT e T “Bangladesh Securities and Exchange Commission (Alternative
Investment) Rules, 2024 Tefiehd TR YUkl FoRIT |

UTEHT W TETeH yTgWe ot (fug) stavmon fava S% agger stauifed faa fwm
(STTEUTHET )T STRRT TehT UTgws, e frei fafur= fageft eemeser fsft shrasiuT arrt mieht &7 |

YIS TFAIET RUGHT Tatad JRaT

Taferiera et s fmTaedt, 200w TR UTEHE ST hITehT TATIHT qUT TR SATHT
FrEare TEmMYEs AT Tenl Hied HEITel Y Saedeheh! FIHT AT Ay 168 | Huls
AIEHTE STIHIT AT 1T TETTRCT el HoaTe T I SISHT a7 T4 | Y HTEATIehel &al
TGhT RISRT UehTS TTShTERRT Eftehia uTe ekt ffaet 3 wfeiive wenrs frshmae 31& i g8 adfas
ThTE TTRTEH T 168 | TS SR TN ST SIW aedehel IMAT T HehalehT
i @fera erTHsRar afeer T aftas fafr a1 safeTa arasenT ATeHETe Ukt SR T
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IS | I THIS Uiy T TEIT a7 aguelis TLATTa enTH-ishdiells Sod fshiad T afedrs
ST FOTeRT E9HT A TERTE T afhs |

TemTaett STIER ShIWeh! ThHT HIFTHT 2% FHUS FIATRI g U, UHRISHHThHT TEAT X TII<T &l
TG, I TET TRl g U, THTSHHIATS Ufdthetsh! ETUT TG AT T o T U3eT wahrgerier
FHIETHT Wo ARG FYATHT ThHTE TG T T SATEAT TNEhT F | TH hIeh! THATATY Ureeia Twer aoeh]

g STTAT THA TRUHT B |

it (wevie) srafteenT T T fasft e SraeEeRT EUET T SaEr wUeaTs fod
Hich=s | ATSHS SHTET HUSHT g5 TohIaHeRT UTeK §-8 Sed U32T fATHIE U T 3Tehi STRa J1e-T
T | fafiee urdaiet wiwent slia < yiqera wfired T8r s W aTiee RTHT T SRIaT ThHAT
T T8 W SE TR Hifid @i T80 THe @ STEfET aTae drenl §79 | SR
TS ST - TF JoaTel T+ G aTred Ua 3TN 78 | STRe JIeR 3T=id iy
FTEITF Boh! §5 | 38T Tguefia a1 aguefir sratifes Gemel ST TRehT hIveh! &hAT aeh
T HITAT =T R Ffawrd feedT Mt e T SJaweT T 968 | hiY FaeTaehel Hohat
TGhT ShTYehT TohH HUTCT TehTCehT Taifetd ST aHITSTH GRTHT T forer TRUeRT erseeuT Seeh =T
TEBIAMET Jocil WU STHITSTHRT HFIHT I STGHTHT ST T Sieh STaeT fmTeetiel TReh! @ |

QO I6 BUSHT TR SITEH T Sfdheren! faeeisur TR shivehl SUSHAT T T
FHT urtem wfaa i, fguafer a1 aguefier sTauiftey SemTd aHiehRal, Tt T e 33
HUSHT JTeTd ST THITSTH HTCTHT TATIHT WUEhT HEAT, SUTel! TFTHeh qT X STEmEts Jareft Jmer
TR eh! EUHT & He SAaET el T 3 |

e T

TSN SFA 12T FUShT HodTerel USiT SSTehT ST BTl g, Tof-aw, STH SHaHTs oaTerTenT
AT ISt JT3T FEsT ST FasiaT g1 T8 aHishdieeats T ST STaEX T U &aeit
T IR g T Aafereh ermHT fTSehT SATHT SR STIehel STaTaeT g4 §aT avTehl auy 3ATRis
TarehremT Tl a7 g Sfaws |

* * *

&



AU Pl A€ SHEE R 3 FTfiehicae fasimg, R0us

Adaifoid foreRIoRIddoHl
fderdtrel ®iofell caen

= TiEEE

. TBHH

TR qT HEIEEATs rasiiaeh EAT framas fshee m TheTs STewash el
efenTel ISt UTed T SIS UTeifieh SSTR Wi | |resiieh frehrerert fafi= ferfames & -
fodia=ehr o ATdsTieh ERYH, HEMTh T 31T Tl I HAHTIRUMT TR frehe ofe |
grfre gresTieh fFTeRTer Ureifish FTRTeTeRT Teh T & & STOHT UshUeehHT TeITesTT HwaT Jet
HTheEaTs [oaXuTas Yehte TRI fadiosent Fehm T8 Sfed SeTel GoTIRUTATS HIasTeh
AT T fTshTer T STTheTs STavash el dEahel doft e Maa | Tied deemese
ST FFEr faedr we fafafaertor 7, fafv=T STRTSHT =T TR @it ISi oTed T JRfeeh
eI RIS HIETERUTEEHT SR Wbl T Heheld T4 TaaH | JHETE A Ishd [eealTs
TRTHTERT STER TAT HIfed TETeRT ATHTHT TRt g ST T8 T §-5 | TTeF SRTET Siefishor
qT AT farehTeehT ATRT STTavereh YStien! STTYfd WS THIT ¥Teh! TTRIe fashmedT 2aT =TS |

T awed fa.d. 2kky @emr fateaR §e fiew T Aure S% fafmeee v uew
HAHTIRUTEATS Trdrasr sk merr R | gTer JuTeieh! fadivsy SSIRAT Q0% HTfed HEITEE rEl
TSTRAT AR T8 FRITR HoaTe TSR SRaws | =T ST sl SR AfeTTaemT Y J2T
FIOfteT HTERUT SRR Tesiieh R T Juret fadios aidare w&ispfa wred miehe & a=
ol W=aT Tl I IEE Eelepident YehaTHT ot 3 |

frdrosrenT dreSTeR =R T o TR J=fad g SHITSH SATOET URl Sied geeT
(revie fafaee ot a7 Teil TR aeeh) A8 Silied SeT i | fadismererft U, 0%
FUITSTT HTfad HEITet ISi ISTSTRT ATHT Faras dresii-en R T daes] | adrasehr Herrem
g 7 Gied e S ISTSeRT ATt fadids ST 7 TRdehT SEdE quT aqereet w e |

RHEEE 1w, SuTer fadms Jre
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Hrifed Gl ST fadrds skl 7+ SedTamer awer faerurs FerrM T uEae TEt fadrosehr
ATSTieh TASRTI T+ e | 3 UART GT ' SHITSTH HiTfad HEiTel 3TThel sk T faaras
Feprer g St ST gat TR U quT fudias gdt TRISHRT ST ST Ternds qer et T
AT RrdIosrET grafeara wETsTa afed difery sfsTeh! et S T qifsuen gremmT sear fHaeT
Tagu e MRl & | R fudio=ehr gafehl ST fHee e HUAT aidel STTavds Siiagyh T
frdrasrenT gat T FHTUTS e T TS |

fordrosrent aat qom Tk AThT IS SSTK @ avg aSTReRT Fameh feher Sarer faios
AT fadiasr gr=ft U, Ro<3, fadiasr gat aur e femmEaedt, 0wz, s fspem qor
FTShig ST, R0y T UT IF=ATd STRT WUhT 31 {7, fafram, THcferenT aor sigame STt wuehr
et srfummr @ difueT SaTTEERT TeHT THU g | T frshTeEeRT Sunt e
STETIF ITAEE ATkl Tlehl qOT ITHT 7T 3 TH T e | del Torment TTeT THUshT T qifenusht
HrqU SATEYIF FETSIIA URT WUHT dleel HeReMehdl il faes gl R 3eoiiad UAEE
HrelTieh TERTTA 7T I TRERT TeroTasT Y T Cehfd T T I @ S |

R, feds aqtawre g

TSI TR 3§ HecaqUl TIeTe® g | dfecll sRuTHT faarasehl Zai T8 9as ¥ G|
SUTHT 3t HUhT ferdrasrent f=hTer 7T Uee | fudiosereref U, 053 T T e 0T Tied Tl
e Tsshre ey fashree g st ST qdt MRy wHe W= ERT ww @ | s
TrehTeT qor stewis e, Rowy AT MURT HIEAT FHINSTH THERTIMehdT HEATehT HTEROT Tl
TerdTo=rehT BTeSTieR TSR TRt ATfT uTi ekt favter srfen arqut frdiosr vy gaf 7 faeT
fequd g5 | 31ufa GresTieh MehH T 1 Heumdehaet WG TRehT qUT TTe ST SR T
TRy TR weqot frdiosenT gdf ] 164w |

n  Todios gat s difed GeuTer AfhushT GemT i€ aHeT faeT fag U sHeT MehT | T&r
Heorrer fodios gat qur feere fRmaet, 003 @ SAggET-2 SHifSHRT SEmT adane
Toe fag wds | A1 THETRIT STgg=-= AT Sfeatfad faeT aEqy aTaden! T areeh! @TamT
STHT O &9 | TeraehT &mer et i SFof ShiTsTTa |iad Hemehl STRedar oo Sifaehiier
yEToTe T TR 7T 4w | TAAGeRT |Ter SRTIeRT ShITSITd UST T & :

o FIUHIEESHT T T SHITST LT HTiad Tl WU €T STied HETehl STeataeh
PECORERRED LGN

o TomIw gy Hreniya wied HEm WU 97 §isd HET Teeaar=] T ar fafw=m,

o TN HEATHT HoulTereh HiATAeTS TIaITs adt TS Tra=odT WUk fAuieent ufafafy,

o TS HEATHT Houtereh Hinfaer frdiasr aal mus arerwmT fausnr stfedady,

o TIiad HEATSHT Ulseadr 3Tfeieh aeh! SEToRIeNT Hushl faiier faawor e |
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Rdrasr gatent @THT UeT TRUGRT TG Te Taatur oI hFTSiden! Sitaayh &l &l §iiad
wement fadiasr gaf 1 meTfee Aefauar ader @rar fudis gat T THe T @eRl © | e
Fordros gat T TEfR TTAT SrEct Hishl FHRUT Hieden! SIHeRT A= adi = {191 Tkl fafaer
arq feafsr arafeera dfad demers fagu umae @t |
3. fuds ferrmarrdt g

Rydusreh! gl TehaT TFI=T 9T YT QAT SUTHT STied HeiTer gt sTueh! fordasent fsshrer
T ée | fadios freeree 1 afeer @nfed deemer fASRTIERT AT AT e faeRoTas e
T AIgare w@iepfa feg ude | Ardstieh TAeRTe THeRT SATHT Fam TTRenT faerums adare wisgd
TS HTIfeeId Golehl STHehRIhT SATHT &Y faaiuras TeheM 7T I JTae ™ & | Jadt faewords v
et FAETIRUTeT faaRuTdsy UTed T a1 & de 318 TU fereRuTasmT Gersd U g | ST T sfehet
ST TR Ferdias, FTeT SRR qUT STHTHAHT ST TTHUGhT fadios, Ush qeeuT ST wo SHIEw
rfeherts fersht 74 TRY e TiewshT frdias, frmreefiaT syewer T ST HHER a7 FHuEETs
ST 7T T st faaras fepre et faerurds S TR aud SR T afeh Seer aud
! & | HETTHT HAHTERUTHT I TIsehT BTesTieh FThTIR TRt ATHT HTTfad HeeTer JeTT satfsrehT
TTSHATEE T MU I Tohl 3 -

o Tudius fspreErrel HraienT fufa,

o TawhTI niE fordasrr e Hew,

o TSI T fosht Haruer sueaRiishl S T TFbidT,

o TyehTer nfey fardosteRt TemfdeR! ERRIAT (AT g seEw),

o foatoma qaml,

o TodiumEreelt U, femaet qur fsferehrer ket g smtter faeror aumeT,

o SrESHT Tydds fERTeFeRT ATRT fAaa T foewuras a1 371 ATawe HITSIIaes Uy,
o foaturas qur 3= foatureEHT SfEUeT FHIRHSTIIGENT U T TR o9 feewor guraT,
o SIS TIShTIERT ATHT Tiepfe o ferdrasr &,

o  STTEAHUHhI YT

o fast o, fasht o, dtewie qur fpdt shHT, Tt |

¥, WEWFE MEREAaredl W ®H aaeawE

fodro=ehr gat quT fTeRrMeRT STgufd YW T AT Gied dem ot fadrs sreEmrfer T
TR TR foamuT qruraetieh T, TRISH Ue |1 TrelergT STagaeh Ut Traiead Sfed HeTers
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e T &1 a0 el 716 STTHT § | Fadiusy gl TR difed HETehT - Todleteh aT HHaRIe
Frdrosareft s FRETE Tt U a7 U =i aehl T aer faftam T ar seaia e feuant
AT a7 EI Seaise AT EdT HoulTeteh o hHERIATS SATaeHh hIaTal Tl Treli-erd ferdias
oI, ferdusr seramEt o st gal TR Giied GETs AR fo evmrrdenT 3ifusres arear
Tafed & | T urtfrres ardstie frshrerareret T gt freper qut faset vewer T gee,
frehTeeRdt FrT quT JuTer Rrdiasr SIS TweT Te Hish ST Bl |

graf-er e FeRTIeT ST QIeheh T aTedh HiTfod SeTehl ST USfiehl 33T Sfasray=aT oet
T 3 gfaeTaeaT aet g T IR TR dTdsieh TR Mo Jae & | |rd s,
forfir a1 et sgaEm™ T wied SRR U quT 99 HIHTe T sHifsH fudiasenT arasTieh
FTRTeT T UHT R SIS HEITer ST 32T ITTET HRIAT ToaTel TRehl Teh T aven!
TIETILTETOT USRI fareier feramor ArelsTi-en EIHT YehTST T AT ETERUTENT THT HH9=T TREHeh]
G AT | T ST THRT T T TRISaT TaTHe et drenehl STafafis grastiaeh
Frenrer T FEfeR SfawHT ST dfed Heemehr sgaEIaee fartr faarer yaTfrg T drestie
fehTer T arder Tt fo Ta T SaET TR Wl B |

ST FUTE FFIIHT HEATSH T TG g1 SR ISE SHTRT WU Taworas AT aieat &g
TS | FIHIERAT qT FHHTIRUTRT GTHT rardT T feent @i faamuorasm Seor@ g3 o+ ame=
ST, freneendient aTier feufa, amm=r wermes, s a faawords T foerumosmT aumasr
TR Taator o 7 faRivRrorert STHeRT T 31 HUeE [Tarud=HT FHTEE YR §I0Rs |
FordTostent ATasTi-e TSRTRI TreamT SaTaRUTETS 9T G e TRl ATHT Taer STaweT F-resieh
TRt TTied Gkt fdiasrehr aresiies frehTer et famrd i adent ufd SR g awafa, ufd e
SMEHTEET faaruT faatur-useht JEUHT SRaH T SomT Tqd MU ST TTRUGhT & [RT
JTafy THTERT STHERRT GHTEET T el & | 1 hiee Hewen! Iears faatr u=e geysar
S TRY ST T T ATRIeRT fafay STaeTes aigane THuH! & |

Hrifed deemen! fads, ¥ SAfth a7 GIied HEITeR! HTEehT TURCE HFT-eHT eaTsH T+ aeiT T
Tehe TH AT Jevar-et UTShaT THdelTs shiee dew =g | | @ifed HeeTer shiee Uew arawelt Tar
TG THeRT ATHT SISaTe STAT JTed Hemae hiee Hew Mg fadrasient fTehTer U e e
B | BT UTeTT g8 92T STHIT Ut hiee Hex Fruries HRT-==aT & | Hewahl JoaTshTedialls
fafir=r aishfaes JTSTHT T¥eT EU T R TR T TR 8T HAETIRIT ST TeeTs T
e grafud wroieEeh! feufa arareamr T T e SITEHeTs =LfeRr T aud JediT
TEG | F U IS HEATS HIEGHT d1F S EHATIT T&T Jodeh! ureteh ferreM m{ud fee
s Mo ae Bl © |
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T TEwah T G g {0, TIaas asiien! wRIGRaTs aT fdiuseh! Jeaers 36T I SIHeRT,
A dleh SHITSTHERT YT TT STHERT 3UeTed TRIST U+ §70 | TaarurasmT oo TieT faawor
TAT STHHRT T HFTSIAeEeh! TIamid grai-ad Gmied der T a7 faaworsmr gee ™ ™
HoaTeTeh qT ! faaurasy qam 1 fasioster S Td o ArfERETHT SEThaE! I8 TuH &0 |
TR TTHIRATATS SEiTd AT AT SHISTHT BT a7 Ted faatuT Seoid MU HRUTEE
TTIRATATS B BT ATFETT THT TRTIHehd HEIT, HodTeish aT TaaRuTds qar T faeisRiesa
T BT ARt effaufd e THe W e TR S |

grAETe oS fehIeM qor aiehie S, 06y HT GY TR HAETT ATMHIshdlsh!
fatar arerar qor faars aSTReRT fashesh! STaeTaTs Heash T hiee few ToM T demEe
~TqH US =T FHEHT Teh TX HITeehT s FTo TRERT §go- oaareT THT TRUET § | RO TR
ardstier frehrerenr fafny fruftor et Jeasier S UITeET S T Ge ST WeRMHT JHT
HME T eareiehl g5 UTHRT 1T T To ST TRUHT & | 0, dieel a9 JEHT i IS
FUAT WeaT T HoIeh! ITehT FTERTeHET i s TRIuH T drestieh geqT T ardal are de
RTEAT Tl S |

grasiier FreprerET fudiasr @fte 1 stae feer amieratesent S qerm faxier deemT @t
QAT AT sUeeh! A UdehT TET Tdias Siehis Ui 3Tagehehl SiehieHT Wehl foraras
SR ThA HTS @TATETE fa=T JuTefielts 31&aT YoTtel! (Application Supported by Blocked
Amount) W= | TSI TSR TeRATETS BT, SAatedd, TRERl quT feer Siar aqrs fshme
ATTAATS A TRL0T TG HAETEUTeRT TgeT TTHIhT STER T8 T 3eel fadius @ig (dresteh
frenrer) frcdfemeRr, Rows fafq Rowz W wledela @] WS STURT T | BT AT Gl I
v TSTeet™T SfvTsT S T ToehTe Sehehl TTETEEATHA IUTsY WUEh! U15=s | afhg, foxfir ar
e sEEE T iied SRt UF quT a9 fremreaed smifs frdosent ardstiver s
T STUHT T TTfed TRl HTHT 3e¥T STTET HRIAT FoTel TR Teh ST e oraTaiieroT
TTiueht farefier faraor ardstier THT TeRTST TTehT AT ATRUTENT S8 TFq=T TiEeha! g U+ at
T AT FTHehT TI@T THEIT TRISST TATHe THeRTIeT dieheh! YA HTeIST(eh (ShTR T 8o
hauAr ST Hiied Heemeh! eeaeTe faxiter faeror ywrforg W arestie e T age
iR fer fa Ha T Wehl & | e faediar ar diurararet syeame 1 difed Se ST 31
Hrifed HeTer fadIa=ehT ATasi-eh TR TaT FFTIaRERT Ide® G TEhT §F- STaeT Tehl S :

ST ITIT HTAR HRIST FHTAT THHT ATHT HATTTIF HRIEE ST TGTE Th Tuehl i
TR,

o  TATAd T SHITSIH TRETIRTETOT TT TEOTNT T~ TEhT,

o  ITHI ITIT TIUN FRIGAR =T THehT TN Y=eld T THINTH e THeRTIaTe gSiTerd,
JTgufa ar Tiehfa feagus TuAT erer gsiTstd, sTAfa ar wiiefa fagashenT,
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o  TIiSd HEATH ATHT ITAYTH U ST WHE AT AT YehRed STEAT TR hIE@HT Hed, e
I, TETHER qUT 3T AT Giaemeseh! fHT0T Rl g mieher,

o  ITUGHI Uiaf SHIe TR JTNTHT ATHT ST T AT(-=h ITHLIT qAT FHRT TSI HATIG
@it Tu AT 2uet 3Tfe T @ite AT STfE FeTs e,

o  TuduzenT AT TSR FameMT TSR qeIT fosht TeershtiT TrbidT YeEehanT,

o  UTATUHEEC fele hefel ThT furdiasent T A UiaeTd TehT Sdeheh!, TTETSHT FaTOTeRT ATRT
BT FASK (financial closure) ST,

o  SlGEIA 3cuTed HET AT, faR[d @itE Trblar TiEehenl,
o  TITTHRUISHT ATHT RIS T STehT SREE FTeTshTaT Aifert srafs Temyfa mreehT,

o  TUiEA TEART HATHT ST Sfien! a7 TfGRIaeehl YT TN AT SATAISHT TwTfad &seht
STTaTEEATS foTh! faraTuT TTHehT TATHT YA T qUT HITTST HEATST THTI &It ATa=aTaTs
ferdrosy frsshrer et ardarufier wTer geaish ufdareaT gufad arsrenr afienoT TitushT T &y
FfteRor srETfsr grerfivshdt SR TRY fordras ke wu | @ wenfed emeRt anfaTers
ferspl foremoT T RIERETESI ThIe WUl et dfewhis ol Widel di o qu
TTHAT 3% FAATS [a5h! o7 EIT=AL0T T JuTe |

TremTaCehT STgHET- 1 SHITSTHeRT & e faaruTis U T JRITee Yook aieals Jehluehl e
Herd T ST - < SHifsHeRT ST A auet faed fag o e @Rt § | @rfed deTer JEdr
ferarorasrent ush ufa wftegiaent AThT ST UeT et disht Thufd Traferd SATawsh T Gebraehl aTiT
Fordrosr SSTTCAT 8T 9T T g7 | AT SocifEd e T faeRuTasehT Ao SRRt HTSIIaeE THd
AT SMATAH YINET TAT STTTHehT AT U T ST o S -

o  Hiiad HETeR USit T (Tfehd, STRY T gt USfT) wmfora T fereor,

o FrHIorEl yafad S auifeH weemfad dnfed HET YU AT §fed SRl STeats
EELCF REEDEICKN

o Toum U7 smfery weenfua dnfed g v At @fad dwe earerersret e a7 fafwm,

o JWIILEIVT YUHT Uigeall T aehl faeier feaamor,

o Toorumy syemiiae Ul qar ituenT T SRR aur fasht yew et U a7 99 0T
ST aenT T, ferfemmerett, T feehT ToaenT aTeaT TUshT SENYOT TR ekt e fasht
varerehe faushT uidagar us (3 Sfersr aféfthae) (st ufdagar usr frshrem qer fashr
Ta-eehehT dheTe THE HRIGRT Tfeshdael Tt MY U9 TS 1),

o Tuduzenl G Tshe GrrumTr faepe qor foshr Yeushdm WU GRmIdTehT
gidfaty,
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o  Tudms Yo fa MU WU Graws-et grpiarasen gfafanT |

Fordiosr TepIe qoT siewie FefrenT, 00y AT STEEAT HT SHITSTH HTRIROT F¥Tel frddsienT
qraSTe RIS THehT ATHT U1 TehT Turr switem avqul fadasr wehe aat ™ faed faga
g9 | Trdtieh Tk T 31t HeeaehEel @i MRl qu sk i gequf frdrseer dt 1
UGS | AT FrehTe i frdiosreht S fadiasr SISTAT ShIeTReERT ST JRITed HTSTHT 3Ueise g T
RIS T e aud Bl S |

TR UTehfaeh | T ATEeTS hea qarefeh! ®YHT YA T+ TEfSd HETeT T aT STRISHT
TVTTI BI=ThT STIAGTEECTS Tarshl faaRuT TTHehT ATRT famTaelt SHTTSTT TR YeAT3] U oHaeeT Wehl
@ | a1 wuifad ST aTfaaTeEeTs TRIe TRURT R st 798 afeht @ TuAT rr S
HAETITOT GHEHT I T STRT T T8 S |

Tfed el IRy aeT MHhWT Jesh TFied Gedlel JaaTdiueTs G X Hed
FEHET Yt UiqIraesy HEATHT RN R T SATARRT HHERT dehehl HHaRIATS GEAST da
e THTeTehTel TRRT & | FHHERIh! HEAT Tha e 4o SHTEFT 9T g5 TTaeTd, 42 afd 2oo S
= wfaerd ¢ @ ¢ g R T ST TR utaerd, R 9 ¢ shemtler 9 e ufaed SRR g ae
STIEAT W @ | doh T faxiier Geemararefi U, R0%3 U7 WUH! LT ST Twid HETel
ST ISfhT 0.4 HideTder g1 1S ITRHEATEr HEITHT T hHARITS QTS Hih aeT
TehT 3@ | TE FHARIATS FEATS IEhT TTawoT TTaruTa=eh JEYSHT F TR Ieeh@ Tga-
9 | Al awfed HTATer AT FIShTI T STTIS TEITHT SRR =R ATHT SRR Frshrer
TTiHeheh! HUAT a7 Y20 T THemTEeiaT faey e MR HHATwT AT g3 RCSTRT T da
FETAT AT TSI TTERTIHERT SATHT FEETHRUTATs GATSTEhT IR FHARITs dehi T
TS T S |

fordo=h! TRIF GrESTeh (ERIeH T e HT8d HETel TRl HIsTieh e T
STIThT SHFATHT T=TE HTeTa IRRERT TN TS U &9 | 8Tt AISaTe WU SHawaT fadrasehr
ATeSTieh TTSRTR T =T Twfod HeeiTet =—ITaHyw=T U T ATTeht e T AT Sryu fadra=eh!
TR TRIST U &8 | AT 1T HoawiwaT @ Hoaw ar frfeem o Y fehrer 1 et i crear
rdo=TehT T TS I TTEHTH Wl 1SS |

TT=RTe T fasht ereshel FSRTSTeR! FHWT W@RA ST U G TohH STHAT THeRT @TiT
RIS SISRIT TRBIAT T ST TeohiHT BTl STRET UMl AR Sehehl Ha+HT 3t JoTTef!
STt AL g i He |

TThTeRdT saHTehT Yarweras T femaefioT gedmerrumT ferrer TR SRR 31T TR
HodTeteh QRTqaT yidtiee g saaeT TRURT g AT ehl & | JTehT ATHT ToaTersh Aiaash!
HTEAT gfte g TrwTaretienT SRIe Ut 7 U+ | T aeod SeTehl Heameds T Hemmae T SrereH-iehnt
SITIHRR, BTERT TTETeeT Srae qur fudas @i fasnt yusmT et aftemere fadrs aifaer

&
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GRS g1 a7 W HEifafaes aud el ool T+ g9 | Jfg J&al a8l Jerweus
AT THIHTSA T TEhT TUTSTAT Sider e IeEan! STferrEra2l sFaeT Yeweads qer femaeaT
Joi T I1d dleH T qaET ohl @ |

e teg femmaett, R0%¢ sHIfSH HAUlT Grfed deerer frdos st fashrem 7 quur
TSR T{Ud shfee Uew Trmmhd s T 7 Hehm T g9 | fee Hesarart faamor
(e ez T dem, ver MU Ug, @1 ot SHeY R, IS yeH Thue f4fq, I s-e &
1Aty T 31T Taaor) erTHiehdlehT SR qeIT erTereret 3fea foter fer giaemer afr
JEUSHT JHd T EIHT Ieei@ T40 §0 |

fordios srawrt (A o) frmTeedl, 0%y of TEhT T FHIfSH T2 Sl g
T gfves fatagry frehrm afer fadiosenr @it faskree qor foshl gemg 94T 3ueiey WY aod
qiferuehT BT Yoo fet |fsh T 3 TaT I[ooh U TG FIANGT H g7 g TET Wl B |

ellopd Tefed HETeEeh! HEATTa genears-et f9afement, ooy auifem Hfed HemenT
3T T FERN THE AT AT SATch §Ia ATEAT MRl HEITel ITeHT Tehl §II-S |
T FHART 9§ FE T TG A UTA TN T a7 I ThT TodTeiohehl SRAT AT SaeT
AT g UTTET TEoh! & | THehT STAT FHF HEATRT TR HPUT HUHT AT TR hEa-THT Jed
HTenT UtafafeenT EUHT ToaTete T T Hith TEIT Wl & | I HTEATRT TTGATE TG T/
Rrdiosrehr GreSTieR TSR T Seelfad SIEET IIeHT MUHT STRNT femura=mT Seai@ T areel
T AT TR U157 |

argare fafd Rowxlo]2R T TR FHITSH o e TS el Jeid: Saiagd
FEHIEERT AT RIS HTe-EmT 97 SHaTeE TNeh! © | STHHT HTasI i TSRt Tt
TR T TIauTa=reh! JESHT T 3fEH TR dearer Fafy diF Iy safad Sdehen! STaemmT farrd
A aenT T T I ATdd ATHeheRl STCITHT TodTa STARIIEh! Sramareror skl faxfter faaor
AT, el 3care STgHiaeh! dfent oTaty, ST bl g7 STafe QUaer I T TH==Ho AIaehT
Toater ARy & | ITaTE Giisd geumhl faxir feurfaer qeaterd mT amHara fofr fam
T8 U sfes |qamrRy Taarorsmr fafy=r ferfamerr Sgeivoes sed et g Sifemerseet
ST TG FHTST MU TTEHeTE THA FIarasieRT eTHishdier giad T (informed Decision)
T we 3fE=s |

gt Aol TSIk TSRTRIAHT =R 2o TohaT STTeeH fa I13+ HevTiTaTcesn ST Tehl & |
ZTCTeh! ShIFHT Yo TohaT STTEE T+ e ftadd Ry faameff, feuft qom g-amT ISft wwenT afehr

&
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ST SSTRAT U5 S@T3 T TS GHTCRIT §HT5 Teh UTel! Uoh [SRITe @TaT STREHeTs o9 TTaehir
TS LTI AT STk TSRTRIAHT =T 2o Tt Ul TTaE T 913 et T ST Tid
HAEHSH B |

¥. faer:

YSfienT 3T, WiasmT STUEd HUes oM JeaTsd T T g1 STHehR! TaaRurd=mT uTesT
qUhT §F UGS | AT w=ferd e s aet fdosrei arsfeeara O, T, fafaem, fderes qur adar
AIhaRT TE® THdehT ITeHT T FTRTeT qeIT farsht Jarerehet faerums TR Tues | faatursmmnd
TATE T SRR eiTiehatel fer armHiersret fuieers aud varfed T gaT faawoms o mef
T TTaaHeEaTs faRiy e fagu 3fe=s | THaTe O ATHIshdie® qHdel giad o feren
AT HEd T TGS | TTHISRT qeiT TeETeuTel enrmHers-eft fufer ferent Tt faremomasmT Socra
FHRATEFET STHehRT, fTepeendien! 3TTTYer feufd, =T USTmes, sTaemu qe faeums T
TTEROTTSMT FHTCRT ST faarur qam 7 faRTosraweelt TR T =T HUEE TaeRuTIsHT T2rTd
T T EIHT TS YU RS |

fdrasrent urerfges ST G¥TeRT wo fefeatmT faeam qum o7 T fg-S1rvar woneft amp sy
TererT urerfyer ATeSTe FTShTIHT ST TREd YUHRT S | JHaTe fadis sfehiesh auamT
Soeied U WUeh, frentad fadrosent g feer m afuarr qom aHisRdale asrare feer
TehTer aTS T e g afeRtent, Taxiier emmT urefytar stivgig wqusT ST shrveETe frdrasen
HTSTTeh TR JehaTel e Hheeh! I YSiT SSTReRT fashrialts =t ITTSHT JLATUeh! & | FatT
fordro=rehr gat vepaTerTs Ufafuds TS Tiet Ue o7 SFafeerd sH13g STEv S |

s gt U, 03, T gal qor frekme fmmEe, Rows, fads frskme qer
sdtewhie TefImeRT, 0wy T U Fwaid STRT Wueht 31 fom, fafem, fHefrent qem sideme STt wuanr
TrdeeenT Seaifad et quT FTSRTSTeRT SHHHT qIfeRUshT ITeEeh! IUT UTEHT T 7Y fehTerehadt
Froeh! Fdios gal M Secliad IREE HIaSI ek MR T qIi TReh! Taeturs Fehee m
St TRa HaM TG TR T | faarasehr gaf qo FHepremara-l ST SewmesnT gieeal
HYIHT U TNAATEECTS THd qTiEd T TR SIS STTavIeh e THu of@ | ey
yrerteeh FrehemT fadioseh! qor fruafter mat e fafeesmr st w§ gor feieor m gorefienr
ferhrer T st T atent B |

* * *
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HcATadl Ardffad coroll ANSTolr:

dddiTel 31d32AT I JATRIdT

= TERTCS HELTE

q. fawr gam

AT AMHIeRdie® o1 Tl SodTaeedT Ul G-gHT dod GhAdTs (i~ Tshigewen!
HTEAWETE Hehald T ST T+ 3e99el TATRd hISells dfesh eTHT &Y wiws | a7 SifawenT
FEATAT T yTaehiy faxfer Ut & | JHel aSTRAT 3ucrey v Wiakel YaH T fafae
SUHIUTEEHT Hh{eTd ThE ST T HISTE UTed UfdhetT ST @ Hels ANIiSehl E9HT H:
THEEHEETs faator T 4D | R SSIERT T FH WURT q€ STHT T T ORGSR
TR TE®ehT AT Jel JeTehl T T3 7T TT6e | T8t T SHRGHAT IR SSTHT ST T ST
IR TeedTs STaaL TaSHT T Hehield ThATITS JTehl MITaeh quT ST faenTeRT Scataiter
ST IR T ST YRISEs | UET WUERT a€ ST TSl ST TUT a7 SR e
U A YETRT HROT TTHICATS Tl faefTeuT 7T THe T THT STTERT hRUT G FET qeT HHTER
Heho T SIS ST T THa TTHIhdiehl AT FggsTel hUg 39gwh HATeaw ael fashed
TS | T ThAIR! AheTe SEH HTHRST J8 I ThEa-Ieedls 3o Hiahal SaH T i
T (AEHITAT) T T T 6 | TUTeToh! T-aWHT ATfeeh T SIv (T HUE )T
ISHTEEATS WTETRT g3 TR amHT favTsi T STEe T TS |

(%) arIHET AT : TSI ATSHT AT YhHEhT ATSHT 81 STHel FaETERUTATs Th U2 ThI5es
AR T4 T AT TohTSe® ATl SISTRAT R TS | STHTehd et I JehTCeh! ATSHT v
srafeRt AiT Witg 16w | uftes stafuehl auTiaufs et fhal g e | eTHIshdier T
UehTg Torshl T STEHT ShraeiiehT SR farsht T TrdiosT aetter oot (siieht) et ot fershl
T &5 | e FTshToenT THMT UshTs @RE Tl AT GIAT SISTRHT T TEdT TS
Qg T Taee | F9uT FTshTa-ehdl aT faatehenl HIRAITTRMT T ThHTS @itg T afehad |

(@) GamE Ao GAHE! ASHT Il Grfesh T RIT & STal HaHTERuTe STedhl ST
TRl T STEehT TERTS dlehehl STSHT TTUX Ufd TehTS G TFdTd HoawT fohed Ha | T STl

TR TdwTeh, U U S

&



AU BT e SHERE e Y aTifepicae favmTg, Rows

ST AChTe oo TR | UehTS ToahT T SITohteh! ShTITIRMT Tetag Y | I HehiehT dfeh
TAIHT RISeh! G& TR qo &.20 Ufd UhTs §72 v 47 ufe gg amfa 9o (Net Assets
Value) T STTeRAT feferar T TR | %1 Anfesh @t ShIvHT TR SRTHT SfeRAT ST
TESTEd WA §3 | THHT [RITATGEATS THIGER J@TS Hih -

n g s i stafmr aftde gy T R geerenT @,

n  TYET ATSHT ST Tk TRee-oraT FE1ehvT TgH,

n  FUdIUT ST ARG FUER TS FUE FIEATeh ATh o7 38cA dlshehl 3T GEATEE
FIER g,

m TSI Ui TS Jod .20 & T AW 200 THIE @NE TH HidhH,
m  TATHIhAIT TS @G Taf % fooh faq o,

n ISR e arafd 4o (Net Assets Value ) 3T ST @G arsht AT SAae TR aThd
&,
m TR eh! HIT STTER ATSHIRT SRR Fhg T diche T AT ATSHT G0 T3 Hich |

R, AUTEHT TR AT RGHT e

HTH{Eeh TRTHT Shieh! ATEIIHETE SRS SNTT Teh! H-HHT Fard ThHeTe GsiT THHTur w5 SATfeh
TorehTmT a1 I T4 | JEeh! HEadTs METgER q9Is i -

n ey ISf fmtomr geam g,

m IR FSTERT STHERRT THUHT TTHIRATATs TTHT & T dediT J=I13y,
n T faferefiertor w3 gfawher W T HEd T,

n ST SISTRERT farehmamT FTeT T,

n RIS SSTHT gEE Jodeh! SAREETET Hrge HIFH T T8anT J=I13,
w I faremrenr fershrer qerm faream T W T,

m TG STHEERT GoTT T,

m AT SFECITIHT Trfishr feht frate ],

n Tl SISt deqfeta qeiT Ushiehd ferehr 7,

TS GETEEHT GG W T e 1T,

m  USPTRIeRT festar ] |

®
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3 GAE! THEF T B JISTR GFTe a7 SATEATIART AT HTRT R/AAT q&q0
TN qqEAqT

(%) FAAT qAT Afera e

qTeTHT fardrasrEret UF R0%3 ITIT a-ehl ATEsh ThTHT Y TEEe R0 T AMfesh
TATHT R TAEFTeRT R0%% & 1T HETE TFE-EHT IR HIHT ST TR S | ATfEsh T I
fmTEEt R0 AT WU HETEFHT 33 3 NCM Mutual Fund T TR Tehish ek
3T IISHT &l UL HeTeA-HT TehT 9T | I 7 NCM Mutual Fund 3T SHITETT SHTS HUhTer
AT T GRS W I AR THT ThEu-gears fhdl THEfRTRT & W AT TTHT Shivere
TATGd AT Tehleh ATSTIoh! GHATATY SiehT TgohTel STCTEHT Ui HTTHT el © | BTHfesh T
FIY FEfeTT R0%R HT UiERE W OT GATHET AISHERT THTE Tshmae qur skl areremr gee
SHITSTHERT AT ST ol TS -
m GAHE! ASHRT THTE T AT SFaeTIeh 3T a7 fodiehrThd T,
n  Trceher GAET ASHERT TR @G T fae feuenr a1 fetver @rar faeT w@iegd Wie
THUhT FHU STHHRT fago,
n  T9oeT e vt fafqare @n v T SR A ms SR T ewEeers gee
T,
n  faET srdisha wunT SREiehd et i faaRs |7 aieRT STHERT fagehalTs Ue T,
m FISHT T GATET ATSHIhT THg WG qeT foshl Jor Arestieh TuH,
m JISHhT TS @RE TaT ThTgen! gg Tratd go (Net Assets Value )3T sRTeR §HY U |
(@) TEARTA AT HLHATTA qeqT

ITCHT ATH{Eeh TITHT ISRl TITHHT T HoTar THehT GTHT Tats=T safh qoIT FHehrIeeeh! Joer
TAT ST HerdT eohl @ | ot Fehrresen! Tufe EUas 3 HEITT T SN el HiH-S |

BT UTCTHT & 2T hIY HTEATIhEE Tohl B | TH AT 9T R e® Uea : It fadias are,
TUTE T2 USReRI=oT, Sholl YT g, I Td@Geh, HIT UNATeh, ATSHT STaee T faate 31 |

¥. AYTTHT AT TRfEd AT DT AT aedt

fa.9. Ro%v AT e ATHT iy FREEE AF] T IvETd SeTEr g 2% 3Fd &9
STHT 2 F2T F=<g@l ASHT (Closed End Mutual Fund Scheme) && T=Te=aT et & |
&I U T Y FTEITTRTE bl BT | d 20 T ASHIE R I ASHIEE TRTdd W3
HeheT BT 9 3T IT HEATHT R BUSEE TERTE 1 SHUHT Tohl & | 3. 0% /o4 1T
TR ST TR &, ¥ 376 <o FIS TUEEhT A&k AT ATSHT ASHT gt TEhT & I STferealr

&
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T T 23, WiaRTae! Iig & | Td I IR Sied SeITel &. ¥ 376 I S TUEeh! ATfeh
FRTHT ATSHT Fat TRt FIT | TEE amfedh T ASHTRT ST STeTar 2 QIS | 8TeT JuTerHT
e UhiaehT TTfEsh ThTHT ASHIEE HoaTe-aT ol & | 3.9, Robx|ey HT YTk dHfeh
TRTHT ATSHT gt T Tshrae STgafd FeTger @ & |

RISEL gfee @@ FA THH R STEATTH
Siddhartha Equity Fund o4 FUS |2 e wo wUg | Siddhartha Capital Ltd.
Sanima Equity Fund 93 HUS |2 379 30 FUS | Sanima Capital Ltd.

NIC Asia Growth Fund %0 FUS |2 Ad NIC Asia Capital Ltd.
Citizen Mutual Fund- 1 90 FUS |2 S CBIL Capital Ltd.
Sikaall ¥ & co FUS
AT : U P d1E, s Hfdda ooy

AT FArTs SIEHT ST, o4/ 0% I AT TAT HRIFHHAT RIATT=T TSITAT ATfeeh T FHIT
=T GATGET FHT (Open End Mutual Fund Scheme) @TS T8 A JaIST TS TsHH STET
dieet NIBL Ace Capital limited T TRIFTeR TR &. 4o &S & T NIBL Sahbhagita Fund
(Open Ended) T ST THeRT ATHT STTATT T TR & | 3 ATSHT = d el SRumT &, 3
FUE “o ARG Teh! UFHISEE AT STeh [TEhTaeh! HTEHETE fosh! Goall g1e | GATgET ATSHIRT
TASTHT AHRAaTe®aTs TRt aTiT =t farfier STSTR 3UeTse g T ITETE ehTHIhd eeat T
Tafarefierter 7 d=anT g gfaTeT B |

Y. AU GAHET AHEE AT DTSR HTGEE

TeTeh! SiT ISTRRT AT STTeRT EOHT IRR TSI Toohlel Uil STSTiehT 31T 3UShIUTeEeh]
TR S AT WUERT IS5 | BTt AT Tacfir ST fafi=T Teheht STe]feh UshivTe®en faehrd
T TaEar g oITeTeh! Sf@UaRT & | G-THT ISt HUHT Ik Ta®ehT TTHT US{T STSTIHT JaIT TRt
AT Tfesh ST 1T Ush IUYTh WTEAW qiT fashoushl ETET 4@ Wehl & | Tfesh T i
TRMTEE R0t TGHT WS HIRATGITHT ATSHHUTS TEYET AISHIEER! O T I GATgET
ST ATSTHTEER! faehTd T TT5e | GATgET AT JISTTeh! TATIHT qoT HouTer SuTer T =T
TRINT JUShTeT Teh! TG § STedl afauahl & |
w iy Ot fmtomT TreesRt SRR ST &,

w  ATHIATS ferferefiertor e et e g,

n  USI SSRERT SATYFEIRTT qT faehemT TehiicHe: JTaH g,
S T sSeeEeT Juferfaer SeTeRT ST Tt g,
n ST ot fashremT et fifdeser urefherar sy,

n  Toxirr areamr fase g,

n ST SOIR feremehT SRisEREEC derET TSy,

&
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erd T aTeRT fashm g6 1T,

AT Ufaferent Uge SATIsh T o g,

SfuT SSTRERT TaEar geT AT SITEW SdT-aioT 7T+ Jgfdeh! faer g,
HefraTeTe gisa ST faeameht dremT |

AUTAHT GATHET ATHIEH T AR THET AT IR EE

ATfEsh ST FHISETE Hehfard TSit ATHTeRT are® i e,

fordiosr ST g SaReeasTe fafsd STfemehT = eHoTHT THET e,
GATGET ATSHTERT TSR T Yag-1T T S fagud,

TR TAT HEAWTA FOTT TSTeh! T fashter g Tehan,
WWWWWWﬁWWW@WW
Hl‘-LS"h UG Vo] °h|{|®||{‘|"|°h| AT @%q“‘ll‘@hl W(WW
ATfesh TTHT RISEETs SR fHafaTehr ST faehma T STTavreRar SiaushT,
Y HTEATTHTE I ohi-Ad WUhICT TTHUT STHET Tgen! 37T,

AT ATSTTRT SSTHISHUTeRT ST EfHT T SREuehT,

Amfesh T HITEECTS TS TTHT HATEAT Suterfa a1 miu |

frrene

UTCThT STt SIS HATEehdTath 3@ g TEhT &1 &T | TEehT foshte qeIT ToraerT AT uter
o ader faf=r Frives gearer TERST & | IFT T IRdTeeen Tadehl TTET et |rdr
ISt SSTehT g OTEHURE T Q=ATSehT AIRT UF ETfeeh ST shTSehT HoeTei qeiT Sea T Sredt
A5Gkl & | TTfEeh THT 1Y ST GATHE ATSHIehT FERTER TIT eI TR Tfte it fmmof
T HEART G Siaws | aee, T JSit 10T Shiierts 9eanT TR ST SsTRen! foehter T STy f=ehieturar
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First Provincial Capital Market Expo: A
Landmark of Securities Markets in Province
One at Biratnagar
= Pramod Kumar Jha, PhD*

1.1 Visionary Approach

The economic history of world economy witnesses that those countries are still
lagging behind in economic advancement through financial sector development where
capital markets are in the situation of malnutrition and is helpless to stand in the favour
of long term financial, industrial and economic activities of the country. The developing
economies have not been able to consolidate the foundation of industrial development,
which is considered as an engine of economic growth. The volatile capital market are
reflected in poor quality of economic development of Nepalese economy as well. The
securities markets illiteracy is still found at grass root level people in Nepal.

The first provincial capital markets export held at Biratnagar, organised by Securities
Board, Nepal drew the attention of even grass root level people in upgrading the basic
knowledge of shares, debentures, securities and other instruments. The people, client
and customers have started to analyze the strength and weakness, advantages and
disadvantages of securities markets in business and industrial fertile region of province
one. The productive deliberations and intellectual exercise on Asoj 19 and 20, 2075 B.S.
under the umbrella of Securities Board of Nepal created the genuine magnitude awareness
in the people, which contributed to create an environment of capital markets literacy is
the part of the country.

1.2 Realities of Capital Markets Expo

The first day of capital markets expo held on 19 Asoj 2075 at Biratnagar in the presence
of Chief Guest of honor Shri Sherdhan Rai, chief minister of province one, attempted to
present birds’ eye on the existing modality of capital markets of Nepal in general and
emerging capital markets of province in particular. The productive deliberations helped
to provide the comprehensive knowledge to all participants regarding the mechanism
of securities markets along with instruments of markets in expanding volume and size

* Professor of Economics, Tribhuvan University
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of transactions in capital markets in the country. The growing popularity of DEMAT
account drew the attention of the stakeholders and opening of DEMAT account in free
of cost was really the productive and matured step of the organiser, which increased the
popularity and connectivity of young generation with SEBON and its satellite offices in
province one. The day one also attempted to satisfy the logical questions of participants
regarding the potential of capital markets in Nepal. The leading experts of capital
presented their perception about the provincial securities markets. Since the culture of
industrial development originated from the soil of province one with the establishment
of Biratnagar Jute Mills in 1993 B.S. and potential SEZ (Special Economic Zone), EPZ
(Export Promotion Zone), ICPC (Integrated Check Post), connectivity of China and India
through Jogbani Kimathanka highway and existing entrepreneurships of this province
have developed the huge prospects of securities markets and transactions of various
instruments of capital markets in the days to come in province one. The experts of capital
markets injected the SWOT analysis of primary and secondary capital markets in this part
of the country. The bankers, experts, industrialists, entrepreneurs, scholars and responsible
personalities of politics expressed their commitments to increase the height of provincial
capital markets. The chief minister of province one really deserves the appreciation for
his moral and material support in upgrading the existing modality and quality of capital
markets in days to come.

1.3 Technical Aspects and Markets Expo

The markets expo successfully injected the technical knowledge to the visitors and
participants regarding ups and downs of share and securities markets. In what situation,
an investor should dare to invest the capital with a view to obtain the optimum benefits?
What are the fundamental reasons, which cause to crash out the share markets? How
do Provincial Government and local government mobilise the resources through the
development of capital markets? These are fundamental issues, which urgently require
proper treatment by the leading thinkers of business and economic communities. The
second day i.e. 20 Asoj 2075 focused on the existing modality of Nepal Stock Exchange,
CDSP, Collective Investment Fund, Merchant Banking, authorised brokers of securities
markets and such other components of the capital markets. To sum up, this capital markets
expo generated and immense benefits to the visitors, participants and even to the people
of grass root level.

However, a genuine comment was made by educated participants that skillful people
of related disciplines should only be invited as expert rather than high profile people of
adjoining areas. The healthy interaction of participants with authorized experts should be
encouraging and productive so that it would help to motivate other people to participate
in various practical activities of securities markets in this province as well. On the basis
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of entire markets expo, it would be logical to specify that SEBON should perform its role
as Promoter, Motivator, Facilitator, Executor and Regulator as well in days to come.

1.4 Equitable Participatory Approach

The qualitative and deserving human resources participated in the event of developing
the foundation of securities markets in province one. In the inaugural ceremony, the
chief minister of province one assumed the chair of chief guest, which motivated other
intellectual, professionals, bankers, traders, entrepreneurs and productive participation
of others which really drew the attention of all stakeholders of capital markets of Nepal.
The corporate participation of SEBON in the leadership of chairman of the organisation,
visionary experts of SEBON, authorities of Nepal Stock Exchange (NEPSE), productive
participation of different commercial banks, professionals, brokers of securities markets
and other independent professionals increased the quality of deliberations and intellectual
height of the event. Realizing the basis of sensitivity of the event, SEBON organised
the event of capital markets expo almost in the best possible manner in Biratnagar. The
knowledge sharing and the software management of this event justified approach of least
cost and maximum benefit to the knowledgeable society. The opening of free DEMAT
account was also the point of attraction which motivated the shareholders of different
banks and business organisations to take the advantages of opportunity in this connection.

The experts of securities markets could also inject the concepts of CDSC limited,
which throws the light on the components of BOID (Beneficiary Owner ldentification
Number), DP (Depository Participant), Share Registrar and RTA (Registrar and Transfer
Agent), CM (Clearing Members), Issuer and Stock Brokers and such other related
components as well. The circuit breaker concept was also analyzed by authorized expert
of securities markets.

The leading experts of share markets could also analyse the modality of secondary
markets, blue chip share, risk and return of share transactions. Fundamental analysis and
technical analysis of securities markets could also be highlighted by the experts in the
expo. All in all, it was a thrilling experience for all professionals and the civil society as
well.

1.5 Concluding Observation

Nepal is situated in between two great and development friendly countries of Asia-
China and India. Province one is the soil of potential and it is the only province which
has the advantage of connectivity between these two countries. In fact, province one is
the gateway of four countries of Asia- China, India, Bangladesh and Bhutan. The money
markets of this province is really outstanding but the capital markets is lagging behind
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which is reflected in rusty industrial and business development in this soil. The situation,
therefore, demands that province one should gear up the strategy of developing the
foundation of capital markets i.e. securities markets in the region. The landmark event of
first provincial capital markets expo held at Biratnagar in June 2018 A.D. developed an
environment of Securities markets literacy, which injected the capital markets awareness
among the people. In fact, strength and weaknesses of capital markets analyzed by the
experts at an impartial scale motivated the people in participating different events of
SEBON and secondary markets share transactions in the country in general and provincial
level in particular. Now, the situation demands that capital markets should develop its
image as major contributor in developing the strong foundation for long term investment
to consolidate the industrial development in Nepal. Moreover, meaningful industrial
development is considered as an Engine of Economic Growth, which can be materialised
only through the healthy development of capital markets even in provincial level as well.

The entire analysis helps us to conclude that the stakeholders of capital markets
should honestly perform its role as the promoter, motivator, facilitator, executor and
regulator to materialise the dream of sustainable development of province one in days to
come. It would provide immense benefit to the generations to come as well. If SEBON
really materializes the dream, it would enable province one to match its status with
the emerging and development friendly countries of China and India. There is every
indication that province once is better performer even in multiple activities of capital
markets. The productive approach of SEBON and sustainable mobilization of resources
can be complementary to each other in this province. The capital markets expo has
really generated awareness regarding the primary and secondary markets and people are
psychologically ready to reap the fruits in these events. It would, therefore, be logical to
conclude that the capital markets expo held in 2018 in province one would prove to fulfill
the development aspirations of the people, entrepreneurs and development loving people
of the province in the years to come.

*k*k
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Corporate Governance in Capital Markets:
Context of Nepal

= Bhola Ram Shrestha*

Introduction

The capital market is a common forum of raising long-term fund from the surplus
sector to supplement the deficient sector. The instruments (securities of corporate bodies)
used in this market carry more risk and less liquidity compared to that of money market,
while investors share loss as well as gain from investment. As such, large number of
investors engaged in this market, among others, may lose their hard-earned money at any
point of time in the event of corporate bodies falling into financial crisis. It establishes the
importance of governing a company professionally, transparently and responsibly, i.e., in
conformity with corporate governance.

Corporate governance is basically a framework that supplements the safe and sound
operation of an entity. In this context, the Cadbury Committee (UK) precisely defines it:
"the system by which companies are directed and controlled". Similarly, Organisation for
Economic Cooperation and Development (OECD) has defined it in broader sense as: "a
set of relationship between a company's management, its board, shareholders and other
stakeholders'. According to J. Wolfensohn (former President of World Bank), it is about
promoting corporate fairness, transparency and accountability.

The importance of corporate governance came to spotlight particularly with the fall
of reputed American energy and telecom companies like Enron (2001) and WorldCom
(2006) due to their engagement in unfair practices. Besides, the failure of number of
companies and financial crises at different intervals were directly linked to poor
governance. They included stock market crash in USA (1929), failure of BCCI Bank
and Barings Bank (1992/1995), Venezuelan Banking Crisis (1994), Asian financial crisis
(1997/98) and failure of Lehman Brothers Holdings (2008). Learning lessons from these
instances, countries all over the world gave much emphasis to corporate governance in
each and every sector of the economy. In neighboring country India, enhanced standards
of corporate governance were implemented to avert shocks in capital markets and protect
the investors' right in accordance with the recommendation of the 'Kumar Mangalam
Birla Committee' in 1999.

* Former Board Member, Securities Board of Nepal




U B i wnEE R 3 aTiiehicad favmTE, Rows

Capital Markets in Nepal: An Overview

Securities transaction as a part of capital markets in Nepal formally started with
the establishment of Securities Marketing Centre in 1976 with the directive initiative of
Nepal Rastra Bank. It was renamed as Nepal Stock Exchange (NEPSE) in 1993. It also
coincided the establishment of Securities Board of Nepal as capital market regulator. The
Securities Related Act, 2006 is the umbrella legislation governing capital market.

Remarkable reforms and modernisation in capital markets had been made in terms of
services and products over the years.The securities transaction became fully automated
with the implementation NEPSE Online Trading System (NOTS) in November 2018 after
passing through the phases of 'Open-Out-Cry (1994-2007) and Automatic Trading System
(2007-2018). With this, Nepal's securities market is at par with international standards.

Nepal's capital market consists of a secondary market (NEPSE) witha CDS & Clearing
Ltd as its subsidiary, 209 listed companies, 50 stockbrokers, 30 merchant bankers, 11
mutual fund operators, 2 credit rating companies, 72 depository participants (DPs) and
63 ASBA service provider banking institutions as at April 2019 under the regulatory
purview of SEBON. Besides, few commodity market institutions are in the process of
establishment. These intermediaries facilitate the process of issuance and trading of
securities in the primary and secondary market. The number of investors engaged in the
securities markets is estimated to be around 1.4 million.

Role of Regulatory Authorities

Regulators play an important role in maintaining corporate governance in regulated
companies. Accordingly, the SEBON, Nepal Rastra Bank (NRB) and Insurance Board
are entrusted to regulate the capital markets, banking and insurance sector respectively.
The representation of central bank in SEBON's Board has been legally ensured with the
objective of coordinating the capital market with the money markets as these two markets
are inter-related.

The Company Act, 2006 is the umbrella legislation of all companies listed with the
NEPSE. The Company Registrar's Office serves as the common regulator of companies
of all types. Section 95 and 99 of this Act deals with components of corporate governance
like rights and duties of Board of Directors along with the responsibility and accountability
of Directors. Similar provisions are incorporated in Bank and Financial Institutions Act
2017, Securities Related Act, 2006 and Insurance Act, 1961. In addition, the SEBON,
NEPSE, Nepal Rastra Bank and Insurance Board have issued tailor-made directives on
corporate governance to the respective companies.
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As the principal regulator of capital markets, SEBON is responsible for promoting
corporate governance among the financial intermediaries licensed by it. It aims at making
the securities market fair, transparent, efficient, competitive, accessible and credible to the
investors. Its ultimate objective is to can minimise the probable systemic risk and protect
the interest of the investors. To achieve this objective, the SEBON issued comprehensive
regulation on corporate governance based on globally recognized best practices latest
revised on July 17, 2018. Few provisions made in this regulation can be summarized as
follows:

e Board of Directors: Structure, functions/duties and rights, appointment of
Chairman and his/her functions/duties and rights, Board meeting and remuneration
of directors;

e Code of conduct of directors;

e Risk Management and Asset Liability Committee;
e Organizational structure and employees;

e Accounting and Audit;

e Prohibition on indulging in certain activities; and
e Directors education

Apart from the above provisions related to good govenance and code of conduct for
directors and employees are incorporated in directives, bye-laws and guidelines issued to
various market intermediaries. Most recently SEBON has directed the NEPSE toconduct
system audit every two years as a part of financial discipline and governance after the
online trading became fully automatic.

NEPSE, the only secondary market, also acts as a frontline regulator for its members.
In this capacity, it keeps close eye on checking insider trading activities and leakage
of price sensitive information and take action on non-compliance of directives. In this
context, the code of conduct issued by NEPSE bars the companies furnishing certain
price sensitive information during the trading hours/before the closing of the secondary
market. Remarkably, NEPSE Board's restructure in 2008 by excluding the representation
of brokers was intended to avoid conflict of interest and maintain practice of good
governance.

The banking sector has dominated the securities markets from the very beginning.
Banking institutions are more prone to become problematic in the absence of corporate
governance as they collect public deposits many times of the capital employed by the
promoters. Hence, operating banking institutions in corporate culture is important for
a sound capital markets. In this context, the Unified Directive No. 6 issued by NRB on
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corporate governance specifically for banking institutions was introduced in September
2001. Since then it had passed through several revisions at different intervals. It covers
comprehensive regulation in the areas of professionalism, transparency, disclosure,
accountability, internal control system, code of conduct for Board members as well as
employees and other frameworks applicable to banking institutions of 'A’, 'B', 'C' and 'D'
category.

Similarly, the Insurance Board has issued regulatory directives to life, non-life and re-
insurance companies to maintain their managerial and financial soundness. They include
Directives on Corporate Governance and Internal Audit separately including guideline
on the Salary and other facilities for insurance companies, to mention a few.

Self-governance among regulating authorities

The regulators should play exemplary role to motivate governance among the
regulated corporate bodies. In this context, following frameworks are in place:

e Legal provisions to check weaknesses like conflict of interest and insider trading
activities by the authorities of respective regulating bodies;

e MoU on exchange of market sensitive information between SEBON and NRB;

e Code of conduct for directors and employees restricting investment and trading
in the secondary market separately by SEBON and NRB; and

e Provision of disclosing periodical information of regulatory bodies as well
regulated companies through websites in accordance with Right to Information
Act, 2007.

Protection of stakeholders' interest

Protection of the interest of concerned stakeholders, the investors and depositors in
particular, is also a part of corporate governance. Section 35 and Section 53 of Securities
Related Act 2006, Section 35 (7) of Commaodities Market Act 2017, Section 139 (1), (3),
(4) of Company Act, 2006 along with the related regulations, directives and guidelines
stipulate provisions on protecting the rights of the investors. Similarly, Nepal Rastra
Bank Act, 2002 and Insurance Act 1991 has made provisions on protecting the interest of
depositor and insured party respectively.

Fraudulent activities and Offences in securities Markets

The securities markets are highly prone to certain irregular, unfair and unhealthy
activities usually by big investors. Few of such practices, according to Securities Related
Act, 2006 include insider trading, false trading, price manipulation/speculation, market
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speculation, fraudulent trading and hiding or destroying written documents or records. The
insider information is naturally price sensitive and linked to insider trading. It includes
information related to intended declaration of dividend, issuance of new securities,
merger, takeovers, disposal or offloading of securities and significant change in policies.
Such information can materially affect the price of securities.

The price sensitive information should be limited to those who need to know it to
discharge their responsibility. However, at times it is leaked secretly by "insiders' consisting
of board members, employees, shareholders and professional service providers. These
parties tend to reveal or pass on such information to relatives and friends for undue financial
gain. It provides room for certain group to manipulate the market through ‘insider trading'
activity which also causes rumors in the market. Such activities are treated as violation
of principles of corporate governance. The Securities Related Act, 2006 has specified
these activities as financial offence. However, a regulation specifying the procedures to
identify insider trading and the persons involved along with the amount of penalty is yet
to be enforced.

Remarkably, the 'Harshad Mehta Scandal' occurred in neighboring country India in
1992, is believed to be due to the manipulation of trading and insider information in the
course of securities trading in huge quantity by few leading share traders. Similarly, the
fall of Rajat Gupta, a Director of 'Goldman Sach' (an investment company) was attributed
to his involvement in insider trading.

Issues and challenges

Corporate bodies related to bank, insurance and capital markets as public limited
companies, are comparatively better in terms of governance as they are well regulated.
However, until few years back dozens of banking institutions had passed through severe
problematic conditions despite imposing strong regulation and supervision by the central
bank. It resulted in several cases of bankruptcy, 'take overs' and dissolution of financial
institutions. It adversely affected the money as well as capital markets jeopardizing the
interest of large of number of stakeholders including investors and depositors.

Furthermore, the number of banking institutions though consolidated through the
process of merger and acquisition, is still high. The ever increasing number of 'D' category
financial institutions which stands at 91 as at April 2019 is alarming. It, among others,
sparks unhealthy competition among them and ultimately lead to engaging in unhealthy
practices like multiple financing to a single member contrary. It can also bring other
anomalies related to governance.
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Additionally, banking institutions are mostly promoted by big business houses which
are also the main users of funds as borrowers. As such, a single individual representing in
the bank's Board of Directors holds a dual role of a banker and entrepreneur. It results in
the possibility of strong conflict of interest. Proper demarcation between a banker and a
businessman is yet to be materialised.

Very few (less than 20 percent) companies are from real sector listed with Nepal Stock
Exchange. As such the overall NEPSE Index does not represent all the sectors of the
economy. Although, the Electricity Regulatory Commission has been designated recently
as the regulator of hydropower sector very recently, other sectors are still left without
direct regulators. As such the state of governance of this sector is poor. These companies
are mainly governed by the Company Act and limited regulatory directives of SEBON.
Most of them lack the culture of transparency and disclosure. The sudden disappearance
and closure of dozens of real sector corporate bodies which had raised capital through IPO
left negative message among the investors. The absence of self-regulation us a major issue
of governance in many entities. Some of the common weaknesses related to governance
in corporate bodies, including banking institutions, can be summarised as follows:

e \Weak internal control system;

e Absence/insufficiency of written policies or failure to follow the same;

e Deliberate violence of laws and regulations;

e Appointmentofdirectorsnotbased on competency, educationand professionalism;
e Absence of active role play by directors;

e Absence of oversight of management by Board of Directors;

¢ Interference by the directors in day-to-day management;

e Lackofharmonious relationship between the Board of Directors and management;
e Boards dominated by a single family affecting the decision-making process;

e Lack of risk management;

e Failure to hold AGM on time

e Failure to carry out audit on time;

e Tendency of '‘Cosmetising' or "Window-Dressing' of financial statements

9
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Conclusion

With the market moving towards modernisation and automation along with volume
of transaction and number of financial intermediaries over the years, more challenges
in capital market along with the possibility of systemic risk cannot be ignored. Hence
the credibility of the market can be at stake at any point of time. Capital markets as the
backbone of an economy, can function well only if the financial intermediaries strictly
adhere to the principles of corporate governance. The efforts of the regulator alone may
not be adequate to cope with the emerging challenges.Thus it is high time the corporate
bodies adopted self-regulation with professional Board members well aware of their
responsibility in driving towards safety and soundness. It will certainly help upgrade the
credibility of the capital markets.

*k*k
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The Prospect of Municipal Bond in Nepal

s Rupesh KC*

Introduction

A municipal bond is a debt security issued by a state or local level government for a
variety of purposes, including financing public infrastructure projects, such as schools,
highways, water systems; funding for day-to-day government needs; and financing
qualifying projects by private entities, such as hospital, college, multi-family housing,
power and energy infrastructure etc. Generally, municipal bond is exempt from tax,
making them especially attractive to people in high income tax brackets. Municipal bonds
bear interest which is paid at either a fixed or variable rate, depending on the terms of
the bond. The issuer of the bond (i.e. state or local government) receives a cash payment
from the investor in return for scheduled rate of interest to the bond holder. Once the bond
matures, the investor is reimbursed the face value of the bond.

The two most common types of municipal bonds are:

* General Obligation Bond: General obligation bond is issued against the
credibility and tax revenues of the issuing state or local government. The issuer
of this bond is obligated to make interest and principal payment on time, which
make it one of the least risky municipal investment. Thus it offers low yield.

* Revenue Bond: This bond is not backed by issuing state or local government’s
taxing power but by revenues expected to be generated by the project. It is
considered somewhat riskier than general obligation bond and thus usually offer
higher yields.

History of Municipal Bond

The history of municipal bond can be traced back to the Renaissance period in Italy
when Italian city-states borrowed money from some of the well-off families as a means
of financing their deficits. However, the first official municipal bond was issued in 1812
by New York city in USA. The bond was issued to raise funds for the purpose of building
a canal from the Hudson river to Lake Erie and Lake Champlain. After world war II, the
scope of municipal bond widened in liberal economies. Municipal bonds were issued
to finance housing, healthcare facilities, building public transport on these days. With

* Deputy Executive Director, Securities Board of Nepal
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the introduction of municipal bond insurance, investor confidence was further enhanced.
Municipal bond, in India, is a relatively emerging concept. The Bangalore Municipal
Corporation had raised INR 125 crore through a private placement in 1997, backed by the
state government. At the beginning, municipal bonds were taxable in India. In 2000-01, the
government of India gave tax exemption to interest income from certain municipal bonds
used for developing infrastructure for the supply of potable water, sewerage or sanitation,
drainage, solid waste management, roads, bridges, flyovers and urban transports. In
China, central government of China allowed local government to issue local government
bond (alike municipal bond) since late 2014. Local government used to finance their
deficit budget by bank’s loan via Local Government Financing Vehicles (LGFVs) against
security of infrastructure project. LGFVs was off balance sheet borrowing of local
government. Witnessing the wild surge of bank credit in 2009, the central government
realized that the policy-driven credit boom may grow out of control. As a result, non-bank
financing sources like local government bond, trust loans were allowed.

Risk Associated with Investing in Municipal Bond

Investment in municipal bond is not risk free like other securities. The major risks
associated with municipal bond are:

e Call Risk: For callable bond, there is always risk of repayment of a bond before
its maturity. When interest rate declines, the issuer may choose to call the bond
and refinance it at lower interest rate. So, investor who wants to hold a municipal
bond to maturity should get knowledge of bond’s call provision before making a
purchase.

e Credit Risk: This is the risk of default by the issuer to make coupon payments
and/or principal repayment as per the agreed schedule. Credit rating agencies
estimate the relative credit risk of a bond in comparison with other bonds. Bond
insurance can be done to mitigate this risk.

o Interest Rate Risk: Interest rate in the market is volatile but municipal bond
pays out fixed coupon rates. Hence, opportunity will be lost if interest rate rises.
The bond’s market price will increase when interest rate falls and vice versa.
Investor holding a fixed-rate municipal bond could lose money when interest rate
rises because of lower market value of the bond.

e Inflation Risk: During the period of high inflation, interest rate may rise. As a
result, market value of bond decreases.
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e Liquidity Risk: This is the risk that the bond could not be liquidated due to
unavailability of active market for buying and selling of bond when required
by the investors. As a result, the bondholder may be forced to hold the bond or
liquidate it at a lower price.

Regulatory Framework of Municipal Bond in Other Countries

Most countries have less stringent regulation of municipal bond. The regulatory
framework of municipal bond of some countries is presented hereunder.

United States of America

Municipal bond is one of the principal source of urban financing in US. The municipal
bond market in US is the largest in the world. The largest owners of municipal bond in US
are individuals, mutual and money market funds, insurance companies and commercial
banks. Municipal bond is exempt from registration and reporting requirement under the
Securities Act and Exchange Act in US. However, it is subject to antifraud provisions of
the federal securities laws. Securities Exchange Commission of US (USSEC) is authorized
to bring enforcement actions against any persons or entity, including municipal issuers,
who violate the antifraud provisions. Municipal securities dealers and municipal advisors
are required to register with USSEC and comply with USSEC’s rules. Similarly, there is
a rule that requires issue managers to assure that municipal issuers will make information
about themselves and their securities available both at the time of a municipal bond
offering and on an ongoing basis.

Japan

Municipal bond (called local bond in Japan) can only be issued to finance following
expenses:

» Expenses required for local public enterprises such as electricity supply, water
supply, sewerage services etc.

* Investments and Loans
»  Expenses necessary for the refunding of local bonds

» Expenses for emergency measures, recovery works and relief measures in time of
disaster

»  Expenses for the construction of public facilities and facilities for public use
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For issuing local bond, local government was required to take approval of the Minister
of Internal Affairs and Communications or the governor of the prefecture before 2006.
After that this system of approval was abolished from the standpoint of enhancing the
autonomy of the local government; instead the shift was made to a negotiation system with
the Minister of Internal Affairs and Communications or the governor of the prefecture,
with the aim of ensuring the smooth issue of local bonds, securing the sources of local
revenue and ensuring the soundness of local public finances.

The mechanism of issuing municipal bond in Japan is:

a) Negotiation: Negotiationwith the Minister of Internal Affairsand Communications
or the governor of the prefecture includes clarifying the purpose for the issue of
the bonds; the maximum amount; the method of issue; the capital; the interest
rate; the method of redemption; the total cost of the project for which the local
bonds are to provide financing; a breakdown of the financial revenues for the
project; the lender(s) of the capital for the bonds; the total amount of local bonds
the local government plans to issue during the year; the financial status of the
local government; and anything else that should be taken into consideration.

b) Appropriation of public funds for approved local bonds

c) The reckoning into the local public finance program of the cost of the redemption
of the principal and interest of approved local bonds

d) Reporting to the local assembly when local bonds are issued without approval

e) Preparation / announcement of the criteria for approval and the local bond
program

The central government guarantees revenue resources to pay the interest and principal
of local bonds through the local public finance system. In particular, the payments
are ensured through the local allocation tax (each local government receives from the
government of Japan to provide basic public services and basic infrastructure to residents).
The local allocation tax system has functioned for over 65 years since 1954. The amount
of the local allocation tax is around 16 trillion yen.

India

Based on the World Bank report on Regulatory Framework for Municipal Borrowing
in India (2011), the Ministry of Urban Development recommended that Securities and
Exchange Board of India (SEBI), an apex regulator of securities and commodities
derivatives market of India, should draft a regulatory framework for issue of municipal
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bonds based on the 2001 guidelines. In July 2015, SEBI notified a new regulatory
framework for issuing municipal bonds in India. The new regulations allowed for
municipal bodies or a corporate municipal entity (a body corporate registered under the
Companies Act and a subsidiary of the municipality formed for the purpose of raising
funds) to issue municipal bonds through private placement or public issue. Only Urban
Local Bodies with an investment grade rating (rated BBB- or higher) are allowed for
public issuance, with no default in last 365 days and positive net worth. The municipal
body must also comply with the state’s municipal account standards or the National
Municipal Accounts Manual to be eligible for the issue. All bond issues must be rated by
a recognized credit rating agency. The regulations also provide for a 100% asset cover
on the debt and provision of a buy-back option. The regulations also mandate, in case of
public issue, a guarantee from State Government or Central Government or a structured
payment mechanism where the issuer deposits debt servicing amounts in the designated
bank account at least 10 working days before due date of payment. Additional criteria to
be fulfilled for issuing municipal bond are:

e Only revenue bonds which earmark a revenue stream from the project to be
directed to a separate account can be issued.

* The issue will have a tenure of minimum three years and not more than 30 years.
» The issuer will create a separate account for servicing the debt obligations.

o The issuer shall meet all disclosure requirements as per the guidelines.

e The funds raised will only be used for the projects specified in the offer document.

*  The issuer municipality must contribute at least 20% of the issue cost through its
OWn resources.

e Apublic issue municipal bond must be mandatorily listed on a recognized stock
exchange.

The guidelines related to private placement and listing of municipal bond are:

* Revenue bonds or general obligation bonds without earmarked revenue stream
may be issued.

*  The subscription amount will be a minimum of INR 25 lakhs per investor.

» The privately placed issue may be listed on a recognized stock exchange.
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Nepalese Perspective

The Constitution of Nepal, 2015 has established Nepal as a federal democratic
republic country. Nepal has attained political stability and the expectation of Nepalese
people is so high that huge capital investment is required to meet the expected economic
growth. The lack of financial resources and the lack of capacity for service delivery
at provincial and local level are the major challenges for Nepal’s federalism. With the
delegation of functions and authorities to provincial and local levels, the need now is to
have huge capital and capacity to deliver. Municipal bond could be the one that can cater
the financing needs of provincial and local level government.

Legal Background

As per Section 14 Sub-section (2) of Intergovernmental Fiscal Arrangement Act,
2074 (2017) of Nepal, “The Government of Nepal and the State may raise internal loans
by issuing bonds subject to prevailing law.” Local levels are not allowed to raise capital
by issuing bond to public but state government can issue municipal bond.

Opportunities of Municipal Bond in Nepal

Some of the opportunities of municipal bond in Nepal are:

» High prospect of economic growth and enhanced economic activities
* Increasing financing need of state government

* Investment opportunity to both individual and institutional investors
o Establishment of Credit rating agency

»  Well organized primary market infrastructure and distribution channel
* Increasing access to finance and financial literacy

Challenges of Municipal Bond in Nepal

There are some challenges for commencement of municipal bond operation in Nepal.
They are:

» Relatively small bond market in Nepal

* Low revenue generation by state

* Huge reliance of state on government grant

» Service fee as a major source of revenue of state

» Lack of regulatory framework
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Recommendation on Regulatory Framework

The current laws allow state government to issue municipal bond. Hence, the
regulatory framework for implementation can be introduced in Nepalese securities market
with following provisions.

» The fund collected from municipal bond has to be used for capital expenditure
only.

* The municipal bond is to be fully guaranteed by central government and to be
securitized by the project assets.

» Tax exempt should be done up to certain amount of investment on municipal
bond

* Mandatory requirement of listing on stock exchange
* Regular disclosure requirement
» Aseparate redemption account needs to be created

* Incorporating investment in municipal bond as a part of priority sector lending
and allowing Standing Liquidity Facility against municipal bond

» Automated trading platform for bond needs to be introduced

*k*
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Analysing Prospectus and Documents for
Public Issue
m Mukti Nath Subedi*

In the recent years knowledge of capital markets is seen increased. There used to be
very few investors who used to buy securities form primary market let alone secondary
market. However, it is seen that many people have started to invest in primary market
as well as secondary market. There are certain fundamentals that the investor should
consider before putting their hard earned savings in stocks. In order to reap the benefit of
investments good pre-investment analysis is required. This article is focused on analysing
financial and other general aspects of company from the information provided in the
public documents, i.e., prospectus or similar documents of public issue approved by the
regulator.

Securities Related Act, 2006 prescribes that a body corporate making public
issue of securities (with certain exceptions) has to publish prospectus after approval
of Securities Board of Nepal (SEBON). Further, every prospectus should contain
such general matters as required to be set down in the prospectus, capital and other
information of the issuer, main functions to be done by the issuer, information pertaining
to legal action, economic condition, general administration, management of the issuer,
information relating to the expert preparing the prospectus and the economic statements
contained in the prospectus and such other matters as may be prescribed. Securities
Board of Nepal has published regulations, bylaws and guidelines as per the powers
conferred to it by Securities Act, which are followed by the corporate while issuing
prospectus.

Investors should not go along with rumors and should develop the habit of reading
prospectus (or similar documents of public issue) which contains detailed information
about proposed issue along with background of company and its directors and
promoters. Documents for public issue are given different names as per the type of
securities issued as prescribed in Securities regulations, bylaws and guidelines. The
detail of nomenclature given to different public issue documents as per nature of issue
is given hereunder:

* Director, Securities Board of Nepal
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Type of Public issue

Name of public issue document

Initial Public Offering (IPO)

Prospectus for IPO (fgazer 93

Further Public Offering (FPO)

Prospectus for FPO (fqazer 9=)

Issue of Right Shares

Prospectus for Right Issue (%9 91aX fsepreT™
FEAAT a1 T97 [qaR0es)

Issue of Debentures
(Private Placement)

Prospectus for issue of Debentures (Private
Placement) (fear=aR ITET THeRT ATHT FebTiaTe
fazer 9=

Issue of Debentures
(Private Placement)

Prospectus for issue of Debentures (Public
Placement) (feer=eRepl TehTeTT Iwa=dl qa<an
SRIBEELERD!

Issue of Mutual Fund Schemes

Prospectus for Mutual Fund Schemes (fara=ur
qfectepT)

)

As per the current provisions, one can apply for public issue of shares/debentures
or mutual fund through any banks or financial institutions having C-ASBA facility or
through mero share portal of CDSC, if one has been registered there. Details mentioned
in the prospectus (or similar documents of public issue) which should be studied by the
investors to make wise investment decisions is given point wise below.

General details related to issue

The general details are available in the prospectus along with brief description of
same from prospective investors perspective is given below:

e Place to receive prospectus and application and place to submit the application.
It should be noted to review and submit the application. The prospectus is
also available in the SEBON website and application (Current Issue) page of

meroshare portal of CDSC.

e Date of start of issue and close date (earliest close and later close). It should be
reviewed and the application must be submitted before the issue close date.

e Type of securities being issued. There may be different types of issue such as
issue of equity share for first time (IPO), right shares, further issue of shares
(FPO), debentures, preference shares, mutual funds, etc. which should be known
to further study the prospectus.
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Number of scripts, scripts reserved for employees, mutual funds, etc. and shares
to be sold to general public. This should be analysed for making decision of
number of shares to be applied.

Issue price and amount to be paid along with application. It should be reviewed
to analyse how much amount is to be deposited with the application. Generally,
face value is to be deposited but in case of investment in Janata ko Jalvidyut
Karyakaram application can be collected by notifying to deposit 10 percent of
face value.

Background of Company, Future Plan and Propose of Issue

Following details related with existing status and proposed position of company is
available:

Name of organisation, statutory details of establishment, registered address,
primary place of doing financial transactions, brief history since establishment,
etc. These details should be analysed to get background of proposed company.

Future plan and strategies of the company should be reviewed to know the growth
viability of the company.

Existing and planned production or services provided by the company and details
of technologies used or proposed to be used. Production capacity and its use.
Source, availability and types of raw materials and major areas of sales.

Purpose of issue mentioned in the prospectus should be reviewed carfully because
the company will use the money collected for the stated purpose. If sufficient
return cannot be achieved from the proposed activity then company may not
be able to provide good returns in the form of dividends to the investors. To
review the viability of proposed issue projected financial statements should also
be analysed.

Corporate Governance and Managerial Structure and qualifications

Information about promoters, directors and Chief Executive Officer will help
to understand the background of Key Managerial Personnel which should be
reviewed before making investment decisions.

Composition of Board of Directors and provision for representation will help to
understand the appointment in governing body of company and in case of big
investors it is essential to review to determine the investment required to ensure
their representation in the board.
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Credit rating

Credit rating agencies use their grading methodology and consider financial and non-
financial information of proposed issue such as business and competitive position, new
projects — risks and prospects, management quality and corporate governance practice.
Different range of gradings are provided by rating agencies as per the type of issue.
Ratings provided should be noted by the investors to know the standings of issuer.

Financial details
Analysis of Audited Financial Details:

Audited balance sheet, profit and loss account and cash flow statement for the latest
period and abridged balance sheet, profit and loss account and cash flow statement
for last three years are available. These actual financial details should be analysed
to know the performance of company during past 3 years. The major areas that
can be reviewed are discussed below along with brief description of same:

e Capital structure: Detail of authorised, issued and paid up capital. If any changes
have been made in the capital after its establishment, details of the same and status
of paid up capital after public issue should be reviewed. If there are preference
shares then whether they are convertible or not should be taken into consideration
as convertible preference shares shall dilute the capital structure of company.

e Details of assets of the company. Whether properties are self-owned or on lease?

e External Borrowings: Details of existing and proposed loan structure and cost of
loans and other funds used in project should be analysed. If the cost of funds is
not as per market rates, responses for same should be investigated.

e Investments: Investments type and returns on those investments
e Ratio Analysis:
= Profitability ratios:

v" Gross profit and net profit ratio
v' Employee cost and operating costs

v" Accumulated Profit/(Loss) and Reserve and surplus should be reviewed
to know the past profit's accumulation and capacity of company to absorb
losses.

v' Earnings per share
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v" Distribution of profits and requirements of statutory provisions. If huge
percentage is to be transferred to non-distributable statutory provisions then
rate of dividend may be lower.

v Sources of income e.g. income from electricity sales, interest income for
banks or other direct income and its variation in last 3 years

Net worth per share. Details related with net worth — whether the assets base of
company is strong or not?

Average return in net worth in last 3 years
Debt structure, Debt Equity ratio

Provision for loan loss (NPA) and provision for receivables. In case of high
provisions, reasons for same should be analysed.

Huge fluctuations in income and expenses in past 3 years

If assets have been revalued in past 5 years, assets value have been increased. The
details of same should be reviewed.

Analysis of Projected Financial Statements:

Projected financial statements are prepared as per the management's plan of utilization
of public issues and expansion of existing business. We can know the tentative financial
position the company will attain in next 3 years. The following points should be reviewed
while analysing the projected financial statements.

Assumptions for preparing projected financial statements. It is very important
as in its base projected financial statements are prepared. If there is any error
in assumptions then projected financial statements will not provide the accurate
projections. So, assumptions made by the management should be analyzed to
vouch the projected financials.

Return on the investments: Payback period, planning for dividend and bonus
shares should be analyzed to know the proposed returns on invested funds.

Increase in business and profits. As new fund is injected it should obviously have
positive effects in the business of the organisation.

Non-financial Details

Volume of transactions with related parties should be analyzed as it sometimes
may be used to inflate transactions

Foreign investment and management
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Details related to professionals/expert

Details related to legal disputes. These are important as there may be future
liability of company which may hinder dividend payment capacity.

Issue without receiving cash, if any and reasons for the same.

Any advice given by expert regarding prospectus, financial statements or other
details.

Financial and non-financial risk exposures.
Grievances handling process.

Specific information for different types of public issues

Reissue by listed Company

If issue is made by a listed company details such as last 3 years audited financials,
every quarter's highest, lowest trading value and last traded price for every quarter
are provided.

For last 6 months securities' every months high, low and last traded price and
every month's total transaction days and number of scripts are disclosed.

Details about latest public issue's projections and their achievements are available
which should be analysed to know about authenticity of projections.

Issue of Debentures

Purpose of issue of debenture and project to be completed

Whether issued capital of company fully paid or not should be reviewed and in
case capital is partially paid and debenture is issued reasons for same should be
evaluated.

Name of debenture trustee, address, and major points of debenture trustee
agreement

Rate of interest,
Reserves for redemption of debentures,

General rights of debenture holders and right of debenture holders on the property
of issuer.

When a listed enterprise is issuing debenture, details of terms and conditions of
issuer, tenure of debenture, amount of issue, whether debentures will be converted
into ordinary shares or not (convertible debentures or not) should be analysed.
In case of issue of convertible debenture, conversion ratio, price, premium and
conversion date and voting rights should be reviewed.

AN
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Issue of Preference Shares

Following details, which are available in the prospectus, should be analysed by the
investor before investing in preference shares:

Type of Issue - Redeemable or ir-redeemable preference shares
Reserve for redemption of preference shares

In case of redeemable preference shares - redemption period, redemption with
premium or without premium, rate of dividend, cumulative or non-cumulative
dividend should be analyzed to know the return on investments.

If convertible preference shares, ratio of conversion, price, period of conversion
and other provisions related with conversion should be analysed.

Provision for right to vote by preference share holders. It isimportant as preference
shareholder can sometimes get right to take part in general meeting of company
and get involved in making decisions.

Provision related to preference shareholders in case of liquidation of company
should be analyzed as if their rights is equal with equity shareholders, preference
shareholders may not get their invested value in case of loss.

Issue of Mutual Fund Schemes

Following details, which are available in the prospectus, should be analysed by the
investor before investing in Mutual Fund Schemes:

Name of Fund Sponsor, Fund Supervisor and Fund Manager. This should be
studied to know the professionals managing the funds.

Date of start of application and close date in case of close ended scheme
Whether it is open ended or close ended scheme

Number of units being issued, price, minimum and maximum purchase units and
amount to be deposited along with application

In case of open ended mutual fund units, unit sale and re-purchase place and
transaction timings and charges for sales and re-purchase of units

Details regarding the scheme such as purpose of scheme, areas of investments,
financial projection of scheme and expected expenses. It should be noted that

)
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NAV shall be affected due to expenses at the time of issue of scheme and annual
expenses.

e Rating of Fund Manager to know its standing. However, it should be noted that
ratings shall not guarantee the stability of Net Assets Value (NAV).

e Target for distribution of gains, tax provisions for investments and dividends,
e Process of calculation of Net Assets Value and its publication mechanism,

e Inherent risk of scheme and its management's approach for its supervision. For
instance, equity related instruments have risk of both company and market and
loan/debentures' risk relates to the capacity of issuing company to repay back
debenture or loan.

e Whether the invested funds shall be transferred to another scheme and if yes
process of transfer,

In conclusion, investment should be made after proper analysis. Information
about the issuer company are available in prospectus which should be studied by
the investor before making investment decisions. Further, it should be noted that
regulatory authority is not responsible for the details mentioned in prospectus or other
documents of public issue. So, investors should use their judgments while making the
investments.

*k*k
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Investment in shares with caution
= Ambika Ojha*

Introduction

Few years back, It was my birthday when my father said, "I have purchased some
shares for you and that's your birthday gift this year." Then, while I did know what shares
were (given my ongoing graduate training in business), my knowledge was obviously
limited. For instance, while I think | did know that shares were used to raise capital by
firms, it did not excite me much as compared to the excitement of getting a new dress or
a new pair of shoes as birthday gift . Since | expected a gift either in cash or kind, | was
rather disappointed to hear of this investment in shares. It did not bring me immediate
benefits or the satisfaction of having a new dress or a new pair of shoes. | was told that
there are going to be returns in the later years.

Currently, thanks to Buwa’s prudent and well-researched ‘gifts’ of a similar nature
over the years, | have a reasonable portfolio of shares which provide me a steady stream
of periodic earnings (as dividends, for instance). I can buy a host of things including
the new pair of shoes and that occasional dress. Alongside periodic earnings, my shares
have grown in terms of their worth, i.e., | have had capital gains which means the value
of my shares have gone up. If required, given that my shares are also assets in demand,
I can part with them. Intricacies, complexities and inherent risks in investing in shares
notwithstanding, | highlight this personal experience to emphasize that if done well and
with caution, investing in shares can be rewarding. Apart from the dividends, tangible
benefits accrue in the form of capital gains, bonus shares, privileged access to right shares
as well as reasonably liquid assets. Alongside the monetary and tangible gains, my sense
is that prudent investments in shares may well be a tool of empowerment for us women.
The returns that accrue empower us women to be economically active and contributing
members in our families. On a lighter side of things, we can buy our choices of clothes,
shoes, a captivating book and even our favorite shade of lipstick.

Forallthe benefitsassociated with investmentin shares, there are several disadvantages,
inherent risks and uncertainties. While, if researched well, several risks can be reduced,
others remain. In the upcoming section, the article highlights the benefits as well as risks
and disadvantages of investing in shares.

* Director, Securities Board of Nepal
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Benefits

1.

Dividend: Dividend is a sum of money paid out of profits by a company to its
shareholders. Dividends could be cash or shares.

Capital gains: Capital gains arise when the value of a share appreciates from its
purchase price. However, this gain is not realised until the share is sold.

Limited Liability: If the company goes into loss, the share of loss over and above
the capital investment is not borne by the investor.

Exercise Control: By investing, shareholder gets ownership in the company and
thereby can exercise control which comes in the form of voting rights.

Right shares: Whenever companies require further capital for expansion,
they tend to issue right shares. By issuing such shares, ownership and
control of existing shareholders is preserved. The existing investor has
privileged access to subscribe or invest into the additionally available
shares over new investors. Right shares are issued at a price lower than the
current market price of the equity share. So, existing investors can take the
advantage. Alternatively, the existing investor can renounce their right in
others’ favour.

Bonus shares: At times, companies decide to issue bonus shares to its shareholders
(often in lieu of dividends). It is also a type of dividend. Bonus shares are issued
without any additional costs to existing shareholders.

Liquidity: The shares have reasonable liquidity which means if required, investors
can offload investments to part with the proceeds.

Disadvantages

1.

Uncertainty in dividends: The management of the company decides when and
how much dividend should be distributed. If there is a loss, dividends will not
come about. But even If there is a profit, Board of Directors may propose to not
distribute dividends and instead choose to reinvest.

Investment in shares have inherent risks: Equity share investment is a risky
investment as compared to any other investment like debt. The money is invested
based on the faith an investor has in the company. There is no collateral security
attached with it.

&
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3. Fluctuation in market price: The market price of equity share depends on the
market sentiment which instead is a function of the overall environment within
which companies operate.

4. Limited control: Unless one owns significant stake in a company, voting rights
may not as such empower this investor to influence the workings.

5. Residual claim: An equity shareholder has a residual claim over both the assets
and the income. Income available to equity shareholders is after the payment to
all other parties like debenture holders and preferred stock holders.

As the article has argued elsewhere, several disadvantages, risks and uncertainties
associated with investing in shares can be minimised and hence returns boosted.

How does one optimise the returns?

Investing successfully is not easy. Whether one reaps benefits from their investment
depends on several things including many that are beyond the control of a typical
investor. To reduce the controllable and avoidable risks, credible analysis prior making
the investments is a must. This analysis can be categorised as Fundamental Analysis and
Technical Analysis.

Fundamental Analysis:

We can define fundamental analysis as going over and reviewing the "fundamentals™.
Here the fundamentals could include anything that is related to the economic performance
of a company - Revenues and profit trends, market share (and the trends), the quality of
management and the kind of economic activity. Fundamental factors can also be grouped
as quantitative and qualitative factors.

Quantitative fundamentals are easily quantifiable, readily observable and measurable
characteristics. The basic source of quantitative data are the financial reports through
which we can measure, inter alia, revenue, profit, assets, and returns. Similarly, qualitative
fundamentals are less-tangible and difficult to observe and learn about elements that affect
a business. The quality of the governing board, key executives, technology adopted, brand
name and line of economic activity impact the functioning significantly, but these cannot
be easily understood.

It needs to be understood that both quantitative and qualitative factors cannot be
ordered and ranked based on their importance and significance in impacting a firm. They
are like our two legs both of which are required for us to walk. Fundamental analysis entails

&
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the analysis of both the quantitative and qualitative factors. While doing fundamental
analysis, we can analyse dividend payout ratios, earnings per share, price-earnings ratios
and many other quantitative factors. But, our analysis of a firm would be incomplete
without understanding who manages the firm or elements like if they are going to grow
in the future (much of such analysis can be whimsical actually given the information
incompleteness).

Another important dimension that fundamental analysis focusses on is what can
be called understanding the intrinsic value of shares. Fundamental analysis focusses to
explain a stock's "real” value. This real value is called intrinsic value. Suppose ABC
Company's share is trading at Rs. 120. After studying the company and comparing its
performance with other firms in the market (which have similar quantitative figures and
qualitative features), we may feel that the share is worth Rs. 150. Here, the intrinsic
value of the share is Rs. 150. This is important because an investor wants to buy shares
that are trading below estimated intrinsic value. The intrinsic value that is derived from
fundamental analysis helps in knowing whether we should opt for a long position or a
short position.

Technical Analysis:

Technical analysis is a method of evaluating securities by doing a statistical
analysis of market activity, such as price and volume. Technical analysts do not attempt
to measure a security's intrinsic value, but rather use charts and other tools to identify
patterns that can be used as basics for investment decisions. They use historical price
and other data to find future price movements. Technical analysis is based on three
assumptions. They are:

A) Market discounts everything: Based on Efficient Market Hypothesis, Technical
analysis suggests that a stock's price already reflects everything that has or could
affect a company, including the fundamental factors. This removes the need to
consider the factors separately before making an investment decision.

B) Price moves in trends: Technical analysts say that a stock price is more likely to
continue a past trend than move erratically.

C) History tends to repeat itself: The repetitive nature of price movements is often
attributed to market psychology, which tends to be predictable based on emotions
like fear or excitement. Technical analysis uses chart patterns to analyse these
emotions and subsequent market movements to understand trends.
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Thus, technical analysis studies share by, inter alia, studying the trends of price
movements. However, we should remember that technical analysis is effective only
when the price trend is influenced by supply and demand forces. When other factors
like mergers, dividend announcements, accounting scandals, policy changes are
involved in a price movement, analysing stocks using technical analysis may not be
successful.

To conclude, investing in shares may be rewarding and empowering; a win-win for
both investors and firms. However, returns come with risks. Many of these risks can be
minimised to reap greater returns or minimise losses. Firm fundamentals — quantitative
and qualitative — need to be studied well and a study of the price trend can also be done.
While an investor may not be insulated from so-called vagaries of the market, some
analysis based on available facts and figures may potentially protect us and enhance the
possibility of rewards.

*k*
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Private Equity, Venture capital and Hedge
Funds as major tools of Alternative
Investment

= Anuj Kumar Rimal*

Introduction

Alternative Investments are a heterogeneous class with the potential to provide
valuable diversification benefits. The alternative investments/Non-traditional Assets
generally encompasses investments beyond publicly traded equity and debt, and real
estate. It includes investments ranging from private commercial real estate, hedge funds
and managed futures, liquid alternatives to illiquid private equity funds, and real asset and
natural resource partnerships. The alternative investments industry is rapidly evolving—
expanding and increasing its ability to provide durable investment strategies, and therefore
IS attracting interest from a growing number of investors particularly in person. These
programmes are continuing to increase in popularity among the investment community
because, when added to an otherwise well-balanced, fully diversified portfolio, they
have the potential to provide greater risk-adjusted return, while also adding diversity
and flexibility for advisors/investors seeking to construct a durable income-producing
portfolio.

Securities and Exchange Board of India (SEBI) has separate set of regulation to
regulate the Alternative Investment Funds. According to rule 2.(1) (b) of (Alternative
Investment Funds) Regulations, 2012 of SEBI "Alternative Investment Fund" means any
fund established or incorporated in India the form of a trust or a company or a limited
liability partnership or a body corporate which:-

(i) Is privately pooled investment vehicle which collects funds from investors,
whether Indian or foreign, for investing it in accordance with a defined investment
policy for the benefit of its investors; and

(i) it not covered under the Securities and Exchange Board of India (Mutual Funds)
Regulations, 1996, Securities and Exchange board of India (Collective Investment
Scheme) Regulations, 1999 or any other regulations of the Board to regulate fund
management activities.

* Acting Director, Securities Board of Nepal
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General Characteristics

Alternative investment programmes are normally not required to register under
the Investment Company Act. When offered as public, non-traded investment
funds, they are not listed on an exchange, placing limits on the investors eligible
to access them. Until recently, these private alternative investment programmes
were largely available only to high net worth and institutional investors (though
now they continue to make up an increasingly larger part of the average investor’s
portfolio).

A distinct feature of alternative investments is their absolute performance objective.
In other words, they do not merely seek to outperform a benchmark but rather aspire
to produce positive returns under varying market conditions. To achieve their absolute
performance objective, alternative investment solutions tend to use leverage to increase
returns as well as depend upon on investing skill rather than just market exposure to create
value. Historically, alternative investments have exhibited relatively low correlation
with traditional financial market indices over long periods of time. Typically they also
exhibit reduced liquidity relative to traditional investments, with monthly to multi-year
lock-ups. Alternative program managers typically charge higher fees, which may include
performance fees.

Four Broad Categories of Alternative Investments

Alternative investments tend to fall into four broad subtypes — commercial real
estate, private equity, hedge funds (with a variant liquid alternatives/ alternative mutual
funds), and managed futures-all of which differ from traditional investments in a variety
of ways.

Below is the picture that separates the categories of alternative investment with
that of traditional investment tools. An attempt has been made to elaborate further
on the Private Equity/Venture Capital and Hedge Funds as major tools of alternative
investment and its strategies that might be appropriate for the clients' specific
investment goals, given their existing portfolio of holdings and their unique tolerance
for risk.

@
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Private Equity

These are negotiated investments in privately held companies at different stages
of maturity undertaken with the objective of improving their profitability and growth
prospects and then reselling them at a higher price in the future. Private equity fund
managers often have increased access to information regarding their investments, while
traditional money managers must rely on publicly-available information, because they
only invest in the public markets. Also, private equity managers often invest based on
a negotiated price, while traditional money managers typically pay market prices. They
often create value and are able to exit acquisitions at higher multiples thus creating a
profit for their investors.

&
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Private Equity Strategies

The above figure demonstrates the private equity strategies. Private equity is an
extremely heterogeneous asset class with many sub-sectors. These sub-sectors, some
of which given below, have very different asset characteristics. This means that each
subsector has different performance drivers, which investors need to understand to make
informed decisions.

Venture Capital: These firms provide risk capital for starting, expanding and
acquiring companies. Most are quite specialized, often investing in a single
field, such as telecommunications or health care. Venture capital firms also
tend to specialize by investment stage. These funds generally do not offer any
regular income but have a high capital gain (but also very high risk) returns
potential.

Leveraged Buyouts: Leveraged buyout firms specialise in financing the
purchase of established mature companies that are generating cash-flow (used
to service the debt). Investing in these funds allows directionally long exposure
to equity.

Mezzanine Capital: These funds provide an intermediate level of financing
in leveraged buyouts below the senior debt layer and above the equity layer.
A typical mezzanine investment includes a loan to the borrower, in addition
to the borrower's issuance of equity in the form of warrants, common stock,
preferred stock, or some other equity investment. These investments provide
returns through income and sometimes offer capital gain potential through
equity warrants.
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* Distressed Debts/Investing: This includes (i) the purchase of companies that are
distressed or out of favour, for low multiples of cash flow and/or low percentages
of asset value; or, ii) the acquisition of quality companies with excessive leverage
or those that are going through bankruptcy that require restructuring. Distressed
security returns are a combination of the risk premium from holding low-
grade securities and the illiquidity premium from holding less liquid securities.
Distressed securities are usually considered risky because there is a distinct
possibility that the company might not recover. If that happens, an investor may
lose part or even all of invested capital. A variant of distressed investing is Special
Situations investing. This is a broad category which encompasses variations of
opportunistic distressed investing, equity-linked debt conversion plays, project
finance, as well as one-time opportunities resulting from changing industry trends
or government regulations.

Hedge Funds

These funds invest in the global equity and fixed income markets and typically
employ sophisticated trading strategies, use leverage and derivative instruments and go
both long and short the markets. Hedge funds managers have the flexibility to invest
opportunistically in strategies where they see value, unlike traditional money managers
and mutual funds that are often constrained to invest in pre-defined markets. Hedge fund
managers can sell short the securities they believe will fall in value and thereby may
profit from declining markets if they are correct in their judgment. In contrast, traditional
money managers face limits on short-selling and may be required to be invested even
if they believe markets are in a declining trend. Hedge funds managers can also use
derivatives and leverage to hedge or magnify returns and risks, while traditional money
managers are limited in their use of derivatives and leverage.

Hedge Fund Strategies

Hedge funds strategies arise from taking speculative positions in a combination of
market and credit risk instruments for which the manager believes that the risk-reward
relationship is attractive. Such positions are often referred to as arbitrage, or risk arbitrage.
Through such positions, hedge funds are able to implement a variety of “non-directional”,
“semi-directional” and “directional” strategies, where direction refers to exposure to
market direction.

&
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Hedge funds are a heterogeneous group with over twenty distinct strategies within
four broad strategy groups:

* Equity Hedge Strategies: Their main objective is to seek long-term capital
appreciation while maintaining low net exposure to the overall stock market or

individual industry groups.

* Event Driven Strategies: These concentrate on the profit potential created by
major corporate events, such as mergers, acquisitions, restructurings, bankruptcies
or liquidations.

@
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*  Macro Strategies: These primarily trade in the most liquid markets in the world,
such as currencies and government bonds, typically betting on macroeconomic
events such as changes in interest rate policies or currency devaluations. They
rely mostly on an assessment of economic fundamentals.

* Relative Value Strategies: These seek to profit from the relative mispricing
of related assets, e.g. convertible bonds and the common stock underlying the
conversion option; options and futures and their underlying reference assets; debt
instruments of the same issuer or of different issuers with different maturities or
yields.

It's role in Capital Markets

The Role of Alternatives in Capital Markets increased since the financial
crisis, many governments in the world have brought hedge funds into the financial
mainstream. Increasingly, pension funds, college endowments, and non-profit
foundations use hedge funds as tools to fulfil their fiduciary obligations or help meet
their financial goals.

Summary

Private equity can be a source of attractive returns over the long term. Moreover,
private equity returns do not correlate closely with returns from traditional asset
classes-properly implemented; the introduction of private equity can improve portfolio
diversification. They have the potential to provide access to selected growth opportunities
even in low macroeconomic growth environments for successful private equity managers
are focused on picking companies with growth potential and actively creating conditions
for growth, which investors can monetize. They are however long-term oriented illiquid
investments. Interests in private equity funds are generally not readily marketable,
transferable or redeemable. They have uncertain cash flows with respect to both capital
calls and distributions. Also, they are a form of blind pool investing, since investors do
not know beforehand what their funds will be invested in and must rely on the skills and
judgment of the private equity manager.

Similarly, well-managed hedge funds have the potential to offer risk adjusted returns
that are superior to those of traditional investments by taking advantage of market
inefficiencies. Given the historically low correlation of certain strategies with traditional
asset classes, hedge funds have often enhanced returns in economic environments in
which traditional stock and bond investments have offered limited opportunities. Given

@
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their flexible mandates, allow investors to participate in a wide variety of new financial
products and markets not available within traditional asset classes. However, pose unique
risks that must be understood and managed.

Securities Board of Nepal (SEBON) has promulgated Bisistikrit Lagani Kosh
Niyamawali, 2075 to regulate private equity, venture capital and hedge fund and so
forth which no doubt endeavours to extend the perimeter of regulation to unregulated
funds with a view to ensuring systemic stability, increasing market efficiency,
encouraging the formation of new capital and investors protection in Nepalese
securities markets.

Sources:

https://www.activeallocator.com/static/pdf/Anpercent20introductionpercent20
topercent20alternativepercent20investments.pdf

SEBI Website
SEBON Website

*k*k
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Nepalese Capital Market in a Nutshell

s Pravin Raman Parajuli*

I had an opportunity to work closely with the stakeholders of the capital markets for
over 15 years of my professional association with the industry. This articles sheds lights
on recent developments in capital markets which has made long-term radical positive
contribution in current status of capital market, opportunities & challenges underlying in
the sector and how situations on ground can be improved for catering the national need
of raising long-term alternate sources of funds for projects of national importance and
serving the clients at large in a professional manner.

Merchant Banking Industry which began earlier as a services rendered by a unit
of a Financial Institution got spun-off in due course as per regulatory requirements of
Securities Board of Nepal (SEBON) and became a subsidiary of such institutions. This
certainly helped to institutionalise the sector structurally and also in terms of service
diversification.

The government in its annual budget over the years generally has always incorporated
a general statement that focus will be made for the development of capital market but no
clear vision along with an execution strategy with time-line has been formed till date
identifying the gaps in the sector in terms of regional diversification, cross border listing,
tax holidays for such activities & long term traders and for companies going public,
enhancement of institutional capacity of SEBON’s licensed intermediaries & associated
human resources, enhancing the institutional independence & capacity of SEBON as an
apex regulator of the sector, etc. This has resulted in fragmented growth of the sector with
no concrete direction of what is expected from the stakeholders over the period.

The scope of services rendered by a Merchant Banks(MBs) which earlier was limited
to issue management, underwriting, portfolio management & registrar to securities has
been enhanced over the period. Off late, MBs are allowed to render Advisory Services
to Corporates, Depository Participant Services and institutions promoted by Financial
Institutions can also act as a Fund Manager & Depository in schemes of Mutual Funds
offered by their parent Company. An applaud has to be given to Ministry of Finance
(MOF) & especially SEBON allowing MBs to render all scope of services under its ambit
ensuring no conflict of actions exists taking into consideration the size of the market, the

* Former President, Merchant Bankers Association of Nepal
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stage of the market and to ensure that its licensed institutions are able to attract qualified
human resources to the sector and operate efficiently financially too.

The role of other major stakeholders of the sector like Nepal Stock Exchange (NEPSE)
& CDS & Clearing Ltd. (CDSC) is equally imperative. Corporatisation & modernisation
of NEPSE has been in discussion for long. With a monopolistic platform on offer, both
seems remote which in turn hurts the development of the sector in the long run. Further, in
today’s scenario, induction of an internationally tested software for online trading would
have been the right approach but technical hitches being seen on a locally developed
software has also marginalised the positive development in the sector. CDSC off late has
changed the entire dynamism of the capital markets in positive way which has resulted
in availability of funds to the fund raisers in quick time while dematerialisation of stocks
has eradicated the paper-based trading system completely.

One of the challenges | feel for optimum utilisation of capital markets for national
importance has been lack of coordination between Regulators while formulating acts,
rules and regulations which results in deadlock at times hurting efficiency of the purpose
or instruments. Few of the examples are :

(i) Mutual Fund Regulations allows Fund Manager to invest certain chunk of
their raised fund in instruments of certain types in countries where SEBON
has institutional tie-up but as SEBON fails to have tie-ups beyond one or two
countries & Nepal Rastra Bank (NRB) till date has not clarified how it can be
done, the benefit of the said provision has not been reaped by the Mutual Fund
Managers till date. This could have been a good platform to hedge certain risk of
sector concentration prevailing now.

(i) The government has given certain tax holidays to returns of mutual funds
but corporate taxation requirements related news has surfaced recently by
stakeholders to mutual funds after more than 6 years of operation with closure of
certain closed end funds in the market. Need of such clarity are required on day
one of operation so that no hiccups arises later.

(iii) Regulation of SEBON on Portfolio Management allows Non-Resident Nepalese
to invest in the capital market availing portfolio management services from
SEBON’s licensed MBs but NRB is yet to facilitate the mechanism of repatriation
for such investments without which no clarity on exit strategy exist.

With the institutionalisation of federalism happening over the period, decentralisation
has started to take place beyond Kathmandu and economic activities has also started
to increase throughout the country which is reflected through an envisaged growth of
approx. 7 percent this year in the country. This has increased the demand for credit to
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fund expanding infrastructures but the savings habits of Nepalese have not improved
much which has resulted in limitation of sourcing of funds by the Banks & Financial
Institutions (BFIs) to fund these demand for credit which is also clearly evident from lack
of sources with BFIs every now and then over the last few years.

The best alternate option to mobilise such funds for projects of national importance
would have been making optimum utilisation of the capital markets to generate such funds
from savers and to bridge the gap of fund requirement to the users. This is possible only
when innovative long-term financial instruments tied-up with specific projects which are
financially competitive from business sense hit the market like equity, preference shares
or hybrid nature of instruments wherein the instrument has debt nature of features to
begin with at project initial stage which gets converted into equity over time. Investors
will have regular returns right from day one while post Initial Public Offering, once the
stock gets listed with stock exchange, value maximisation through market determined
prices will benefit the investors in addition to regular dividend yields. Such instruments
will be a game changer in Nepal’s context wherein funds are fragmented and dispersed
across society and capital intensive and financially viable projects of national importance
fails to do the required financial closure on time for timely start-up. These nature of
instruments will be of interest not only to individual investors but also for institutional
investors like life insurance companies, Employees Provident Fund, Citizen Investment
Trusts, Pension Funds of Army, Police & Armed Police, Nepal Telecom etc. Having
highlighted the importance of the sector, the million-dollar question at this juncture is are
the stakeholders associated strong and competitive enough to deliver their crucial roles?
The development of following broad aspects at the earliest possible is a must for the same.

1. Government Vision & SEBON

The Government has to come-up with a clear vision on capital market of how it wants
the sector to be in certain period of time looking at international scenario and drafting
execution strategies for the same along with time-line.

Similarly, institutional capacity of SEBON has to be improved at all fronts starting
from Independence, physical infrastructure, induction of qualitative resources &
improvement in skill sets of existing professionals as per market needs and also
improving the regulatory & supervision capacity of SEBON for sector’s development.

2. NEPSE & CDSC

Corporatisation of NEPSE along with implementation of internally tested software
platforms which improves market confidence in the sectors a must. NEPSE’s
capacity to be such wherein it does research of market needs for various instruments
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to be offered to facilitate the demand and supply of funds for projects of national
importance. If the same in not doable, then a market competitor has to be licensed
from a private sector in order to deliver the same.

CDSC’s capacity to be further improved to facilitate all changes envisaged in the
sector so that it is fundamentally and technically sound to cater the needs.

3. Diversity of Instruments on Offer

Different nature of products to cater different needs of the market has to be developed
through detailed market research.

4. Competitiveness of Human Resources

In order to deliver above identified responsibilities in the sector, the most critical
factor is to ensure that the human resources associated have the right skill set required
to deliver the same. Exposure to various national and international trainings and on
the job training will assist to do so over the period.

Thus, improvements as identified above of all stakeholders in the capital markets are
critical for the overall development of the sector to meet today’s & future’s changing
needs so that the sector becomes a true back-bone for country’s development.

*k*k
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Merchant Banking Business in Nepal
= Hom Nath Gaire*

Background

Merchant banking can be defined as a skill-oriented professional service provided
by the merchant banks to the corporates to help realise their financial needs. In returns of
such professional services, for adequate consideration, the merchant banks receive fees.
Merchant banking helps in facilitating the country's development process by acting as a
merchant for sourcing of funds as well as information and lending expertise required to
manage the funds as a legitimate agent of the business entities. Undertake to subscribe to
the securities offered by the company in case these are not fully subscribed by the public.

Any person, involved in the business mentioned above: by making arrangements with
respect to sell and subscription of securities (equities and debts); by playing the role of
manager and/or consultant; and by providing advisory services, is known as a merchant
banker. In nutshell, it can be said that the merchant banking is a professional service, which
combines the banking and consultancy services to be provided to those businesses who are
in need of such services. It is also called a financial engineer of business since it architects
the whole funds flow mechanism and helps for effective implementation as well.

Figure-1: Broad Conceptual Framework of Merchant Banking

Merchant Banking

Banking Services + Consultancy Services

It helps entrepreneur to It provides consultancy

start a business and to to its clients for financial,
raise (collect) funds marketing, managerial
from the markets. and legal matters.

* Ph.D. Scholar in Economics at Tribhuvan University
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Table-1
Obligations of the Merchant Bankers

Pre-Issue Obligations Post Issue Obligations
Due diligence and Prepare the offer document Define basis of Allotment
Ensure legal compliance during the entire process [ Manage Allotment
Determine the size and price of the Issue Refunds and closing of issue
Marketing of the issue Listing of Securities
Appointment of other Intermediaries Underwriting (if undersubscribed)

Nepali Context

Understanding of merchant banker may vary country to country depending on the
nature and breadth of services it provides. In case of Nepal, the Securities Board of Nepal
(SEBON) through the Securities Businessperson (Merchant Banker) Regulations, 2064
defines merchant banker as a businessperson which has obtained license to perform one
or more functions listed under regulation 16, which are given below:

* All the functions related to issue and sales management of securities including
drafting of prospectus, offer documents and other related documents.

* Underwriting by entering into agreement with corporate body and undertake to
purchase the unsubscribed portion of securities offered by corporate body.

* Provide share registration related services such as maintaining register of
ownership of securities and execute name transfer on behalf of the corporates.

»  Provide portfolio management services to the clients by entering into an agreement.

The first amendment made on 2074 has extended the scope of merchant banker and
introduced the concept of private equity, venture capital, hedge funds etc. where the
merchant banker can provide consultancy services. In such a context, the merchant banker
can add such consultancy services to the list of activities in which they can contribute the
market apart from the current functions of sales and issue manager, underwriter, share
registrar and investment manager.

Services Offered

Currently, there are 30 licensed Merchant banks in Nepal with few more in the
pipeline. Out of the total 30 more than 50 percent merchant banks are subsidiaries of
commercial Banks. Six banks namely, Nepal bank, Agricultural development bank,
Standard chartered bank, Everest bank, NCC bank and Prime commercial bank have not
established their subsidiary merchant bank yet.
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Figure-2: Distribution of merchant banks by type of business

B All Merchant Banking Business

Issue Management, Share Registrar,
Underwriting

Issue Management, Share Registrar,
Underwriting, Assets Managemet

Assets Managemet

B Share Registrar and Assets Managemet

Table-2
Number of Merchant Bankers by Type of Business:

Type of Merchant Banking Business Number
All Merchant Banking Business (Issue Management, Share Registrar,

Underwriting, Assets Management, Corporate Advisory) 6
Issue Management, Share Registrar, Underwriting 1
Issue Management, Share Registrar, Underwriting, Assets Management 10
Assets Management 7
Share Registrar and Assets Management 1

Source: SEBON

Under the category of consultancy services, merchant bankers will be permitted to
provide counsel on merger, asset valuation and business plan of corporate bodies, capital
restructuring, loan syndication and working capital financing. Similarly, consultancy
related to venture capital and wealth management of companies will also be provided by
a merchant banker.

SEBON is the regulatory body looking after the licensing and supervision of
Merchant Banking in Nepal. With the added list of services to the menu of merchant
banks, the market regulator has recently revised the paid-up capital for merchant banks.
For the Merchant Banks only providing investment and portfolio management services,
the paid-up capital has been fixed at Rs 5 crore. For those providing all above mentioned
5 functions, SEBON has set the paid-up capital of Rs 20 crore.
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In the meantime, there are few restrictions SEBON has enforced upon these merchant
bankers in order to discourage unprofessional practices in share market. It has barred
merchant banks from working as issue manager if they are the subsidiary of the parent
companies that are intending to float shares. Next, merchant banks cannot perform the
task if they happen to hold a major stake in their client companies which is issuing the
public shares. Similarly, a single merchant bank cannot perform the work of both issue
manager and underwriting while handling shares of their client companies as further
directed in SEBON guidelines.

Market Trend of Issue Management

The volume of merchant banking business has been growing in a cycle where a boom
was observed during 2008 and 2016. The reason behind such cycle and boom is the over
domination of banks and financial institutions (BFIs) in the Nepali capital market. This
means the higher the number of listed BFIs in the stock markets higher is the sensitivity
of the merchant banking business towards the changes in the policy related to the BFls.

This was clearly visible that when the central bank has announced the policy for
increase in paid-up capital of BFIs the amount of issued amount in the primary market
has increased by manifolds. The obvious reason is that the BFIs adopted the strategy of
raising capital base by issuing right share to the existing shareholders. In the meantime,
the growth of merchant banking business has also been supported by the increasing
number of companies willing to be listed in the secondary market. Latest examples are
rising number of hydropower, micro finance and insurance companies as well as few
manufacturing companies.

Figure-3: Total Amount of Issue Management/Primary Market Size (Rs Million)

Source: SEBON (note: 1993=1993/94....... 2017=2017/18)
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Market Share by Types of Issue and Manager

It is observed that more than half of the primary market of Nepali capital markets
was captured by the right issue in the year 2017/18. This is due to high pressure for
BFIs to meet the deadline for reaching out the minimum capital requirement set by the
central bank. Around 40 percent was coming from the Initial Public Offering (IPO)
and Further Public Offering (FPO) most of which was also from BFIs since some of
the old commercial banks opted for FPO instead of right share to meet their minimum
capital requirement. Finally, 10 percent of primary issue was from the mutual fund
schemes.

Figure-4: Instrument wise market share of issue in 2017/18

m IPO/FPO

M Rights

Mutual Fund

Table 3 shows that Siddhartha capital captured 20 percent of the total issued amount
in the year 2017/18 followed by Sunrise capital and NIBL Ace capital. CBIL capital and
Nepal SBI merchant bank are at bottom of the list with less than one percent market share
for the year.
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Table-3: Manager Wise Market Share of Issue Management in 2017/18

Issue Manager Issues Amount (Rs. Million) | Market Share
Siddhartha Capital Ltd. 8851.30 19.34percent
Sunrise Capital Ltd. 7932.24 17.33percent
NIBL Ace Capital Ltd. 6926.38 15.14percent
Citizen Investment Trust 6001.00 13.11percent
NMB Capital Ltd. 4003.92 8.75percent
Laxmi Capital MKkt Ltd. 3528.70 7.71percent
Nabil Investment Banking Ltd. 3157.96 6.90percent
Prabhu Capital Ltd. 2621.17 5.73percent
Global IME Capital Ltd. 1356.71 2.96percent
Kath. Capital Mkt. Ltd. 550.00 1.20percent
NIC Asia Capital Ltd. 446.45 0.98percent
Civil Capital Market Ltd. 207.80 0.45percent
Sanima Capital Ltd. 72.50 0.16percent
Vibor Capital Ltd. 55.00 0.12percent
Nepal SBI M. Bank Ltd. 30.00 0.07percent
CBIL Capital Ltd. 20.00 0.04percent

References

https://businessjargons.com/merchant-banking.html

Source: SEBON

https://www.sharesansar.com/newsdetail/merchant-banks-of-nepal-things-to-know

http://www.sebon.gov.np/public-issues-data

http://www.sebon.gov.np/guidelines
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Private Equity, Venture Capital & SIF
Regulation

m Deepak Sharma *

Background

Private Equity and Venture capital (PEVC) is newly introduced alternative financing
model in Nepal. Looking at the current trend PEVC could gain importance in Nepal.
According to World Bank Enterprise Survey 2013, 364 percent collateral is needed for
bank loans in Nepal which is way above the South Asian average. Only 35 percent of
Nepali firms have access to bank loans and access to finance has been identified as a major
constraint for 40 percent of Nepali firms. So, an alternative source of finance, risk capital
to be specific, was to give vibrancy to the business sector in Nepal. Nepal’s first onshore
PE fund with FDI, Business Oxygen Pvt. Limited, was established in 2012. At present
there are several offshore and onshore (with and without FDI) PEVC funds for Nepal.
The fiscal year 2018-19 budget mentioned about the promotion of alternative investment
such as private equity, venture capital and hedge funds. Until now, PE funds are set up in
traditional company form as investment company and are governed by Companies Act
like any other company. However soon after the announcement in the last budget speech,
Securities Board of Nepal (SEBON) took initiative to enact regulatory instruments to
govern PEVC in Nepal.

PEVC Regulations

SEBON issued “Specialised Investment Fund Regulation, 2075” (SIF Regulation)
to promote PEVC industry with effect from 6 March 2019 (22 Falgun 2075). This is
a milestone in Nepal’s PEVC industry. The regulation has been welcomed by related
stakeholders given the sector was waiting for a legal recognition and a framework for its
operation. The regulation recognises ‘fund’ and ‘fund manager’ separately. Fund manager
should be a company which can manage multiple funds and fund should be registered as
fund with SEBON. Since the industry is in a very nascent stage, there is a need of facilitator
than a regulator. The regulation encompasses this concept and has allowed hurdle rate,
management fees, fund tenure and size (within the limits provided by the regulation)
and carry to be as per the investment agreement. Qualification of fund manager, CEO &
director of fund manager, provision of independent director, roles and responsibilities of

* Investment and Finance Manager, Business Oxygen Pvt. Ltd.
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fund manager, minimum requirement of a fund, content of an investment agreement and
statute of fund have been outlined in the regulations.

Equity Investment Made Easy

Companies Act restricts a company to invest in excess of 60 percent of its paid-
up capital and free reserves or 100 percent of free reserves whichever is higher in any
other company. First amendment to Companies Act included “Investment Companies”
in the exclusion list from this restriction. Company Directive 2015 (Clause 90) again
put investment limit of 90 percent of paid up capital and 100 percent of free reserves on
those companies in the exclusion list. This means investment company wouldn’t be able
to invest 10 percent of their paid-up capital. What if an investment company uses debt to
make the investment? It was an ambiguous topic. Now a PE fund can be set up as a fund
and provisions of Companies act will no longer be applicable to a fund. The regulation
has solved the problem allowing a fund to take loan from international investors for
investment, however domestic loan has not been allowed yet.

Decision Making for PEVC Fund

In atypical PE fund, all investment decisions are made by an independent Investment
Committee and is supervised by an Advisory Committee. In acompany structure, decisions
made by investment committee had to be reapproved by board of directors as Office of
Company Registrar only accepts board minute for investment decision. This made the
process redundant and Investment Committee could not make independent investment
decision. Now, the regulation recognizes both Investment Committee and Advisory
Committee allowing a PE fund to operate as per international practice.

Streamlining of Approval Process

PEVC fund is one of the most effective means to provide businesses an access to
international fund. Large size projects and businesses may, on their own, pitch for FDI
but SMEs may not be able to access FDI which can be bridged by a PE fund. FDI in
PE fund, only from bilateral and multilateral organisations to begin with, is allowed by
the regulation which is a very welcome step. At the same time, FDI is not allowed in
investment business as Industrial Enterprise Act doesn’t classify investment business as
an industry. This issue needs to be addressed to avail funds with FDI. Each FDI must
pass through Department of Industries (DOI)/ Investment Board and Nepal Rastra Bank
for approval and Office of company registrar (OCR) for recording of investment in share
registry. Offshore funds have to go through all three bodies for each investment whereas
incase of onshore fund, it has to go through all three bodies once and thereafter go through
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DOI and OCR for each investment to be made. How will the regulation help to simplify
this process? If the regulation is going to add SEBON as another layer in the process, it
will lose its essence.

Blacklisting Exclusion & FDI restrictions for PEVC

NRB’s provision on blacklisting of defaulter blacklists shareholder holding more
than 15 percent equity and director of defaulter company which is a draconian provision
for PEVC funds. FDI investors are waived of the blacklisting provision but onshore
funds with FDI are not considered FDI investor for this purpose. Whereas Investment by
onshore fund with FDI is considered as FDI by DOI and needs to go through FDI process
at DOI for each investment. Current provisions seem to be biased against onshore fund.
Banks and Financials institutions are immune of blacklisting provision, similar immunity
should be provided to PEVC funds for level playing field. FDI is restricted in certain
sectors as outlined in negative list and minimum amount of FDI has been revised to
NPR 5 crore. In case of onshore fund with FDI, there arises two questions — 1. Will the
negative list be applicable when onshore fund with FDI makes its investment in portfolio
companies? (probably yes), and 2. Does FDI limit apply only when a foreign investor
makes investment into the onshore fund or also when the fund makes investment in
portfolio companies? It would be logical to apply the limit when FDI is brought into
the fund. If FDI limit applies to onward investment by fund, it will restrict SMEs, larger
segment of the economy, from access to funds with FDI.

Avoiding double taxation of PEVC Funds

Another important aspect to be discussed here is tax treatment on PEVC fund. The
regulation has allowed PEVC fund to register as fund but tax treatment is still not spelled
of which means there will be double taxation. Mutual funds have been exempted of
income tax as per Finance Ordinance 2070-71 and only 5 percent withholding needs to
be deducted while distributing income to unit holders. This is basically a pass-through
treatment of tax with a logic that mutual funds are just a SPV for investment and don’t
create income on their own, but pass return generated through investment to unit holders.
PEVC fund is special purpose vehicle which pools investment from different investors
and invests in portfolio companies. It is very much like a mutual fund from taxation point
of view, so same logic should apply to PEVC fund as well. Once pass-through treatment
of tax is available, more onshore fund will be attracted against current trend of offshore
fund.




e B i wnEE R 3 aTiiehicad favmTE, Rows

Lucrative Investment Sector

Investors assess return, liquidity and risk aspects before investment. Regulation has
reduced post IPO lock-in period to 1 year for promoter shares held by funds. Investors
(both domestic and foreign) would be more comfortable investing in PEVC funds
managed by professionals than invest in individual projects. In frontier markets like
Nepal, government’s approach towards a sector matters a lot for international investors.
Since PEVC sector is now formally recognised and regulated, this can be a lucrative
investment sector for domestic as well as international investors. We have been talking
about investment requirement for Nepal, Nepal is investment ready and others, at the
same time we also need to discuss of creative ways of channeling investment into Nepal.
PEVC is one of those channels.

Conclusion

SIF regulations is a beginning and one cannot expect it to be perfect already.
Harmonisation of different Act and regulation (like Industrial Enterprise Act, Income
Tax Act, FITTA etc.) in line with SIF regulations is needed. SIF regulations itself needs
to clarify lots of issues. SEBON should be able to function as facilitator on approvals,
regulatory compliance, tax matters and provide one-point solution in bringing investment,
creating fund and make investments. We have smaller funds at present, we can attract
sector agnostic and sector specific bigger size funds by simplifying the process. Growth of
PEVC industry can create a significant impact in Nepal’s economy by availing collateral
free risk capital making PEVC funds “an impact fund” in real sense.

*k*k
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Overview of Capital Market’s Role in Nepal

m CA. Thakur Jang Thapa*

Introduction

Capital Market can be defined as the market where suppliers and demanders of
long term capital or sources of finance are interacting or exchanging capitals for a price
determined by market mechanism in the form of returns to capitals. Capital Market is
divided into two segments securities and non-securities market. And the securities
markets can be classify into primary and secondary market. Primary market is the market
where first capital exchange happens between financiers and investors. Secondary market
or stock exchanges is the market where the listed shares can be traded further by initial
financiers if they need their money back and stock exchanges provide a platform where
financiers (or investors) are available for continuously and provide information on price
at which they can trade by continuously forming prices.

Historical Developments

History of global capital markets dates back to 1602 AD when a stock exchange
was established in Amsterdam, Netherlands and shares of Dutch East India Company
were traded initially. In Nepal, though issues of Nepal Bank shares were made in 1994
BS, secondary market got momentum formally only in 2033 BS after establishment of
Securities Marketing Center and then separation of regulator as Nepal Securities Board
and exchange as Nepal Stock Exchange in 2050 BS. Primary issues made by foreign joint
venture banks in the early 2040s BS such as Nabil Bank Ltd. (erstwhile Nepal Arab Bank
Ltd.), Standard Chartered Bank Ltd. (erstwhile Nepal Grindlays Bank Ltd.) and Nepal
Investment Bank Ltd. (erstwhile Nepal Indosuez Bank Ltd.) were remarkably taken by
the market back then. Post 2050 BS licenses were issued to stockbrokers, Issue and Sales
Managers and few Mutual Funds that enabled primary issues of around Rs. 5.42 billion
by multiple Companies in the decades of 2050s and NEPSE operated on open outcry
system of trade by brokers that saw trading volume of around Rs. 9.46 billion during
the period, Nepse index at 204.86 point and listing of 108 Companies at the end. In the
decade of 2060s BS many reforms were made to improve secondary market including
replacement of open outcry system by automated computerised trading system in 2064
BS, beginning of real time surveillance system, circuit breaker practice, OTC market and
trading of promoter shares, increasing number of stock brokers etc. In addition, CDS and
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Clearing Ltd. was established in 2067 BS as central depository system and a credit rating
Company ICRA Nepal Ltd. was also established in 2069 BS as joint venture with ICRA
Ltd., India which has collaboration with Moody’s rating agency. Accordingly, around
Rs. 66.06 billion worth of primary issues were made during the period, with secondary
market turnover of around Rs. 113.81 billion, Nepse index at 518.33 points and listing
of 230 Companies at the end. Reforms were continued and till the mid of 2070s decade
dematerialisation of securities has been made compulsory along with demat account which
has aided in full automation of secondary market, centralised application supported by
blocked amount (C-ASBA) has begun, margin trading regulations has been formulated,
and online trading of securities has also begun. Accordingly, around Rs. 153.40 billion
worth of primary issues were made during the period, with secondary market turnover of
around Rs. 633.71 billion, Nepse index at 1212.36 points and listing of 196 Companies
at the end.

Performance of Capital Markets in Nepal:

With more than 2 decades of capital market operations in Nepal, many reforms have
also been done to modernise it over the periods which have resulted in increased depth
and breadth of the markets. However, how it has fared in terms of its role can be inferred
from the following statistical charts:

Trend of Public Issue and Listed Securities
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Total Amount of
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Million)
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Source: Various annual reports of SEBON

From the above chart it can be seen that both the amount of public issue and paid up
capital of listed securities remained blow Rs. 50 billion until FY 2064-65 and the amount
of paid up capital of listed securities crossed Rs. 50 billion in FY 2065-66 while it took
FY 2073-74 for amount of public issue to cross the Rs. 50 billion mark. And by the end of
FY 2074-75 the amount of paid up capital of listed securities has reached Rs. 352 billion.
By the FY 2074-75 amount of paid up value of listed securities has been almost 14.53
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percent of the total amount of loans floated by bank and financial institutions which stand
at Rs. 2,422.78 billion while the amount of market capitalization of Rs. 1435.14 billion
has been almost 59.24 percent of the same in the FY 2074-75.
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Source: Various annual reports of SEBON

From above chart it can be seen that market capitalization of Nepalese capital market
was below Rs. 200 billion until FY 2063-64 coupled with very low percent of annual
turnover to market capitalization of below 10percent. The same turnover ratio continued
with exception of FY 2073-74 when annual turnover of 11.04 percent happened. The
amount of annual turnover was below Rs. 100 billion until FY 2071-72. The amount of
market capitalization has reached Rs. 1,435 billion by the FY 2074-75.
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From above chart it can be seen that the market capitalisation of stocks listed in Nepse
remained low compared to annual GDP until FY 2062-63 i.e. below 15percent. However,
with little bit of fluctuations the market capitalisation went up and is now 47.72percent of

annual GDP in the FY 2074-75.
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From above chart it can be seen that the index of all securities listed in Nepal Stock
Exchange (Nepse) had modest start hovering below 400 points until FY 2062-63. It
reached 963 at the close of FY 2064-65 and then went down to 363 at the end of FY 2067-
68. It gained momentum back again and it closed at 1,718 in the FY 2072-73 and finally
at 1,212 at the end of FY 2074-75. Accordingly, Nepse witnessed an average gain of 13
percent over last 25 years with highest gain of 100percent in the FY 2070-71 and highest
loss of 36 percent in the FY 2066-67.
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From above chart it can be seen that commercial bank securities dominate Nepalese
capital market with almost 52 percent share of the total in the FY 2074-75. Even more
so, if we see the combined total share of all banks & financial institutions plus insurance
companies it comes out to whopping 80.53 percent.

Appraisal of Role Played and Way Forward:

Given the fact that private sector in Nepal were formally promoted by the state
only after early 1990s AD and decade long insurgency that ended only in 2006 AD
the development of capital markets and the role it played cannot be underrated. This is
further supported by the fact of low literacy level among people and low income level of
Nepalese on the overall. Capital markets in Nepal has till now especially supported the
financial sector including banks and financial institutions and insurance companies in
raising public finance. Or with the regulatory requirement of compulsorily issuing shares
to public by such entities they might have floated such shares. However, this has added in
bringing transparency among banks and financial institutions and helped general public
in getting exposed to the capital markets activities.

Regulators have taken positive calls to help in the development of capital market by
making reforms on trading system, reporting requirements, provision of credits & credit
rating, mutual funds and dematerialisation of shares plus online trading lately. Market
has given returns to investors in better ways than on the deposits in banks and financial
institutions. The size of the listed paid up capital has been significant in relation to the total
loans advanced by banks and financial institutions and market capitalisation has become
around half of annual GDP of the country. However, capital market in Nepal has failed
to attract real sectors in the past except hydropower companies which is also required
to issue shares to project affected areas at least of 10percent. But the recent premium
pricing provisions have put some incentives for real sectors to come forward along with
existing provision of some tax rebates. These developments along with historical return
record could help entrepreneurs of Nepal in raising much needed risk capital to finance
their ventures. So in the coming days more IPOs could be expected from real sectors to
that would help balance Nepse and make it a true barometer of economy as is generally
expected. The following improvements seem to be made in the Nepalese capital market
to give it further boost:

Demand Side:

1. Expand the brokers’ network to whole of the country.
2. Provide broker license to BFlIs, subsdiaries
3. Engage in literacy and awareness campaign to general public.

N
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Make provisions to facilitate NRNs to enter into markets.
5. Make arrangements for bringing in Foreign Institutional Investors (FIIs) in

market.
6. Provide concessions, facilities and incentives to investors investing for longer
terms.
Supply Side:

1. Implement the provision of compulsory public offering by the companies
exceeding certain thresholds.

Make arrangement of free pricing and any stage issue by the companies.
Provision of additional facilities, concessions and incentives for companies to go
public.
Infrastructure Side:

1. Promote online trading system and link it to bank balances.

2. Making arrangement of derivatives trading such as options and futures.

3. Establishment of capital markets research and learning centre.

4. Provision and promotion of financial advisory services at least cost.

Referencce

www.mof.gov.np

www.nrb.org.np

www.sebon.gov.np

www.nepalstock.com

Annual reports and publications of NRB, SEBON and NEPSE.
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Capital Markets and Real Sector Financing;:
Prospect and Challenges

m Kul Prasad Pandey*

Introduction

There are multiple and superiors’ theoretical as well as practical benefits of public
limited companies than others form of business. In the world, 10 percent public limited
companies earned 80 percent profit. Public companies are large capital based company,
large scale of production, low cost, large market share that can absorb wide range of
risks. They have absolute right for initial offer share and debentures to the general public
and can trade through secondary market. The public company has facilities widen the
capital issuing the various kinds of instruments convertible or unconvertible debenture,
bond, preference share and equity share. Public company are flexible to use various
instruments of capital raising tools whenever necessary for business to reduce cost, short
term or long term for the portfolio management The large bases of shareholder, debenture
holders and stakeholders are assets for the companies make goodwill, image and prestige
of the company. Listed companies are required to follow additional standards, disclose
information, fulfill regulatory procedure and adopt the system prescribed by laws and
regulations. Therefore, customers, shareholders, stakeholders have great trust in the listed
companies rather than private and public companies. This larger network added the public
image building, expanding markets, building confident for the investment and diversify
the risk based.

International experiences

International studies showed that manufacturing firm and large size or high earning
volatility is used boarder based of equity capital. The studies showed that larger equity
based firms are suitable for the higher percentage of debt in low cost. Larger firms are
more attractive to lenders, and hence, more profitable loans. Similarly, larger firms have a
higher degree of market power. Corporations have more sophisticated systems of financial
management and reporting which provides an advantage in dealing with lenders.

Companies themselves are considering, highlighting and working towards the social
sector being corporate citizenship, social entrepreneurship, corporate governance weaker
group protection, total quality management and business ethics for sustainability of
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business and creates the ownership of stakeholders. Companies are adopting these for
the ethical ground, emotion and to create the ownership of the society making high profit,
cover the large market, substantially reduced the promotional and operational cost. Public
limited companies are voluntarily disclosing the information, believed in transparency,
hiring the independent and professional directors, gender and cultural balancing. These
types of practice are essential to survive, growth and market expansion in recent days.
Many countries are incorporating these recent concepts in their laws and applied.

Incentives for the listed companies

The government announced the various facilities and incentives to promote listed
companies with the aim to overall development of economy. Government focused on real
sector as priority one and priority two for the sustainable development, poverty reduction,
export promotion, expanding employment base. Government is motivating the general
public announcing the sologan ‘Nepal Ko Pani Janata ko Lagani'. Various laws, policy
are formulating in line with the promotion of listed companies. The government has been
playing proactive role to create international market access. Government basically offers
these particular incentives for the promotion of public limited companies.

1. All productive sector companies having capital of one billion or more will be
required to convert themselves into public limited companies and get listed with
the stock exchange.

2. Real sector companies need to pay only 20 to 25 percent, financial sector 30
percent income tax where as natural person generating income from employment
and business need to pay up to 36 percent.

3. Income tax proposed for special industry with the investment and providing
employment more than five hundred thousands Nepalese citizens will have
facilities of full income tax exemption up to five year from date of operation and
15 percent rebate in the subsequent three years.

4. Ten percent income rebate for any private companies converted into public
companies which have paid up capital five hundred or more than five hundred
million from the date of conversion for the three successive years.

5. Listed special industry, tourism, hydropower production, transmission and
distribution companies and industry established bio tech park, technology
park and specified area for the software development, information processing,
cyber café, digital mapping industry will get additional 15 percent tax rebate in
applicable income tax
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6. Capital gain taxes for the listed share are subject to 5 percent income tax where
as unlisted share are at least 10 percent on applicable tax rate, which is lowest in
many countries of the world.

7. Individual received interest from listed bond and debenture are subject to pay five
percent income tax but tax on normal interest income on fifteen percent.

8. Five year income tax holiday for the tourism industry having more than two
billion capitals, resort and hotel established except other than the area of
metropolis and sub metropolis and 50 percent rebate on applicable income tax
rate for subsequent three years

9. Theincome tax rate the dividend distribution is only five percent for the promotion
of public sector investment. This is lowest rate in comparison to other countries.

Challenges for promotion of listed companies

Several international experiences showed large size public organisational with the
ownership participation of general public are more profitable, stable and high return
firms. More transparent and corporate governance firms are enjoying low cost of capital.
The specialised regulation of companies have better image. Despite all these facilities
the numbers of listed companies in Nepalese secondary market are 209 in 2019 which
was only 193 in 2018. Even this is increasing trend but only 13 percent of registered
public limited companies at company registrar office 1582 up to 2019. Registered public
limited companies are only 7 percent among the 2,10,000 total companies registration at
companies registrar office. Among the listed companies more than 80 percent represented
the financial sector. Only 17 percent real sectors companies are listed where the share of
real sector is dominant in national economy. Majority of them are service sector rather
than the manufacturing sector.

In this regard, the few findings are listed here based on opinion and observation
of major investors in Nepal regarding the awareness on benefits of public companies,
challenges they faced or probable challenges to be a public company.

Many business persons have perceived and observed positively regarding force
conversion to the listed company. They argued that public company can have many
benefits than the private and family based business. The companies are professional,
suitable for the high risk bearing and large market focused companies, low promotional
cost, more trust in general public.

@
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Formality and Compliance cost

Many business houses suggested reducing the multiple, double and complex procedure
of the incorporation, operation and exit of the firm. Compliance cost is too high. Single
firm should need to prepare various documents to register and get approval from various
agencies in their own format. The lengthy procedure of multiple agencies, hidden cost at
multiple times and multilayer are major challenging factors. The cumbersome process
demands serious of cost / procedures formally and informally.

It is estimated that businessmen need to pay bribe depend upon the nature of business
from 5 to 15 percent every year almost regulating agencies. Problems of the under billing
and unrecorded business have been challenged for the further formalize business and
establish public limited companies. This practice has increased the threats to be transparent
public companies.

Businessmen have concerned on cost of public offer, listing fees, annual fees and
fulfill requirement of prevailing laws, regulation and compliance such as publication of
quarterly and annual report, AGM and preparation of professional document and submit
the document in multiple institutions. Many of the businessmen argued that decision
making procedure are more complex in comparison to private companies and roles,
intention and quality of public directors seems are not business friendly. Businessmen
blamed that unstable and controversial business policy is challenging factor for long term
business, therefore they are not interested to diversify the business, looking in short term
rather than long-term vision and brand image.

Professional Manpower

Businessmen are searching innovative, professional, reputed convincing person or
institutions that have ability to predict the international business environment, identify
the potential market, rating risk and analyse the future scenario for the expansion of
business. Investors should have trust in management, independent director and public
director to delegate the power should have available persons in the market that has ability
to demonstrate the performance, assume responsibilities and accountabilities. They
felt that it is very hard to find the person who has knowledge of management, business
environment and abilities implement the ideas in Nepalese markets in competitive cost.

Business Opportunities

Businessmen believed that they choose the business firm the capital needed, market
they target, risk they predict, nature of business they want to do and growth opportunities
in the future. Another concerned of the businessmen is those publics are not interested in
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initial stage due to fear of loss. But businessmen established business loosing many other
own opportunities and devoting the productive time. In this regard, they are not willing
share passive partners as well as opportunist shareholders in minimum price. There asked
to promote free pricing to sell the share to the public.

Robust Regulating agencies

There is no dedicated agency to promote, protect and lobbying for the policy making,
regulation coordination and facilitate the business like NRB, Insurance board. Robust
regulator builds business confidence to establish public companies.

Conclusion

Investors are more interested to handle the public limited company, to be directors
they feel proud being the directors of companies, customers trust in products, shareholders
want to associate with the public limited companies, regulator and government always
want the state of public limited companies and general public always have sympathy with
public companies even though we do not have such model public limited company.

In my observation, many businessmen viewed that need strong a professional agencies
to motivate and protect the business. The active involvement of the professional body
such like SEBON / other particular agencies build the confidence of investors, increased
image, strengthen the corporate governance practice. The SEBON can assumed these gap
and to fulfill the aspiration of government, investors and general public. Its impact will be
multiple times to individual’s initiations.

*k*
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Prospects for the Commodity Derivative
Markets in Nepal

= Basu Dev Upadhyay*

Introductory Remarks

Three major financial instruments can simply be found in the world: equities, bonds
and derivatives. Simply, derivatives are securities whose value is drawn from one or
more essential variables referred to as base. The derivatives are financial instruments in
the form of contracts, that are based on derived assets known as underlying assets and
those underlying assets can be commodity, currency, stock, bond, market indexes, interest
rates, precious metal, and indices of commodities. Four most common types of derivative
instruments are: forwards, futures, options and swaps/spreads.

The commodity markets can be considered as oldest current markets in the human
history. Chorafas (2008) stated that the existence of derivative instruments and markets
dates back to the seventeenth and eighteenth century’s forward contracts in commodities,
particularly rice, were traded in Japan (p.29). The researcher explained that “instrument
features that today are considered to be characteristic of modern derivatives exchanges
emerged during the second half of the nineteenth century on Chicago’s commodities
exchanges” (p.3).

Commodity Exchange and Hedging

A commodities exchange is an exchange where various commodities for example,
agricultural products, precious metals, and raw materials, and derivatives instruments are
traded. In the commodity market, the widely commonly dealt derivatives are futures and
forwards. It’s well known fact that trade in commodity derivatives — such as oil futures —
has grown tremendously over the last few decades. Commodity futures exchanges allow
for risk transfer and provide a valuable price detection platform that reflects the combined
views of all market contestants with regard to the future supply and demand prospects of
a commodity. Thilaga and Rajkumar K.P. (2018) argued that a particular futures exchange
sets a standardised contract that includes the transaction price, tons, place of deliveries,
the type of the commodity, as well as the quality of the commodity to be delivered from
one place to another or one person to another (p.7).

* Lecturer, Tribhuvan University
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Additionally, derivative security’s pay off is linked to another already issued financial
instrument or commodity where delivery of financial claim or commodity held on
predetermined future date. Such types of securities help to improve market efficiencies
because risk can be isolated by means of derivative instruments. Moreover, derivative
securities provide an opportunity through which price risks can be reduced with
commodity through hedging. Emphasising the role of derivative markets, Vo, Huynh,
Vo and Ha (2019) explained that the derivatives markets offer an effective mechanism
that facilitates the sharing of price risks for commaodities traded on the markets, helping
producers deal with price volatility (p.1). The researchers stressed that it also serves
as a key role in smooth hedging and risk management by enhancing capital inflows in
emerging and developing countries (p.1).

It is well known fact that standardised contracts and organised commodity exchanges
offer liquidity to facilitate closing, reducing, expanding and/or opening hedges. Chidaushe
(2018) argued that derivative products are used to hedge against weather risk and price
risk arising from the fluctuation of prices of currencies, commodities, energy products
and metals (p.54). The researcher further said that derivative products are useful for price
discovery of currencies, commodities, energy products, metals and a variety of other
products including in real estate (p.55).

Historical Development and Evolution of Commodity Derivative Markets

In Nepal, commodity derivatives have been practiced directly or indirectly since
ancient time, although no research findings so far has been found as yet. However, a
modern practice of commodity derivative are in early state of development. Commodity
derivative markets started in Nepal since 2006 with the establishment of Commodities
& Metal Exchange Nepal Ltd (Adhikari, 2011, p.20). He accounted that the commaodity
market had been growing with the establishment and operation of five exchanges in a
short span of time (p.20). Dipesh (2011) revealed that three commodities exchanges-
Commodities & Metal Exchange Nepal Ltd (COMEN), Mercantile Exchange Nepal Ltd
(MEX) and Nepal Derivative Exchange (NDEX)-were working to provide investment
opportunities to around 2,000-3,000 people. The majority of transactions of commodities
exchange were in gold and crude oil, products not produced in Nepal.

In addition to these three exchanges, other commodity exchanges that were operating
in Nepal were: Wealth Exchange Nepal (WEX), Commodity Futures Exchange (CFX),
and Everest Commodity Exchange (ECX). Moreover, there were some exchanges on
pipeline in Nepalese market (Basnet, 2012). May 2, 2018, Nepal Commaodities Exchange
signed the memorandum of understanding (MOU) with Derivative and Commodities
Exchange Nepal Ltd. (DCX) and Commodities Exchange Nepal Ltd (COMEN). This
was a significant progress to setup a full-fledged regulated exchange. As a nationwide
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self-regulated exchange, DCX was registered in 2011 under the Companies Act 2006
(*Three Commodity Exchanges of Nepal- NCE, DCX and COMEN Signs MOU; Joint
Application Lodged Paid up Capital of Rs.80.6 crore,” 2018, p.1). Securities Board of
Nepal (SEBON) Annual Report shows that five institutions have submitted application
to the SEBON for approval to operate commodity and derivative exchange in Nepal
(SEBON, 2075 B.S., p.29).

Current Regulatory Provisions of Derivative Markets

In Nepal, commodity markets have been growing steadily, even though, there has
been irregularities in the past some years. SEBON has now come in to bring orderly
commodity exchange market in Nepal after issuing Commodities Exchange Market Act
2074 by the Government. SEBON had implemented Commodities Exchange Market
Regulation 2074 under Commodities Exchange Act 2074 on Bhadra 14, 2074 after
approval from Nepal Government (“SEBON Rolls out Commaodities Market Regulations”,
para.1l).The new laws did not recognize the companies that were already registered and
providing commodity exchange services to their clients. They had to follow the rules
as per the provisions of new laws if the companies were to do business in the future
(“Old Companies Short-Changed by New Commodity Rules,” 2017, p.1). In addition
to the existing legislations, necessary Bylaws and directives related to commodity and
derivative markets have not been formulated yet.

Potentiality of a Full-fledged Commodity Derivative Marketss

Commodity derivatives have many uses no matter whomever else for example
farmers, manufacturers, investors, corporations, international traders and nations in
general. In addition to different uses of derivative markets, it helps in implementation
of monetary policy. Evidencing from developed economy, Gupta (2004) studied in the
USA and found that the existence of derivatives markets speed up the conduction process
of monetary policy by making market more inclusive (as cited in Ifeanyichukwu, 2013,
p.670). The monetary policy goals of most central banks are focused on stabilising the
economy. Taylor (2011) explained “treasurer in a risk adverse firm may use derivative to
hedge while a treasurer in a profit-centered firm may use derivative to speculate” (as cited
in Ifeanyichukwu, 2013, p.670). In this way, derivatives can lead to future prosperity and
growth.

Ifeanyichukwu (2013) argued that those derivatives play a vital role in the
development and growth of the economy through its crucial role of price discovery, market
completeness, risk management and market efficiency (p.668). However, the researcher
had a bitter experience with the Nigeria’s corruption and lacking of derivative markets.
The researcher further stressed that “although, Nigeria is rich in natural resources such as
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oil and gas and minerals, poor infrastructure, corruption and absence of robust financial
and derivatives market has not helped in transforming the abundant resources to real
economic gains and transformation” (p.668).

In fact, derivatives have not only successful stories but also have serious consequences.
The Great Recession—which officially lasted from December 2007 to June 2009—began
with the bursting of an 8 billion dollar in housing bubble. Highlighting the consequences
of financial crisis, Flitter (2018) noted that, “when fatal problems at Lehman Brothers
caused a tidal wave of troubles at other banks that were connected through derivatives”
(para.8). It reveals that derivative connected troubles have occurred in the developed
markets. However, in this paper mostly positive aspects of commodity derivatives markets
are highlighted.

Obviously, derivative market is an appropriate mechanism for risk management in
Nepalese context. Unlike securities markets, the Nepalese commodity derivative markets
haven’t boomed yet and it appears to have been less common to most of the investors.
Khatiwada (2018) stressed that in Nepal, we are limited to equity trading in the capital
market. But if the commodity market gets flourished then we will have two alternatives
for investment. If equity market is not performing well then we can shift our investment
in the commodity market and vice-versa (p.1). In this context, Nepalese market could
be better performed. Nepal may not be sound financially but it does have rich natural
flora and fauna, agriculture products, indigenous knowledge of different ethnic groups
along with diversified cultures. A well developed commodity derivative markets would
eventually pave the way for economic well being of the nation.

Among the Nepali flora, yarsagumba (Cordyceps sinensis)- also known as
Himalayan Viagra (including other medicinal and aromatic plants) would give a better
result if such products were to be included in the Nepalese commodity and derivative
markets. Till date, farmers, yarsagumba vendors and collectors as well as other herbal
vendors’ hedging- instruments yet to be introduced. The commonly traded commaodities
in the Nepalese exchange market are agricultural products, precious metals and other raw
materials (like wheat, barley, sugar, maize, cotton, cocoa, coffee and milk products); and
contracts based on them (“Commaodities Exchange Market Act Endorsed”, 2017, para.l).
Indeed, Commodities trade in physical (spot) markets and in futures and forward markets.

Nepalese Commodity Derivative Markets: Present Circumstances

Irrespective of potentiality of commodity and derivative markets, currently, Nepal
has been facing various types of problems. Firstly, it lacks strong regulatory framework.
Secondly, hedging mechanism is yet to be enhanced. Thirdly, necessary bylaws, directives
and other laws have not been formulated, enacted and updated yet for smooth functioning
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of the markets. In the developed markets, laws are revising time to time to close existing
loopholes in the laws. Surprisingly, there still appears a loophole even after revising and
closing loopholes in the laws in the developed markets. London based Goldman Sachs
International and Goldman Sachs International Bank is subsidiaries of Goldman Sachs
Group. On a recently reported article by Flitter (2018) has explained that “US regulators,
however, get detailed information only about the derivatives traded by Goldman Sachs
International. Thanks to aloophole in laws enacted in response to the financial crisis, trades
by Goldman Sachs International Bank don’t have to be reported” (para.3). Surprisingly,
both of the subsidiaries firms do the same business but one have to report and another do
not. After Great Depression 2007-09, some laws were enacted in the developed markets.
However, Goldman Sachs case shows that there are still loopholes in the laws after
enactment of new laws.

Fourthly, Nepal has no securities market regulator-operated autonomous securities
market institute. Fifthly, Nepalese market shorts of doing business with more nationalistic
ideas than doing business with other ideas. In this way, prosperity could be a serious
concern without having nationalistic economic models in Nepal. Sixthly, some aid agency
funded projects, policies and plans might have a chance of their influence. Sometimes,
it creates problems. Seventhly, it lacks full-fledged commodity and derivative market
with necessary resources including required number of commodity derivative markets
related professionals and terminal warehouses. Although, different universities have been
offering suitable finance courses including commodity derivative markets; Nepal has a
limited culture of having regular interaction between academicians and practiceners to
make curricula more practical.

Eighthly, our market is in growing stage. So the market seems to have been done
little for transparency, fairness and credibility. Ninthly, it seems no appropriate rooms
and necessary legislations for yarsagumba (also known as Himalayan Viagra) and other
medicinal/ aromatic herbs vendors and collectors, and farmers in the commodity and
derivatives markets of Nepal for hedging and other purposes. Although, Nepal is an
agrarian country and it has rich flora. Tenthly, Like Nigeria as stated by Ifeanyichukwu
(2013, P.668), Nepal’s position on the latest Corruption Perception Index has worsened
from last year, falling t0124 from 122 in 2017. The index published by Transparency
International (Shrestha, 2019, para.1l). Therefore, corruption has negative impact on
financial markets including commodity derivative markets.

Conclusion and the Way Forward

A number of concluding points for the way forward can be extracted on the basis of
prospects for the commodity derivative market in Nepal. In spite of some consequences,
commodity markets have more benefits for agrarian country like that of Nepal. It plays
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a vital role in the development and growth of the economy through its key role of price
discovery, market completeness, risk management and market efficiency. If commodity
and derivative market gets flourished in Nepal, then investors will have another investment
alternative and these instruments will be used for hedging risk and eventually those all
pave the way for prosperity.

The following are the key concluding points for the way forward:

1.

Existing legislations have paved the way for the development of commodity
derivative markets in Nepal. However, much remains to be done on this regard
and strengthen SEBON as an apex regulator of commodity derivative markets.

If the derivative market gets burgeon then Nepalese will have more hedging
opportunities.

Necessary legislations should be promulgated; they have not been even formulated
yet which are very essential for the smooth functioning of commodity derivative
market. No loopholes should be left in the laws as stated earlier that such loopholes
could have found after addressing in the laws of developed markets.

Securities market regulator-operated securities market institute should be started
for basic level training and education related to commodity derivative market.
On this regard, Upadhyay (2017) argued that “the proposed securities market
academy shall be run as an autonomous institute of SEBON that would be the
best structure for forming a securities market academy in Nepalese context”
(p.237).

Nepal’s universities including Tribhuvan University have been offering higher
level finance curricula including commodity derivative market courses but
there should have a better interaction and cooperation between academia and
practiceners before launching curricula. But these practices have not been robustly
practiced yet in Nepal. Regular interaction between them helps in fulfilling the
required number of commodity derivative markets talents. Universities should
design more practical and both Nepalese market as well as global market-fitted
curricula in which students can easily be entertained.

Reduce overdependence on donors for maintaining sustainability; it seems
that some donors might have political leverage. But foreign investors are most
welcome. Hence, it would be wise to accept the projects that fall within our
priority sector. However, do not hesitate to take technical and other supports from
the developed and emerging economies by keeping our national interest in the
center. They must be acknowledged for their invention, innovation and sharing
technologies and also thanks for spending huge amount of money in R&D.
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7.

10.

11.

Prosperity could only be possible through commodity and derivative market, if
business is done with more nationalistic ideas than other ideas. In this context,
Mahathir (1970) argued that “a number of prominent Malays gave their moral and
material support to the bank. A fairly considerable sum of money was collected,
and the bank started business with more nationalistic ideas than business acumen”
(p.38). As Henry Ford said that mere money chasing is not a business. When
commodity and derivative market widens, farmers, manufacturers, investors,
corporations, international traders and nations in general will be benefited.

Full-fledged commodity and derivative market should be developed with
necessary resources including required number of commodity market related
talents. In Europe, small and dynamic economies such as Finland and Ireland
have becomes of models of knowledge based growth. They have “knowledge
economy” and they are also well known for social justice.

Make a suitable environment for Nepali farmers, yarsagumba and other medicinal
and aromatic herbs vendors and collectors so that they can take benefit from
the commodity and derivatives markets of Nepal through hedging and other
instruments. They have been loosing money due to price volatility.

For maintaining transparency, fairness and credibility in the markets, corruption
must be controlled. If there were no good governance and corruption-free
mechanism, then general people otherwise would think all the plans and policies
as tall promises, no matter even a handful people have been currently benefited
from the existing-state-mechanism.

If commodity and derivative markets were to be developed properly; Nepalese
stock market would also be developed; then eventually “New Nepal” would surely
becomes prosperous. Apparently, when prosperity comes and “New Nepal” bears
fruits, not only a segment of Nepalese people, but also mass people should be
benefited.
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Credit Rating Business in Nepal:
Opportunities & Challenges

m Shyamu Mandal*

General Background

Credit rating is the opinion of Credit Rating Agency (CRA) expressed in
alphabetical or alphanumeric symbols regarding the relative capability of a corporate
entity to service its debt obligations in time with reference to the instrument being
rated. In other words, it is a symbolic indicator of the opinion on the future ability
and legal obligation of the issuer of a debt instrument to repay the debt as per terms
of the issue. As Credit Rating Agencies (CRAS) assign rating in the symbols and
publish explanations for their symbols used as well as the rationale for the ratings
assigned by them, it helps investors to facilitate deeper understanding of the debt
instruments on the basis of their underlying credit quality. Thus, rating assigned
by CRAs merely express an opinion on the credibility of the entity and can not be
considered as recommendation.

CRAs in Nepal provide rating and grading services. Under rating services, they
offer services such as rating of Bonds/Debentures, Bank Loan Ratings (BLRs), Issuer
Ratings and Fund Management Quality Ratings (FMQRs) whereas under grading
services, they offer grading of equity (IPOs, FPOs and Rights). The services provided
by CRAs are beneficial to investors, issuers, intermediaries and regulators. Credit
rating (i) gives an idea to the investors to establish a link between risks & return for
investment decision, (ii) provides wider choice of investments, (iii) helps banks in
credit appraisal & decision making process, (iv) helps the newly established firm
and other issuers to raise funds easily, (v) assist to reduce time involved in obtaining
loan approval from banks, (vi) helps the newly established firms to get recognised
and built up company image, (vii) helps to reduce cost of borrowing for highly rated
firms, (viii) helps to reduce cost of public issues, (ix) assists the firms for getting
idea for self correction and improvement, (x) helps merchant bankers for pricing,
placement and marketing of the issues and (xi) helps regulators to protect investors,
maintain fair and transparent financial system, market discipline.

* Assistant Director, Securities Board of Nepal




U B i wnEE R 3 aTiiehicad favmTE, Rows

Historical Perspective

Mercantile Credit Rating Agency, the world first credit rating agency, was set up
in 1841 in New York to rate the ability and financial strength of merchants to repay
their debt or financial obligations. Later on, this company was taken over by Robert Dun
and became R.G. Dun and Company in 1859. This company published its first rating
guide in 1859. John Bradstreet of Cincinnati founded a similar firm, second rating agency,
in 1849, and published the world’s first commercial rating book in 1857. The second
agency, established by John Bradstreet was later merged with first agency to form Dun
& Bradstreet in 1933 which became the owner of Moody’s Investor’s Service in 1962. In
1900, John Moody laid stone of Moody’s Investors Service and published his ‘Manual of
Railroad Securities’.

The expansion of credit rating industry was seen during 1920’s when the Poor
company entered the bond rating business in 1916. The company merged with Standard
Statistics, another information and ratings company, in 1941, to form Standard & Poor’s
(S&P) which was subsequently taken over by McGraw Hill in 1966, the publishing
giant. Moody’s and S&P, the original ratings agencies, remain by far the worlds largest
such firms. Between 1924 and 1970, no major new rating agencies were set up. But
since 1970’s, a number of credit rating agencies have been set up all over the world
including countries like Malaysia, Thailand, Korea, Australia, Pakistan and Philippines
etc. Standard & Poor’s, Moody’s Investor Service and Fitch Rating Agency are the most
renowned credit rating agencies throughout the world.

The history of credit rating business in Nepal is not so old. ICRA Nepal Limited (a
subsidiary of ICRA Limited of India) was incorporated in 2011 as the first rating agency
in Nepal and commenced rating services from October, 2012 after getting license from
Securities Board of Nepal (SEBON). The second rating agency, CARE Ratings Nepal
Limited (a subsidiary of CARE Ratings Limited, India) got license from SEBON in
November, 2017 to carry out credit rating business in Nepal. Dun & Bradstreet (D&B),
Dubai has got Letter of Intent (LOI) from SEBON to establish a credit rating company
through joint venture with its local partners. The ICRA Nepal and CARE Ratings Nepal
have assigned various rating and grading to the various products and sectors such as
banking and financial institutions, hydropower companies and insurance companies etc.
These two rating agencies have established their creditability through their independence,
professionalism, continuous research, efficiency in business, consistent efforts and
confidentiality of information.
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Legal Provision related to Credit Rating

SEBON as the regulator of CRASs operates under Securities Related Act, 2063 and
SEBON Regulations, 2064. With an objective of regulating the credit rating activities,
SEBON, in exercise of the power conferred by Section 116 of Securities Related Act,
2063 (2007) and upon the approval of the Government of Nepal has made the Credit
Rating Regulations, 2068. As per regulation 4 of Credit Rating Regulations, 2068, any
body corporate incorporated as a credit rating agency in the foreign country or engaged
in the credit rating business by establishing a subsidiary company having qualification
as of sub-regulation 2(b) of regulation 15 of Credit Rating Regulation, 2068 shall obtain
LOI from SEBON to establish a credit rating company as per existing laws through joint
venture with its local partner in Nepal by holding at least 51 percent and not more than 75
percent share ownership in the proposed credit rating company. Similarly, the applicant is
required to furnish all the documents mentioned in the sub-regulation (2) of the regulation
4 of Credit Rating Regulation, 2068 to SEBON to obtain LOI. SEBON, on being satisfied
that the applicant is eligible, shall grant LOI to the applicant in the format as prescribed in
schedule — 8. The applicant is required to set up a credit rating agency within the 2 years
from the date of LOI received.

Any body corporate willing to operate Credit Rating Agency shall be required to
submit an application as prescribed in schedule — 1 along with the fee as prescribed in
of schedule — 2 to SEBON. Along with the application, the company is also required
to submit (i) a copy of registration certificate, (ii) copies of memorandum and Articles
of Association, (iii) Details regarding Director and Chief Executive as prescribed in
schedule — 3, (iv) Details and documents regarding promoter company of the CRA
as prescribed in schedule-4, (v) Decision of Board of Directors regarding obtaining
the license of CRA and (vi) business plan including projected financial statement for
upcoming three years.

SEBON shall examine the application along with documents including details
received and upon examination of the application, if it is satisfied to grant license, SEBON
shall inform the applicant to develop infrastructure required for operating CRA within
the six months from the date of letter received. The applicant should inform SEBON
regarding the completion of infrastructure. Within 30 days of receiving the information
of completion of infrastructure SEBON shall make on-site inspection and inquiry. If the
infrastructure developed is found appropriate for the operation of the CRA, SEBON shall
inform to submit license fee pursuant to schedule -2. After receiving fees, SEBON shall
issue license in the format as prescribed in schedule — 6.
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Regulatory & Institutional Framework

Institutions involved in the credit rating business can be categorized into four types
- regulators, CRAs, issuer/borrower and Bank & Financial Institutions and investors.
SEBON as regulator has power to regulate the credit rating activities of CRAs.

SEBON

Banks &

‘ Financial

, Institutions/

Investors

CRAs
Issuers/Borrowers
Rating: Grading:
- Ratings of Bond/Debentures - Grading of IPOs,

_BLR FPOs and Rights

- Issuer Ratings

- Fund Management Quality
Ratings

Fig: Regulatory & Institutional Framework for Credit Rating in Nepal

The CRAs must follow the guideline issued by the SEBON and they are also required
to ensure that all the rules and regulations of SEBON have been complied within specified
time. CRAs need to keep and maintain the books of accounts, records and documents for
a minimum period of five years. Similarly, they also have to appoint a compliance officer
who must be responsible for monitoring the compliance of the Act, rules and regulations,
notifications, guidelines, instructions etc. issued by SEBON. CRAs must abide the Code
of Conduct contained in the Schedule-10 of Credit Rating Regulations, 2068. Every CRA
should carry out periodic reviews of all published ratings of the securities for at least
three years, provide definitions of the concerned rating along with the symbol and also
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state that the ratings do not constitute recommendations to buy, hold or sell any securities,
submit the quarterly reports to SEBON regarding the credit rating activities.

Similarly, Banks & Financial Institutions uses the Bank Loan Rating (BLR) assigned
by the CRAs in their credit appraisal of the clients. Nepal Rastra Bank (NRB), in its
monetary policy for FY2018/19, has made BLR mandatory as a basis for loan appraisal
for the sanction/renewal of bank lines of credit for the Loan limits of NPR 500 million or
above (funded as well as non funded).

Opportunities

Along with the development of Nepalese capital market, the history of credit rating
business in Nepal is not so old. It has been started in 2012 after the establishment of
ICRA Nepal Limited with 51 percent shareholding of ICRA Limited, India. Currently,
two CRAs, ICRA Nepal and CARE Ratings Nepal, are operating credit rating business
in Nepal. D&B, Dubai has also got LOI for establishing CRA. As Nepalese economy
Is growing, there are numerous opportunities for the CRAs such as: (i) credit rating is
mandatory for the public issue and right issue of share amounting Rs. 30 million and
above, (ii) numerous mega projects in hydro sector would be established in the coming
year that increases business for CRAs, (iii) NRB, in its monetary policy for FY2018/19,
has made BLR mandatory as a basis for loan appraisal for the sanction/renewal of
bank lines of credit for the Loan limits of Rs. 500 million or above (funded as well as
non funded), (iv) since Nepal has become federal republican democratic country and
Government of Nepal (GoN) has targeted for high economic growth, GoN and local
municipality is planning to issue government bond/municipal bond to collect the funds
required for the development activities, (v) GoN and SEBON has encouraged real sector
companies to be listed in capital market by making provision of only 10 percent of paid
up capital can be issued to public at premium price and 15percent tax rebate.

Challenges

Although there are numerous opportunities for the credit rating business in Nepal,
there are some challenges such as: (i) to educate investors regarding the credit rating
symbols and make aware that the ratings do not constitute recommendations to buy, hold
or sell any securities, (ii) delay in providing required information by the issuers resulted
delay in assigning rating, (iii) no major support from banks and borrowers in the case of
BLR as they do not get tangible benefits from the credit rating, (iv) to handle unnecessary
pressure from issuers in the process of ratings, (vi) periodic surveillance of rating assigned
and (vi) frequent changes in governing rules and regulations.
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Conclusion

CRAs plays tremendous role in the development of capital market. It helps investors
to establish a link between risk and return for the investment decision. Similarly, newly
established firms, issuers and borrowers are benefitted from credit rating for easy raise of
funds and reduced cost of borrowing. Thus, regulator of credit rating needs to amend the
rules, regulations and guidelines related to credit rating on time to protect the investors and
maintain market discipline. Similarly, regulator should also focus on maintaining fair and
transparent credit rating business by regularly supervising and monitoring the activities
of CRAs. As large number of investors are unaware of credit rating symbols, the market
players as well as regulator need to educate them regarding the symbols and definitions
of credit rating and also inform them that ratings do not constitute recommendations to
buy, hold or sell any securities. Similarly, to encourage BLR, bank interest rate provided
to the borrowers should be tie up with rating assigned to them by CRAs so that higher
rated borrowers can enjoy better interest rate. BLR also needs to be linked with the capital
adequacy ratio of the banks which will help to free up the capital and also reduce the cost
of capital for the bank.
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An Analysis on Factors influencing on Stock
Investment Decision: A Behavioural Finance

Perspective
= Ajaya Dhungana®

1. Background

Behavioural finance is regarded as an emerging discipline in finance, which is also
rapidly expanding. The behavioural finance emerged in the 1980s as a new concept
in finance which combines behavioural and psychological aspects financial decision-
making. It challenges the traditional finance to understand why investors behave in a
particular manner while investing in financial assets. The standard finance or traditional
finance is based on various theories and principle arbitrage principles of Miller &
Modigliani; the portfolio principles of Markowitz; the capital asset pricing theory of
Sharpe, Lintner & Black; and the option-pricing theory of Black, Scholes & Merton,
these theories and principle assumes that market participant behaves rationally so the
market is efficient and systematic. The investors are theoretically considered to be
rational regarding the investment decision by traditional finance; in other words the
mainstream finance believe that the investor assumes that the investment decision
is made with rational expectation, furthermore, whenever a new information arrives
the investor updates their belief and that is reflected through the investment decision
which is to maximise their expected return at a given level of risk.

On the other hand, the behavioural finance incorporates behavioural biases and
intellectual psychological component accompanied by economics and finance so that
the viable supportive argument can be drawn for the irrational behaviour of people
during the financial decision (Javed, Bagh, & Razzaq, 2017). DeBont's and Thaler's
(1985) paper on stock market overreaction provide initial ground for behavioural
finance. The behavioural finance deals with the human decision process which is
subjective to the cognitive illusion which has been discussed by various scholars
(e.g. - llliashenko, 2017; Ritter, 2003). According to Barberis and Thaler (2003),
even though the investors are able to process all the available information accurately,
not all the investor are rational, their investment related decision has behavioural
preconceptions. Thaler (1994) coined the term 'quasi-rational’ which indicate for
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@



U B i wnEE R 3 aTiiehicad favmTE, Rows

much less than full rational situation. In the word of Ritter, (2003) the behavioural
finance believes in the asymmetric distribution of financial information. The investor’s
decision to invest in a particular stock is an investment decision which is subject to
several cognitive illusions, one among these illusions is caused by a heuristic decision
process.

Behavioural finance challenges the efficient market perspective and helps to understand
why an investor behave in a particular manner while investing in financial assets.
The participant of the Stock Markets has been relying on the idea that the market is
always efficient and investor always tends to show rational investment behaviour.
However, the recent studies made in the field of finance and from behavioural finance
perspective shows that even though the investors want to maximise their options
rationally in their investment decisions, to vary their portfolios and to avoid risk,
the investor fails to fulfil those in their investments. According to Kahneman and
Tversky (1979), human behaviour doesn’t depend always on a logical base stipulated
by conventional financial theories and may move away from rational behaviours in
time. In general, behavioural finance studies the psychological aspect of financial
decision-making and explains the irrationality of investors in investment decision-
making. Usually, the investor’s behaviour deviates from making rational or logical
decisions and leans towards being influenced by various behavioural biases

2. Investment Decision Making

The allocation of resources for short, medium or long term with the expected effect
to recover the investment with the high return by the help of not only with financial
resources but also with material and human resources is regarded as an investment
(Virlics, 2013). However, in an economic environment is not certain for the expected
return in investment or in other words, the risk exists in the investment can create
uncertainty that the cost of the investment will be recovered and profit will be
accomplished. Decision-making, on the other hand, is associated with various aspect
of life and is a technical process that involves various steps; it is also believed that
decision-making is not made in complete desolation. Decision-making however is
a cognitive or mental process which results in the selection of the best alternative
situation among the available alternative situation. The nature of the decision can be
simple or complex, lower impact or higher impact, economic or non-economic, routine
or non-routine or so on. In the context of stock investment decision, it is regarded as
a decision having an economic, non-routine, complex, and higher financial impact
in nature, hence, the decision of the investor to invest is subjective. Various studies
suggests that investment decision-making is affected by psychological emotions and
behavioural factors so that investment decisions are guided by their desires, goals,
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prejudice, and emotion. (Kahneman & Tversky, 1979; Evans, 2006; Waweru et al.
2008). An effort has been made to analyse the behavioural pattern and emotions
regarding the investment decision of the investor in behavioural finance perspective.

3. An overview of Behavioural Bias

Financial Investment consists of various kinds of risk and equity share is no exception
to this. Each individual has a different level of risk tolerance. The behavioural finances
argue on the differences in each individual’s decision-making process with reference
to the risk tolerance capacity. Various behavioural factors affecting institutional
investors' decision making have been previously tested by several scholars (e.g.,
Kengatharan & Kengatharan, 2014; Metawa, Hassan, Metawa, & Safa, 2018;
Qureshi, Rehman, & Hunjra, 2012; Waweru, Munyoki, & Uliana, 2008; Zahera &
Bansal, 2018). Those scholars examined the influence of factors such as Heuristic
Variables (HV), Prospect Theory (PT), Herding Effect (HE), Home Bias (HB) etc.
on institutional investors' and individual investor’s decision making. On the other
hand, variables such as get rich quickly, earn a higher rate of return, and diversify
risk to measure have been identified as the factors affecting individual investors’
decision making by the scholars Gill, Biger, Mand, and Gill (2011). Similarly, cash
flow, earning, risk, the degree of safety, and revenue growth are the factors tested by
Pasewark and Riley (2010), whereas, higher return and diversification are the factors
tested by scholars Gill and Biger (2009).

The previous study by various scholars (e.g., - Kengatharan & Kengatharan, 2014;
Kumar & Goyal, 2015; Qureshi, 2012; Virlics, 2013; Waweru et al., 2008; Zahera
& Bansal, 2018) studied the relation of investment decision making with equity
share and/or institutional investor, etc. Regarding equity share and other financial
instruments previous research supports that the investment decision of investor is
positively affected by Heuristic Variable (HE), Prospect Theory (PT), Use of Financial
Tool (UFT), and Herding Effect (HE) (Kengatharan & Kengatharan, 2014; Qureshi
et al., 2012; Waweru et al., 2008), whereas Investor Sentiment (1S) found to mediate
the investors’ financial decision in Egyptian Stock market (Metawa et al., 2018).
The perception of the investors varies regarding various investment alternatives,
such as; the sociological and psychological factors have the dominating influence
over economic factor in the investment decision in equity share (Shanmugham 2000;
as cited in Nayak, 2013). The investor decides to invest in stock is an investment
decision which is subject to several cognitive illusions. The illusions caused by
heuristic decision process and the illusions caused by the adoption of the mental
frame is assembled on prospect theory (Waweru et al. 2008). These two categories,
as well as Herding and Home Bias, have been presented below.

@
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4. Factors affecting Investment Decision

Following are the major behavioural factors influencing in the investment decision
making;

4.1 Heuristic Variable (HV)

If the complex task of the investment decision-making is done by the rule of thumb
by the investor then it is referred to the heuristic. The heuristic decision-making
process is useful when there is limited time and the decision maker also have limited
accessibility to the resources, this can also reduce the complexities of the problem by
assessing the probabilities and predicting values for a simpler judgement (Tversky
& Kahneman, 1974). Rule of thumb leads to make decisions based on individual
judgement rather than processing any information (Qureshi, 2012) so it may result
in the poor decision (Waweru et al., 2008). According to Ritter (2003), Heuristic
decision-making is simple to use in an uncertain and complex environment. Tversky
and Kahneman (1974) study on HV and introduced three factors namely availability
bias, representativeness, and anchoring. Kempf and Ruenzi (2006) also discussed
another HV called Gambler’s fallacy, Waweru et al. (2008) discussed one more
variable in heuristic called overconfidence.

i. Availability Bias
The weight kept by an investor on easily available information helps to emerge
availability bias (Barberis & Huang, 2001; Waweru et al., 2008) the investor
doesn’t examine the other alternative information and procedures. An investor
of the stock market is also influenced by the information they receive, their
preferences change according to the available information and sometimes even
irrelevant information also influence an investment decision (Javed, Bagh, &
Razzaq, 2017). The previous study that investor feels comfortable if they feel
that their information in the decision-making process is superior (\Weber, 2009).

ii. Representativeness

The representativeness is the following of the previous pattern by the investor
which may cause serious mistake of arrangement in everyday life (Thaler &
Sunstein, 2009). It can manifest when an investor based on past information buys
hot stock and avoid poorly performed stock (Kempf & Ruenzi, 2006). Barber and
Odean (1999), investigate the impact of representative bias on buying decision
and found that investor buys the attention-grabbing stock which manifested the
significant impact of representative bias in their investment decision.
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iii.

iv.

Anchoring

Anchoring refers to the judgement made by the investor on the basis of initial
information they receive or “anchor” on one trait or piece of information when
making decisions. The anchoring bias was introduced by Tversky and Kahneman
in 1981. When an investor is presented with new information, the investors tend
to be slow to change or the value scale is fixed or anchored by recent observations
(Zaiane, 2015). When a product's’ value is presented earlier to an individual that
affects people when they are to estimate an unknown similar product, which then,
will be close to the value that was considered before the estimation. An example
of the anchoring effect is how you get influenced by the asking price when buying
a house (Kahneman, 2011).

Gambler’s fallacy

Gambler’s fallacy occurs when people tend to estimate the likelihood of an event
by taking into account how well it represents its parent population, i.e. a sequence
of the same outcome (given two possible options) must be followed by the other
outcome in order to equilibrate the proportion. Gambler’s fallacy is referred
to “Monte- Carlo fallacy or the Maturity of Chances fallacy” and is studied
under behavioural finance. It is the conviction that if divergences/deviations
from probable behaviour are experiential in recurring independent tests of some
unsystematic procedure then these divergences/deviations are likely to be evened
out by contrary deviations in the future. Tversky and Kahneman (1974) interpret
gambler’s fallacy to mean that people believe that short sequences of random
events should be representative of longer ones, specifically in that deviations
from average should balance out. According to Qureshi et al., (2012) Gambler’s
fallacy results in poor market return because of improper anticipation. Whereas,
the evidence from empirical works that the gambler’s fallacy is also present
in the stock market. Andreassen and Kraus (1990) found that investors exhibit
gambler’s fallacy in the presence of modest stock price fluctuations.

Overconfidence

De Bondt and Thaler (1985) argued that “the key behavioural factor to
understand the trading puzzle is overconfidence.” It is a well-established and
common bias that makes people too confident about their knowledge and skills
and hence ignore the risk associated with the investment decision (Kumar &
Goyal, 2015). The individual generally rates themselves above average to their
abilities. Furthermore, with the presence of overconfidence, the individual also
underestimates others ability or difficulty of the task. This “better than average’
effect has been identified by Svenson (1981). The illusion of control is regarded
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as another aspect of over confidence (Langer, 1975) where people generally
think that they can hold more control over the events than they actually have. An
overconfident investor emphasises that the individual hold and under-emphasises
the public resources that can be available either free of cost or with some cost
from the economic environment. So, the overconfident investor, despite correcting
their private information by publicly available information, they believe heavily
in private information which they own. The overestimation of the probability of a
good event happening to the investor may create an entire problem, the financial
instability is underestimated. Overconfidence in stock investment decision also
arises with the past experience of the investor. An experimental study of Dittrich,
Guth, and Maciejovsky (2005) on overconfidence in investment decisions result
that in the event of sub-optimal choices and complex decision the overconfidence
is positively associated whereas it is negatively associated with age and decision
uncertainties.

4.2 Prospect Theory (PT)

The behavioural ability for the risk tolerance of the investor in investment decision
making is described by Prospect theory. The two approaches for the decision making
are Expected Utility Theory (EUT) and Prospect Theory are mentioned by various
scholars (e.g. - Kengatharan & Kengatharan, 2014; Waweru et al., 2008). The prospect
theory is heavily influenced by investor's value system has and it has the major focus
on subjective decision making whereas the EUT focuses on the rational expectations
of the investors (Filbeck et al. 2008, as cited in Waweru et al., 2008). The investor
tries to avoid the risk is risk aversion; this behaviour of the investor was discussed in
the earlier days by Gupta & Govindarajan (1984).

"Investors are risk averse and they make the investment decision for maximising
their wealth and claim to be rational but contrary to this investor show various risk
tendency” (Neumann & Morgenstern, 1947, as cited in Qureshi et al., 2012, p. 282).

The primary view on risk in finance and economics is through the expected utility
approach (Neumann and Morgenstern, 1947, as cited in Mayfield, Perdue, & Wooten,
2008). According to Keller & Siegrist (2006), the affinity for money matters varies
from risk seeker investor to risk avoider investor, these risk seeker investors' attitude
towards the financial risk is positive and is willing to accept investment risk. Regret
aversion, Loss aversion, and Mental accounting are some of the situation of mind
which affect investors decision-making process (Waweru et al., 2008).
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i.

ii.

iii.

Regret Aversion

The emotional reaction of the people after they make a mistake is regret. It was
invented in three different paper. (Looms & Sugden, 1982; Bell 1982; Fishburn
2013, as cited by Zahera & Bansal, 2018). The regret of a particular decision has
a significant impact on the future decision that could be made by the individual.
This can be two-directional, first, they can be motivated to take more risk and
second they avoid to take the risk. This is generally done to avoid any feeling of
regret in the future.

Loss Aversion

Loss Aversion is based on the observation that people feel much more pain for
their loss than the pleasure from an equivalent gain (Kahneman & Tversky,
1979). Various scholars indicate the mental penalty of the individual at a different
level is more for the loss of then for the reward of similar size (e.g. - Barberis &
Huang, 2001; Shiller, 2000 as cited in Waweru et al., 2008). The loss aversion
configures the decision makers’ tendency of being more sensitive in the loss they
can make then the same amount of gain that they can make from an investment.
The choice of risk behaviour is thus made either by the maximisation of the
utility expectation or by the feeling of loss aversion (Vigna & Licalzi, 1999).

Mental Accounting

Mental accounting was initially proposed by Thaler (1985) and implies that the
investor divides their investment in the various portfolio on the basis of the number
of categories that they hold. In the words Barberis and Huang (2001), Mental
accounting is the process which allows the individual to consider and examine
their financial activities. It is the situation where individual start to organise their
world into separate metal account, the investor separates their portfolio into a
separate account (Ritter, 2003). The investor uses separate investment policies
for each mental account so that the specific purpose of the investment such as;
maximisation of profit, minimisation of risk could be attended by the investor.
This could eventually result in the selection of those portfolios that are not
profitable yet they satisfy the emotions of the investor (Zahera & Bansal, 2018).

4.3 Herding Effect (HE)

Herding indicates the situation when a rational investor starts behaving irrationally by
imitating others judgement for making a decision or in other words of Kengatharan
and Kengatharan (2014) the tendency of the investor behaviour to follow other
behaviour is without having individual judgement is described as herding effect in
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the financial markets. The impact on stock price change influence the investment
decision of the investor followed by the changes on risk/return models and this can
have the impact on the perspective of theories of assets pricing (Tan, Chiang, Mason
& Nelling, 2008, as cited in Kengatharan & Kengatharan, 2014). In the words of
Waweru et al. (2008), HE can drive stock trading to create new momentum in the
financial market. Furthermore, Waweru et al. (2008) also argued that the decisions
such as; buying, selling, choice of stock, length of time to hold stock, and volume of
stock to trade are the investor's decision that an investor can be impacted by other.
Shiller and Pound (1986) empirical study on herding behaviour on the stock market
shows that the influence of information by professional on investment of major
institutional investor in the stock market. Furthermore, regarding the consequences of
the neglecting the intrinsic value of the stock by the investor the market tends to be an
inefficient market. Benerjee (1992), illustrates an empirical model for the asymmetric
information in an inefficient market showing herding behaviour.

4.4 Home Bias

Home Bias was first introduced by French and Poterba (1991) which refers to the
situation where the individual of the institution prefers to hold on domestic securities
rather than foreign securities in their portfolio (Kumar & Goyal, 2015). The feeling
of belongingness of the investor towards their domestic companies over foreign
companies, even though the domestic company has a lower return than the foreign
company is home bias (Zahera & Bansal, 2018). The possible reasons behind home
bias may be investment barriers, transaction costs, information asymmetry, inflation
hedging, and non-tradable assets. Various research studies have elucidated that there
are no conclusive explanations for home bias, so it remains a puzzle among market
participants. Coval and Moskowitz (1999), Lewis (1999), Tesar and Werner (1995)
have also contributed by giving insightful meaning in the area of home bias.

4.5 Other kinds of Bias
The other kind of bias that has not been mentioned above are;

i. Disposition Effect: This is a behavioural bias that occurs whenever an investor is
prone to sell winning stock and tend to hold loss-making stock.

ii. Confirmation Bias: When people generally have a pre-convinced impression
about something or some information, they rely heavily on this information and
confirmation bias occurs.

iii. Framing: When information is provided in the positive frame then investor seeks
to profit on the trading based on this information and if the same information is
provided in the negative frame then they are ready to take the risk to avoid loss.
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iv. Hindsight Bias: It occurs when an investor believes that happening of some event
can be predicted through another event. An investor can be sometimes irrational
by connecting the uncorrelated events.

v. Self-attribution Bias: People attribute their success to their hard work, intelligence
and so on whereas they blame their failure to others or some outside factor.

vi. Conservatism Bias: It occurs when an investor does not accept outside information
and stick on their own belief.

vii. Familiarity Bias: It is the shortcut that mind uses to filter information and make
decisions which consist of the tendency to believe in and prefer things that are
already familiar to us.

viii.Regency: If the investment decision is based on recent information, such as news,
and avoid past information which is helpful in decision making then such bias is
called Regency.

5. Conclusion

The field of behavioural finance has grown considerably in the past few decades.
The traditional finance theorists and behavioural finance economists are constantly
at head-to-head with each other. The traditional theorist argues that the behavioural
financial theories are incomplete and doesn’t lead to a destination of objective
decision whereas the behavioural theorist argues that it is extremely important to
understand that biases in behaviour and psychological differences play a key role
in the investment decision-making process. It gives several possible reasons as to
why anomalies occur in an efficient market and why stock prices divert from their
fundamental values, however, it doesn’t negate the efficient market hypothesis
completely. Also, many important literature studies have been done in behavioural
finance except including some landmark studies by (Kahneman & Tversky, 1979) in
developing the Prospect Theory.

As a fundamental part of human nature, behavioural biases affect all types of investors,
both institutional and individual. The heuristic decision making, which consists of
anchoring, overconfidence, availability bias, gamblers fallacy, and representativeness
occurs during the investment decision-making and these factors influence the
decision-making of the investor without having prior knowledge in it. The prospect
theory, herding effect and home bias are the other behavioural variables that seem to
influence on the investment decision making. Various studies have shown that these
variables, however, doesn't occur simultaneously. So, if the investor understand them
and their effects, they may be able to reduce their influence and learn to work around
them.
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Understanding The Blockchain Technology

= Yam Nath Aryal*

In October 2009, a paper called Bitcoin — A Peer to Peer Electronic Cash System was
published by someone calling themself Satoshi Nakamoto, whose real identity remains a
mystery till now. Bitcoin initiate a “blockchain”, the record-keeping technology behind
it although blockchain was first outlined in 1991 by Stuart Haber and W. Scott Stornetta,
two researchers who wanted to implement a system where document timestamps could
not be tampered.

Like the early internet, blockchain is hard to understand and predict, but being
abundant in the exchange of digital goods, information, and online platforms. Everyone
did not pay much attention to it, considering it just another buzzword or a piece of IT
jargon. But in fact, blockchain is a breakthrough technology that is expected to affect
most of industrial arena; whether the financial world, healthcare or other sector. There is
substantial confusion about its definition because the technology can be implemented in
numerous areas depending on the objective.

What is Blockchain?

Blockchain is a distributed database commonly known as distributed ledger existing
on multiple computers at the same time. Blockchain technology allows a network of
computers to agree at regular intervals on the true state of a distributed ledger. Such
ledgers contain different types of shared data, such as transaction records, attributes
of transactions, credentials, or other pieces of information. These ledgers are secured
through a clever mix of cryptographic algorithms, and does not require a central trusted
node like traditional networks.

It is constantly growing as new sets of transactions, or ‘blocks’, are added to it.
Each block contains a timestamp and a link to the previous block. Transactions are
recorded chronologically, forming a permanent and immutable chain making the ledger
irreversible, and is impossible to manipulate by faking documents, transactions and other
information. The ledger is distributed across many participants belonging to a peer-to-
peer (P2P) network. Each of the computer in the distributed network known as node,
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U B i wnEE R 3 aTiiehicad favmTE, Rows

maintains a copy of the ledger i.e. it doesn’t exist in one place to prevent a single point of
failure and all copies exist and are simultaneously updated with every fully participating
node in the ecosystem. A block could represent transactions and data of many types like
currency, digital rights, intellectual property, identity, or property titles, to name a few.
Some examples of blockchain are the Bitcoin and Ethereum blockchains, which are used
to create and track transactions in bitcoin and ether.

The features that makes Blockchain better than traditional systems of ledger
information keeping are :

= Peer-To-Peer: No central authority to control or manipulate it. All participant
talks to each other directly. This allows the data exchange directly, i.e., without
involvement of third-parties.

= Decentralized and Distributed: Does not require a central trusted node like
traditional networks. The ledger is spread across the whole network which makes
tampering not so easy.

= Cryptographically Secured: Cryptography is used for the security services to
make the ledger tamper-proof.

= Permanent and Immutable: Data can only be added in the blockchain with time-
sequential order. This property implies that once data is added to the blockchain,
it is almost impossible to change that data and can be considered practically
immutable.

= Consensus Driven: This is the most critical attribute of all. This gives blockchain
the ability to update the ledger via consensus. This is what gives it the power of
decentralization. No central authority is in control of updating the ledger. Instead,
any update made to the blockchain is validated against strict criteria defined by
the blockchain protocol and added to the blockchain only after a consensus has
been reached among all participating peers/nodes on the network.

How Blockchain works?

Todays’ eBusiness is mutually tied to the financial institutions serving as the trusted
third party who process and mediate any electronic transaction. The role of trusted third
party is to validate, safeguard and preserve transactions. For example, on transferring
money from one account to another, one would first reach the bank and ask them to
transfer the money to another account. The banks keep an entry on register of transactions.
The entry needs to be updated on both, receiver and sender’ account. This results in high
transaction costs and heavy trust on these third party. But the blockchain ecosystem ease
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transactions through decentralised and
distributed, cryptographically secured,

immutable and consensus driven
mechanism as: If Hari wants to send Rs 10000 to his wife:

A user starts a transaction by | Vithoutblockchain

first creating and then digitally Hari would send his bank a request to send Rs
signing it with its private key 10000 of his account to his wife’s account. The

(created via cryptography). bank would check a thing like whether Hari
A transaction can represent actually has the Rs 10000 and other
various actions in a blockchain information. If everything checks out the bank

Most commonly this is a will send Hari’s’ Rs 10000 to wife’s account.

data structure that represents With blockchain

transfer of value between o o of Re 10000 0 i

USers on the bIOCkChain ?rl creates a trans§ct|on (0] S to his
. wife and sends this transaction over the

network. Transaction data . . o .

I X loai internet. This transaction is included in a block.
usua ycon5|sts of some ogic All node check whether this is a valid
of transfer of Value' r?lev_ant transaction. If it is, Hari’s wife has Rs. 10000
rules, source and destination from Hari.
addresses, and other validation

information.

e A transaction is propagated
(flooded) by using a flooding
protocol, called Gossip
protocol, to peers that validate the transaction based on preset criteria. Usually,
more than one node is required to verify the transaction.

* Oncethetransactionisvalidated, itis included in a block, which is then propagated
onto the network. At this point, the transaction is considered confirmed.

e The newly-created block now becomes part of the ledger, and the next block
links itself cryptographically back to this block. This link is a hash pointer. At
this stage, the transaction gets its second confirmation and the block gets its first
confirmation.

» Transactions are then reconfirmed every time a new block is created. In case
of Bitcoin, usually six confirmations in a network are required to consider the
transaction final.
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Application of Blockchain

Blockchain Technology for Financial Services: Blockchain ecosystem allows
the financial services industry to optimise business processes by sharing data in
an efficient, secure, and transparent manner. As the key mechanism for digital
cash transactions, blockchain technologies are redefining financial services.
The existing capital markets infrastructure is slow, expensive, and often requires
several intermediaries. Many new blockchain capital market inventions like
(initial coin offering, Securities token, etc.) are entering the market and improving
work efficiency and helping to cut overhead, while allowing entities to deliver
better and in more secure manner.

Blockchain Technology for Government: Blockchain ecosystem is a highly
potential medium to improve government services and make a healthy and
transparent government-citizen relations. This distributed technology can work
to optimise business processes through more efficient and secure data sharing.
Blockchain has numerous possible applications for the public sector. Through
blockchain technology, governments can improve service delivery, prevent tax
fraud, other lethargic work process and reduce work waste.

Blockchain Technology for Digital Identity: Blockchain technologies make
tracking and managing digital identities both secure and efficient, resulting
reduced fraud. Identity can be uniquely authenticated in an irrefutable,
immutable, and secure manner. Blockchain-based authentication systems are
founded on irrefutable identity verification using digital signatures based on
public key cryptography. In blockchain identity authentication systems, the only
check performed is: was the transaction signed by the correct private key? The
cryptography allows us to infer that whoever has access to the private key is
the owner and the exact identity of the owner is deemed irrelevant within the
parameters of this authentication protocol.

Blockchain Applications in Money: Cryptographic digital currencies allow
for a new system of robust, transparent, and efficient monetary management.
Cryptographic digital currencies use cryptography and blockchain technologies
to provide anybody with an internet connection, with global, nearly-instant, and
frictionless money. This is possible by using advanced encryption and blockchain
technologies to provide a robust and secure network of money management.
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Conclusion

Blockchain is a most promising technology which can disrupt multiple industries
across jurisdictions. The pace of blockchain adoption around the globe shows this
technology is expected to affect most of industrial arena; whether the financial world,
governmental services or other. Can Nepal enjoy blockchain ecosystem as a disruptive
angle for achieving efficiency?
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Financial Reporting of Merchant Bankers and
Stock Brokers in Nepal

m Baburam Bhandari*

IFRS FOUNDATION, IASB and NASB

The International Financial Reporting Standards(IFRS) Foundation is a not-for-
profit, public interest organisation established to develop a single set of high-quality,
understandable, enforceable and globally accepted accounting standards—IFRS
Standards—and to promote and facilitate adoption of the standards. IFRS Standards
are set by the IFRS Foundation’s standard-setting body, the International Accounting
Standards Board.

International Accounting Standard Board (IASB) is an independent group of experts
with an appropriate mix of recent practical experience in setting accounting standards,
in preparing, auditing, or using financial reports, and in accounting education. Broad
geographical diversity is also required. The IFRS Foundation Constitution outlines the
full criteria for the composition of the Board, and the geographical allocation can be
seen on the individual profiles. Board members are responsible for the development and
publication of International Financial Reporting Standards (IFRS), including the IFRS
for SMEs Standard. The Board is also responsible for approving Interpretations of IFRS
Standards as developed by the IFRS Interpretations Committee (formerly IFRIC).

Member of IASB are appointed by the Trustees of the IFRS Foundation through an
open and rigorous process that includes advertising vacancies and consulting relevant
organisations.

In Nepal, the Nepal Accounting Standard Board (NASB), was formed in 2002
under the provision of The Institute of Chartered Accountants of Nepal (ICAN) Act,
1997. NASB formulates accounting standards which is a set of accounting policies
and guidelines regarding the principles and method to be followed while preparing and
presenting the financial statements. While formulating accounting standards NASB
takes into consideration applicable laws, customs, usage and business environment. The
parallel international body is the IASB established with the sole objective of creating
global financial reporting mechanism with high quality information that is transparent for
user and comparable over all periods presented.

* Assistant Director, Securities Board of Nepal
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There are 3 categories of financial reporting standards defined by NASB applicable
to profit-oriented entities, which is based upon the financial position and financial
performance of entities. The financial reporting standards are as follows:

» Entities Applying Full Nepal Financial Reporting Standards (NFRS).
» Entities applying NFRS for Small and Medium- Sized Entities (SMESs).
» Micro Entities applying Accounting Guidelines for Micro Entities.

IFRS/NFRS and IFRIC

IFRS standards are developed by IASB. Till date, IASB had developed 45 IFRS
and 20 IFRIC and 8 SIC. Similarly, NFRS standards are developed by NASB. Till date,
NASB had developed 40 NFRS and 1 IFRIC and SIC. The NFRS standards are designed
to apply to the general purpose financial statements and other financial reporting of profit-
oriented entities.

IFRS/NFRS for SMEs

The IASB develops and issues a separate Standard intended to apply to the
general purpose financial statements of, and other financial reporting by, entities that
in many countries are referred to by a variety of terms, including small and medium-
sized entities (SMEs), private entities and non-publicly accountable entities. That
Standard is the International Financial Reporting Standard for Small and Medium-
sized Entities (IFRS for SMEs). The IFRS for SMEs is based on full IFRS with
modifications to reflect the needs of users of SMEs’ financial statements and cost-
benefit considerations.

Till date, IASB had developed 35 IFRS for SMEs.

Similarly, NFRS for SMEs are developed by NASB. Till date, NASB had developed
35 NFRS for SMEs. The standards are designed to apply to the small and medium sized
entities. Those entities not having public accountability and falling under SME definition
are required to prepare financial statements under NFRS for SMEs. The objective of
financial statements of a small or medium-sized entity is to provide information about the
financial position, performance and cash flows of the entity that is useful for economic
decision-making by a broad range of users of the financial statements who are not in a
position to demand reports tailored to meet their particular information needs.
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Merchant Banker in Nepal

Merchant banker perform skill based activity which involves serving financial needs
of each client. The services of merchant bank cover project counseling, pre-investment
activities, feasibility studies, project reports, the design of the capital structure, issue
management, underwriting, loan syndication, mobilization of funds from Non-Resident
Nepali, foreign currency finance, mergers, amalgamation, takeover, venture capital,
buyback, and public deposits. Merchant banker are licensed and regulated by Securities
Board of Nepal (SEBON) under Securities Related Act 2063 (with various regulations)
in Nepal. Merchant Banker are required to be registered as public limited company and
accordingly all merchant bankers are registered as public limited company. As per rule
2(d) of Securities Businessperson (Merchant Banker) Regulations, 2008 “Merchant
Banker” means securities businessperson which has obtained license to perform one or
more function pursuant to Regulation 16. Function mentioned in regulation 16 are as
follows:

» All the functions related to issue and sales management of securities including
drafting of prospectus, offer documents and other related documents (Issue
Manager),

» Underwriting by entering into agreement with body corporate and undertake
to purchase the unsubscribed portion of securities offered by body corporate
(Securities Underwriter),

» Provide share registration related services such as maintaining register of
ownership of securities and execute name transfer on behalf of the body corporate
(Share Registrar),

» Provide portfolio management services to the clients by entering into an agreement
(Portfolio Management Services).

» Corporate Advisory Services.

Till date, there are 30 merchant banker licensed to perform merchant banker
functions from SEBON. Out of 30 Merchant Banker, 20 Merchant Banker are subsidiary
of commercial bank.

Stockbroker in Nepal

Stockbroker execute buy and sell orders of clients in the stock exchange buyers and
sellers of securities in exchange. For coordinating these transactions stock broker charges a
commission based on a transactions. Stock broker are licensed and regulated by securities
board of Nepal under Securities Related Act 2063 (with various regulations) in Nepal.
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As per Rule 2 (e) of Securities Business person (Stockbroker, Securities Dealer and
Market Maker) Regulations, 2064, Stock Broker means a corporate body or a company
licensed as Stock Broker from the Board for carrying out the functions pursuant to Sub
regulation (1) of Regulation 27. Function mentioned in Sub regulation (1) of Regulation
27 is to provide brokering services of purchasing or selling the securities in the name of
client only as per the client’s order. Till date, there are 50 stockbroker licensed to provide
brokerage services from SEBON.

Financial Reporting Standard for Merchant Bankers

Interpreting NFRS along with NFRS for SME’s, Merchant bankers fulfilling one of
the above conditions have to apply full NFRS as its financial reporting standard.

» A subsidiary whose parent uses full NFRS and have public accountability have
to apply full NFRS (Para 1.6 of Section 1- Small and Medium Sized Entities
of NFRS for SMEs). Out of 30 Merchant Banker, 20 Merchant Bankers are
subsidiary of commercial bank. Commercial banks have to apply full NFRS from
financial year 2015/16.

» Equity instrument are traded in public market (Para 1.3 of Section 1- Small and
Medium Sized Entities of NFRS for SMESs). Equity instrument of one merchant
banker (Citizen Investment Trust) is traded in a public market.

» Entity’s equity instrument are traded in a public market (stock exchange or over
the counter market) or it is in the process of issuing such instruments for trading
in a public market (Para 1.3 of Section 1- Small and Medium Sized Entities of
NFRS for SMEs). Equity instrument of public company (all merchant banker
are public company) are traded in an over the counter market as per provision
contained in Over the Counter Market Operation Byelaws, 2065 and as per
notice “All public limited companies required to be registered with OTC market™
published by office of the company registrar dated 2072.10.18. Therefore all
merchant bankers are public limited company and equity instrument of them are
traded over the Counter Market and hence those entity has public accountability.

As pronounced by ICAN, entities who fulfill above conditions have to prepare
financial statement under Full NFRS from financial year 2016.17.

Financial Reporting Standard for Stockbrokers:

If a stockbroker attains at least 1 of the following limits in 2 consecutive years shall
be deemed to be SMEs and has to apply NFRS for SMEs.
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» Borrowing from Banks and financial institution institutions is less than NPR. 50
crore.

» Statement of financial position total is less than NPR. 100 crore. (without off-
setting current liabilities with current assets);

» Employing less than 300 employees including workers in an average;
» Annual turnover (Revenue of entity) of less than NPR 100 crore;
» Holding assets in fiduciary (trustee) capacity for less than NPR 50 crore.

However, if stockbrokers meet all of these following limits and transactions in 2
consecutive years, then they are the micro entities and are required to prepare financial
statements in accordance with the Accounting Guidelines for Micro Entities on consistent
basis.

> Annual turnover of NPR 10 crore or less;
» Borrowing from banks of NPR 5 crore or less;

»  Statement of Financial Position total of NPR 10 crore or less (without off-setting
current liabilities in current assets);

» Holding assets in fiduciary capacity of NPR 5 crore or less.

NASB has prepared the Nepal Accounting Standards for Micro Entities (NAS for
MEs) 2018 and sent to ICAN for the pronouncement. NAS for MEs is not yet pronounced
by the ICAN. As pronounced by ICAN, Small and medium are required to prepare
financial statement under NFRS for SMEs from FY 2019.20.

Conclusion

Merchant Bankers and Stock Brokers are the entity licensed by and regulated by
Securities Board of Nepal. Financial Reporting for Merchant Bankers should based on
the full NFRS which requires preparation of NFRS complaint financial statements from
financial year 2016.17. Stock brokers have to prepare and report the financial statement
which is in compliance with NFRS for SMEs if stock brokers fall under the definition of
small and medium- sized entities from financial year 2019.20. If the stock brokers doesn’t
fall under the category of small and medium- sized entities then they have to prepare
financial statements in accordance with the accounting guidelines for micro entities on
consistent basis.
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Allotment of securities in IPO/FPOs of
Nepalese Capital Markets

= Gaurab Bista*

A public offering is an organisations issue/sale of equity shares or other financial
instruments to the public in order to raise funds for business expansion and further
investment. Financial instruments may include equity stakes, such as common or
preferred shares, or other assets that can be traded. The packages of tradable capital, such
as derivatives, are also financial instruments. Basically, there are two public offerings in
which the allotment module is necessary in case of Nepal. They are Initial Public Offering
(IPO) and Further Public Offering (FPO).

After the securities are floated to public, those securities must be allocated to
the investors (who have applied for share ownership) as per Securities Issue and
Allotment Guidelines 2074 issued by Securities Board of Nepal (SEBON). Securities
Registration and Issue Regulations 2073 (48) has given SEBON the power to issue
directions and guidelines related to allotment to the concerned authorities. Any
company who wants to issue securities must register securities in SEBON and must
take approval for public offerings of securities and their issue manager should take
approval of allotment modules from SEBON before allocating the securities to
investors.

The allotment modules are very important aspect of capital markets which can
create harmony among the investors and also might encourage investors to participate
in the securities markets, only if, allotment module is scientific and as in best interest
of investors. The Nepalese capital market has applied various allotment modules, the
allotment modules has changed as per the need of market and change in technology. As
the module has changed, it helped market to be more inclusive as well as competitive.
Recently the allotment module has changed and has brought reform in capital markets
by making it more inclusive and accessible throughout the nation. The recent two
allotment modules are explained below emphasizing the impact of new allotment
module.

* Assistant Director, Securities Board of Nepal
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Allotment module before 2074 Jestha 12

This allotment module was ineffective with the implementation of Securities Issue
and Allotment Guidelines 2074. This allotment module divided investors into retail and
large investors. This module seems to be less inclusive because it used to allocate more
shares to the investor who applies for more number of shares. The major highlights of this
allotment module are as follows:

e Of total public issue, 5percent must be allotted to mutual funds.

« Oftotal publicissue, 2to 5 percent must be allotted to employees where percentage
of allocation depends upon the number of the employees issuing company have.

» 10percent reservation for project affected areas in case of hydropower

* Investor is divided into retail and large investors i.e. investors who invest up to
Rs. 50 thousands are called retail investors and investors who invest more than
Rs. 50 thousands are called large or other investors.

* The allocation of securities depends upon the contribution of retail investors
which means if retail investors has contributed more than 40percent of public
issue then retail and large investors are allotted securities equally but if retail
investors has contributed less than 40 percent of public issue then retail investor
must be allotted 40percent of total public issue and remaining to large/other
investors.

Prevailing allotment module

Securities Issue and Allotment Guidelines 2074 has been effective from 2074 Jestha
12. The drawbacks of previous allotment module have made it necessary for the capital
market regulator to implement this module. It was necessary for the regulator to take
steps which makes capital markets more inclusive and equally participatory, in this
process SEBON has brought guideline which introduced and implemented this module
of allotment. The major highlights of this allotment module are as follows:

« Of total public issue, 5 percent must be allotted to mutual funds.

» Oftotal publicissue, 2to 5 percent must be allotted to employees where percentage
of allocation depends upon the number of the employees issuing company have.

» 10 percent reservation for project affected areas in case of hydropower.

* At least 10 units of securities must be allotted to all the investors if possible
otherwise lottery system.
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Even though some of the points of allocation of securities from previous module
and prevailing module are same but the current module with compulsory (if possible)
allotment of 10 units of securities to investors has made a major impact in the capital
market. The ASBA system in IPO/FPOs along with this module has helped capital market
to be more inclusive as well as participative. Despite some investors, many investors
seem to be happy with the decision of implementing ASBA system along with current
allotment module. Even though this module is favored by most of the investors SEBON
should cope up with change and accordingly introduce and implement new system for
allotment of securities.

Aspects of current allotment module

The new allotment module has various aspects in the capital market of Nepal which
are explained below.

1. Broad-based horizon of capital markets

The prevailing allotment module provides 10 units of securities to each and every
investor who has applied for share ownership as far as possible. This process brings
lots of new investor in the capital markets and hence this module helps investors from
every corner of the country to participate in the IPO/FPOs and make it more inclusive.
Because this module has wider reach/scope, securities broker and merchants bankers
are able to sustain outside Kathmandu valley as well.

2. No discrimination among investors

The previous allotment module used to allocate securities mainly based on the
amount investors pays for the share ownership. The previous module used to separate
investors into retail and large investors and allocate securities accordingly but in
prevailing allotment module there is no any discrimination and straight 10 units of
securities are allocated to the investors as far as possible otherwise securities are
allocated with the help of lottery system.

3. Promotes secondary market

The current allotment module provides ten units of securities to as many investors as
possible which allots securities to the new investors as well. So, to those who are new
to the securities market and hold the newly allotted securities must at least come to
secondary market to sell those allotted securities. In this way, the transaction in the
secondary market also increases and ultimately promotes the secondary market as
well as capital market.
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4. Easy to understand and transparent

This allotment module is very easy to understand because no need to develop
any complex model to allot the securities. After implementation of this module,
immediately after the close of issue of securities one can know how much securities
are going to be allocated to how many investors who have applied for the securities.
This proves that the prevailing allotment module is transparent as well.

5. Reduces lengthy allotment process

The previous allotment module was very lengthy and complex that in order to
develop the module, it used to take a lot of time. After one module was developed,
the allotment process used to take one whole day. SEBON used to go through the
provided model, by issue manager, strictly in order to prevent allotment of securities
from any biases and ill intentions, if any. The new allotment module with the help of
ASBA system has helped allotment of securities within 40 hours and be free from all
those hassels.

6. Promotes ASBA system

The current allotment module directly and indirectly promotes ASBA system
because once the investor knows the features of this allotment module; they will be
encouraged to apply for the share ownership in IPOs and FPOs. In this way, they need
to use ASBA system to apply for the securities and hence promotes the ASBA system.
SEBON has directed to issue manager to make necessary arrangements for investors
to apply at least 10 units of securities in IPOs/FPOs which earlier could be specified
were at least 50 units of securities.

Conclusion

The allotment module of Nepalese capital markets seems changing according to the
need of market for expansion and development of capital market. The current allotment
module seems to be most inclusive one among other modules till date. As discussed
earlier, this module also makes capital market accessible throughout the nation, promotes
secondary market as well as the ASBA system. Among the modules, this allotment module
is easy to understand as well as transparent in itself.

Even though the new allotment module have various positive aspects, with the
change of time this module may also change. SEBON is under study about book building
procedure of IPOss/FPOs, in which a book is created explaining the price of securities
and number of quantity of securities investor are interested to buy( have ownership). With
time, the book building process is emerging as better concept so sooner or later SEBON
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will also implement this process and hence current allotment module may be ineffective.
Similarly, there are various rumors as well as complain about this new allotment module
saying that there might be high chance of cornering of securities; with low quantities
of securities trading for many times, market will fluctuated more often; this allotment
module discourages institutional participant and wealthy investor to enter into capital
markets.

The apex regulator of capital markets of Nepal, SEBON, has changed the allotment
modules according to the need of market from the past. Accordingly, SEBON should
overcome the above mentioned rumors and complaints of current allotment module and
introduce new system which can help develop the capital market along with the secondary
markets. The wider reach of capital markets due to the current allotment module has
gained popularity among the investors and at the same time, this allotment system is also
promoting the ASBA system of applying securities which are publicly offered in capital
markets.
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Adding New Dimensions to
Secondary Market

= Santosh Mainali*

Secondary market for trading of securities in an organised way was started in Nepal
when Nepal Stock Exchange Ltd. (NEPSE) opened its trading floor on 13" of January 1994.
During its journey of last twenty five years, secondary market of Nepal has undergone
some major developments like adoption of screen based trading system, fully automated
online trading system, addition of new trading instruments like closed-end scheme,
automation of clearing and settlement system through adoption of dematerialization of
securities and others. Some other developments like initiation of margin trading, further
development of secondary bond market and introduction of market makers/dealers are in
the offing.

During the last 25 years, world has seen tremendous development in technological
sector. Lot of financial innovation and financial engineering occurred in this period.
Secondary markets for trading of securities around the globe experienced revolution in the
adoption of technology, new trading instruments and alternative trading avenues that have
helped foster the entire financial sector and have provided lot of alternatives to investors
to manage their wealth and mitigate risk. Compared to what has happened in the foreign
stock exchanges during this period, developments so far achieved in Nepalese secondary
market, though appreciable considering the available resources, is unsatisfactory. Since
the establishment of NEPSE in 1993, all stakeholders including government, regulators,
Nepse itself, trading members, investors and others have been stating that it is in its
nascent stage. Is NEPSE really in a nascent stage or is it a wrong choice of word to
describe its stage of development? Looking at its development in isolation, NEPSE
cannot be regarded as a nascent stage company. But compared to its global counterparts,
it has really been in its nascent stage for the last twenty five years and could never evolve
out from this stage of development.

Instruments traded in NEPSE are limited to ordinary shares, a convertible
preferred stock, some closed-end schemes and very rarely traded government and
corporate bonds/debentures. This has made the choice to investors very narrow to
invest their funds and manage risk. More instruments like ETFs, indexed funds,

* CFA, Executive Chairman, Secured Securities Ltd.
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equity and interest rate derivatives, rights, warrants, commercial papers, and other
new innovative financial products should be introduced to make the market more
liquid.

In addition to the diverse pool of instruments, NEPSE also lacks many dimensions
in terms of different trading sessions/segments which many other stock exchanges
including its Asian counterparts have already implemented many years back. There
is only an equity trading segment where investors can post buy and normal sell orders
for ordinary equities and closed end units whose trades are settled on a T+3 rolling
settlement cycle. There is no separate trading session where investors can post orders for
debt securities. Though bonds are listed on NEPSE, there is no provision to broadcast
the bid and ask quotes and price and volume information as there is for equities. The
trading and settlement of these debt securities are done in a way similar to that of the
OTC listed equities. As a result, determination of efficient bond prices has become
impossible which can be regarded as the major hindrance for the proper development
of secondary market for debt securities. It has also limited opportunities for investors
to easily diversify their portfolio.

Another popular trading session that our secondary market lacks is the intraday
or day trading. It permits investors to buy/sell and sell/buy within the same trading
day. Its major benefit is the increment in the liquidity of stocks and overall market
and making the overall market more efficient. Investors can trade multiple times on
the same or different securities using the same money within the same trading day.
Because of this, investors can make the most effective utilization of their funds.
Also, brokers provide leverage facility on such trades which further adds to the
efficiency in the utilization of investor funds. Though, at the same time, leverage
also brings in some risk to the investors. Brokerage commissions on day trades are
way lower than on regular trades. Investors can use their money for day trading
during the day and park the same money in their bank account where they can earn
interest overnight. Many exchanges around the globe including our neighboring
exchanges of India have been practicing this session since many years. To tap these
benefits, NEPSE should initiate an intra-day trading session and define eligibility
criteria for stocks that can be traded in this session. Criteria can be established
in terms of liquidity of stocks, company size, price volatility and other relevant
fundamental parameters.

Another widely used trading session is the margin trading. It has two sides — margin
buying and short selling. Margin buying is in the offing in Nepalese capital markets.
The other side, short selling, has always been a controversial issue because it means one
is betting on the fall or even demise of a company. But in stock market, prices decline
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not only due to the fall or demise of company but also due to cyclical tendency. Short
selling has many benefits. It allows investors to take advantage by speculating on the
bearish expectation without owning securities and also to manage risk. It protects stocks
or overall market from being excessively overpriced and formation of risky bubbles.
It also makes the market more liquid and adds to the efficiency of market. Regulators
and Nepse should start thinking about the possibility of initiating short selling in order
to reap these benefits. There should be a proper plan in place because short selling is a
risky and aggressive trading strategy and can sometimes distort the proper functioning
of the market. But it can be well managed by devising proper mechanism and having
stringent rules and regulations like establishing eligibility criteria for stocks based on
liquidity, market cap, quality of governance, risk measures like VaR, etc; adoption of
up-tick rule; barring naked short selling; strict reporting and monitoring of trades and
others.

Securities lending and borrowing (SLB), another widely practiced trading
segment, is the major foundation for short selling and day trading. It is prominently
used by exchanges to support short selling and day trading. Apart from this benefit,
it has a great financial value to long term investors like wealthy individuals and
institutional investors who generally hold securities for a relatively longer period of
time. SLB is the act of lending securities temporarily to a borrower for a stipulated
period of time at a stated fee or rent. Lenders of securities earn additional income
from idle securities within an investment portfolio without actually selling them
even though the legal title transfers to the borrower. Lenders are entitled for all the
corporate action like dividend, bonus etc. that takes place during the lending period.
Investors who temporarily need cash can resort to SLB where they can lend securities
by taking cash as collateral. So, lenders earn additional income in their portfolio
without losing the potential capital gain and other benefits. Borrowers on the other
hand, can take advantages in different ways. They can short sell the borrowed stocks
and take benefit from their bearish expectation. They can use the borrowed stocks to
grab arbitrage opportunity arising from pricing differential of a particular security
in different exchanges or from pricing differential between the securities own price
and price of derivatives based on the securities. They can also use the borrowed
securities to meet their obligation of pay-in of securities in case of securities shortage
and can thus avoid expensive auction purchases and close-outs. SLB is also very
advantageous to the overall market. It improves market liquidity by increasing the
number of potential sell and buy opportunities. It also improves market depth and
increases market efficiency through price discovery. SLB is an OTC as well as an
exchange product. In our neighboring country India, it is an exchange product. It a
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risk free transaction as it is guaranteed by a central clearing party which mitigates
risk through collateral and margining requirements. NEPSE should make efforts to
initiate SLB so every party to it and overall market can reap the benefits.

To sum up, Secondary market is said to be of higher quality when it possesses three
characteristics — liquidity, transparency and assurity of completion. Day trading, short
selling and SLB definitely add to market liquidity. SLB helps to assure the timely delivery
of securities sold. So, it can play a major role in maintaining the characteristics of assurity
of completion of the market. Recognising these benefits, exchanges all over the world
have already implemented these practices. Nepal should not lag behind to adapt to and
implement these practices so that the sated benefits are well enjoyed by all stakeholders
as well as by the overall market.
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Money Laundering and Capital Markets

= Arjun Rimal*

- In February 2018, Dutch bank Rabobank agreed to pay the US government
US$369 million after pleading guilty to a charge of impairing, impeding,
and obstructing US regulators by trying to conceal weaknesses in its AML
compliance programme.

- In June 2018, Australia’s biggest bank, Commonwealth Bank of Australia
(CBA), agreed to pay US$534 million to settle civil proceedings relating to
more than 50,000 breaches of anti-money laundering and counter-terrorism
financing (AML/CFT) laws between 2012 and 2015.

- In December 2018, UBS was fined a mere US$15 million by US law
enforcement for several failings within its AML programmes. According to
the Securities and Exchange Commission (SEC), a UBS branch in San Diego
reported failed to file suspicious activity reports and did not have a reasonably
designed AML programme to monitor high-risk accounts belonging to non-
US residents. The SEC also found that the firm’s surveillance analysts were
reported clearing alerts even though transactions raised red flags and may
have required further investigation.

Above are the representative of biggest scandal and its charges for ML/TF activities.
This incident shows the charges for obligates AML/CFT Act. Money laundering is the
earning of fixed and non-fixed assets through restricted by laws, rules and regulation,
religion, culture, time to time different directives, international agreement and Nepal
constitution. Money laundering is the conversion or transfer of property knowing that
such a property is derived from any illegal offense i.e. drugs tracking, terrorism and
trafficking, corruption, etc. into legal channel in order to hide their criminal origin.
Money laundering typically occurs in three stages, placement, layering and integration.
Placement form is where illegal fund (mainly in the form of cash are converted into non
cash instrument. Layering is conversion and movement of their illegal fund to hide their
source. Securities industries provide ideal vehicles for layering illegal proceeds.

Launders buy or sell share, debenture, buy or sell share or debentures on relative
name, used third party payment inside and outside the countries and transfer the fund into

* Freelance Researcher
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relatives account inside and outside the countries. In response to the growing concern
about money laundering and terrorist activities, the international community has act an
associated with particular types of securities products many fronts. For the most countries
money laundering and terrorist finances raise significant issues with regards to prevention,
detection and execution. Financial Action Task force on money laundering (FATF) formed
by G-7 countries in 1989. Asia Pacific group on money laundering (APG) founded in 1997.
Some of the key international organisation who participate with and support the effort of
APG in the region include the financial Action Task Force, international monetary fund,
World Bank, Organisation for Economic Operation and Development , United Nations
Office of Drugs and Crime, ADB, and Egmont Group of Financial intelligent Unit. With
Regard to ISOCO passed resolution on money laundering in 1992.

Implementation and Status on Nepal

In Nepal parliament amended money laundering prevention and terrorist financing
Act 2008 after the amendment of act Nepal Rastra Bank established the independent unit
responsible for receiving, processing, analysing and disseminating financial information
and terrorist financing activities to investigation department and foreign FIUs. After
onwards, Department of Money Laundering Investigation was established and different
structural reform was made and protected Nepal from Blacklisted countries. Securities
Board of Nepal implementd the AML/CFT Act, 2017 on Capital Market Intermediaries
(Nepal Stock Exchange, Listed Companies, Merchants Bank, Mutual Fund, StockBroker,
CDS and Clearing , Depositary Participants, Credit Rating Agencies etc. During last
decade, investors are attractive towards securities market due to which ML/FT risk are
also increasing. So the AML/CFT related issues increase gradually in this sector. Money
laundering Prevention Act on securities markets mandates the following:

e Under the Act, capital market intermediaries are defined.

» Capital Market intermediaries should maintain KYC of their Client, identification
of Politically Exposed Person, valuation and management of risk and should
report the concern authority about big and suspicious types of transaction.

e Intermediaries should fully implement the AML/CFT on transaction and risk
management over the countries, geographical region, workstation, business
volume, client, etc.

* Intermediaries are not liable to do transaction with client who does not provide
the necessary document for the verification and identifications.

)
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* Every intermediary should compulsorily submit the threshold transaction
reporting and suspicious transaction reporting under prescribed format of NRB
format over the prescribed time.

Threshold transaction reporting submitted by broker in FIU (Financial Information
Unit) of NRB are gradually increasing during last years but suspicious transaction
reporting is zero which indicates that broker firms ignore suspicious transaction.

Vulnerabilities associated with securities markets and Product

World over 2 to 5 percent gross domestic product is covered by illegal sources. Nepal
is small and economically weak country which is easily impact by illegal person group or
organisation. The securities market does not just provide a method through which illegal
assets can be laundered but it also provides way to generate illegal assets that would
eventually have to be furthered laundered. It has the following characteristics that make
it challenging task to detect possible AML transactions.

* Huge Volume of transaction makes it difficult to analyse and investigate each
transaction from point of AML/CFT.

e A large no of entities provides services rise issues of effective monitoring and
enforcement.

* AML/CFT is a new area and capacity building where markets are in nascent
growing stage.

e Competitive nature of these markets may causes intermediaries to ignore
suspicious transaction indicators.

Broker: Broker are the most active participant in the securities markets. A broker acts as
an agent for an investor and enters the security market on the behalf of investor to buy or
sell a security. Vulnerability associated with broker and DP with their reliance on KYC. A
broker assumes that another financial institution has opened an account for a client, so the
client does not pose a ML/TF risk for them. The KYC vulnerability is most problematic
in relation to funding of a securities market.

Portfolio Management: Portfolio management typically involves the provision of
financial services in a managed relationship with clients who are often of high net worth.
The value and complexity of products that are offered by manager offer to their clients,
makes the provision of wealth management service potentially attractive to money
launders to change illegal assets.
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Security Fraud: Securities fraud broadly refers to misleading practice in connection
with buy and sell of securities. In this regard securities fraud goes through insider
trading, market manipulation activities, single person opens multiple person BO
account with good and faith relationship and invest in once the company goes public
and poses ML/TF risk for capital market intermediaries.

AML/CFT is new issues for the capital market intermediaries in context to Nepal.
Hence the regulatory bodies of Nepal SEBON and NRB should coordinate with
each other to prevent laundering activities. AML/CFT Act 2017 should be revised
and implemented effectively. The following are the recommendation for effective
regulation, monitoring, supervision and inspection of AML activities in capital
markets.

* Authority have not designated securities markets offense, i.e., insider trading,
market manipulation and security frauds as ML/CFT offense may make change
in law.

e Authority should ensure that securities market intermediaries put in place
customer due diligence policies and KYC norms and prescribe standard with
related document for the evidence of identity.

* Use of banking system as a payment mode, disallowing third party payment and
restrict cash withdrawn facility from intermediaries account.

» Contact Note (lekhet) should be avoided while buying and selling large volume
of public share and promoter share.

* Proper KYC and transparent payment method should be adopted during OTC
market transaction.

» Digital KYC, Self present and biometric method should be adopted while opening
BO account.

» SEBON provided training to the staff, officers of all reporting agencies and stake
holder including CMI.CMI will also take necessary actions to train up to 100
percent of its staffs.

 SEBON should developed autonomous ML/FT department for effective
regulation, monitoring, supervision and inspection of AML activities in capital
markets.

&
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* In the face of changing business environment and evolving ML/TF typology
CMIS needs to continually review, adopt, and enhance AML/CFT control in
order to remains effective.

A strong AML/CFT institutional frame is that which includes wide scope of
predicate offensive for money laundering helps to fight against crime and corruption.
Effective AML/CFT regime is deterrent to criminal activities related to the capital
markets (insider trading, market manipulation, securities fraud, etc.). Proper client
identification procedures and determination of beneficial ownership provides specific
due diligence for higher risk policies and ensuring monitoring for suspicious activities.
Such sound internal controls play a vital role for the safe and sound operations of a
financial institution. This leads public confidence and permits investment in the capital
markets to be put into productive purpose that respond to consumer need and help
productivity of the country economy.

*k*
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Behavioural Aspect of Investment Decision
m Bishal Shrestha*

An investment decision is a very complex cognitive process which is peculiar to
each individual investor. The pursuit of understanding those underlying factors affecting
individual investment decision is a rather intricate endeavour, if not impossible. The
investment decision process has evolved greatly over the few decades in terms of the
way the investment decisions are made. Tools, techniques and standard models are
predominantly being used for investment and financial decision making. Use of these
sophisticated tools, techniques, and models would be of limited use in the absence of
behavioural and contextual understanding of both individual investors and their investment
environment.

Adam Smith (1972, p.13) stated in his book Super Money, “ We have the most
elaborate machinery possible for tracking prices, but that is like bending over buffalo
tracks and saying “ Yes, many buffalo pass this way.” Very good if there are a lot of
buffalo all going in that same direction...but knowledge is still spotty. Further, no one has
paid much attention to people. The assumption is that price behaviour and volume equal
people behaviour.” This statement emphasizes the value of ‘people aspect’ of looking at
investment and its decision-making process. So far, studies have focused only on ‘what
aspect’ of investment, and in doing so one important aspect of ‘why’ people invest and
‘how’ they arrive at such investment decision focusing on ‘people aspect’ of investment
has much been ignored or at least under-emphasized. Exploring the behavioural aspect of
individual investor comes along with the inherent characteristics of an individual. Each
individual investor differs in terms of coming up with different investment decision.

Various factors affecting the investment decision might have a different degree of
impact on different investors. Some investors might be risk averse meanwhile, some
might be risk seeker. Some investor tends to buy the stock while other sales in differing
market condition. Some prefer to buy small-cap stock while other hunts for large-cap
stock. Some investor opts for capital appreciation while others seek to maintain regular
revenue income. Some investor highly values information while others do not. In most
of the cases, different investors tend to have a different opinion regarding investment
choices despite using similar sort of analytical tools and technique. Given these differing
observed outcome, an interesting question that comes to my mind is “why?”.

* MPhil. Scholar, Kathmandu University School of Management
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In the quest of developing the understanding of individual investor’s behavioural
aspect, many authors agree that our lack of knowledge about the market experience
of different investor groups is much wider than the gaps in the available data on the
performance of the stock markes as a whole (Lease, Lewellen, & Schlarbaum, 1974).
An individual’s behaviour cannot be understood in the absence of their context. Context
is particularly important because it is what defines the situation and makes it what it is
(Myers, 2013). Individual investors’ behaviour and attitude are shaped and formed over
the period of time which is affected by its culture and environmental context. Getting to
know these contextual perspective helps to better understand the contemplated perceived
factors affecting investing decisions. Not only these understanding will help to make an
informed investment decision, but also enables an individual investor to become aware
of behavioural biases and stigmas which would otherwise be hidden in plain sight. It
is of crucial importance for a financial planner or adviser to have an understanding of
the behavioural aspect of investors. Understanding how these behavioural finance issues
apply to investor behaviour can provide investment professionals and advisers with
additional knowledge to help their client make better judgment and decisions. There is a
growing interest in understanding the behavioural aspect of investment decision-making
and how we make a choice between financial assets.

It is very intuitive to state that there exist innumerable factors affecting individual
investor’s investment decision. Moreover, it is not just a single distinguishable factor that
clearly explains the investment decision making phenomena. It is an intricate process
involving many factors which are peculiar to a particular investor at a given point of
time. Even investors themselves differ in terms of chosen factors over the period of time
which they considered to be prominent when arriving at a particular investment decision.
Thus, perceived factors of individual investor’s investment decision itself is a fluid
concept. However, attempts have been made to identify the factors that have bearing on
an individual’s investment decisions. Consideration of behavioural aspect in investment
and finance discipline did not gain much attention until recently. It has been only a few
decades, that behavioural aspects have been recognized and studied in investment and
financial domains.

Modern academic finance literature has mostly dominated by large-scale quantitative
studies, both in absolute term and relative to other disciplines in the broad accounting
and finance area (Burton, 2007). If we expand our empirical sources of data to include
what people have to say, write and how they behave can be just valuable to decipher the
underlying significance of investor’s behaviour (Kaczynski, Salmona, & Smith, 2014).
A benefit to finance is further enhanced if we expand our empirical sources of data to
include what people have to say, which then allows us to explore the complex reasoning
behind those acts and conversation. In this article, | have tried to sum up some of the
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existing ideas uncovered in extant literature with respect to the behavioural aspect of
decision making under differing context.

Human being engages in a continual process of interaction and exchange with their
context- receiving, interpreting, and acting on the information received, and in so doing
creating a new pattern of information that effects changes in the field as a whole (Morgan
& Smircich, 1980, p. 495). Any pursuit of understanding behavioural aspect independent
of context does not yield complete understanding. There have been many studies exploring
factors affecting individual investor (Murphy & Soutar, 2004; Nagy & Obenberger, 1994;
Baker & Ricciardi, 2015). The behavioural economics literature indicates that individuals
often do not arrive at an investment decision with firm preferences which again may be
attributed to contextual differences on which such decisions are being made.

Many financial theories assume that the investor’s risk-return trade-off influence the
investment decision. Investor tends to choose the investment with a higher return for a
given level of risk or with a lower risk for a given level of return (Markowitz, 1952). The
expectation of future earnings (Haslem & Baker, 1973) is one of the widely accepted
criteria for an investment decision. Ability to allocate capital based on expected future
earning which reduces the uncertainty was cited as an argument in favour of this criteria.
Although stock prices were subject to many other factors, the earnings potential was
regarded as one of the primary factory underlying the market behaviour of securities.
These research findings suggest that investor evaluates expectation of future earnings as
reference for market price movement when evaluating their investment decision.

Fisher and Statman (1997) stated investor choosing to invest only on the basis of
risk and return is analogous to the consumption decision considering for only cost and
nutrition. Financial models building upon various assumptions shows that in a frictionless
market, the difference in risk preferences and wealth are the main sources of variations
when it comes to equity investment (Samuelson, 1969; Merton, 1969). The investment
philosophies and aptitude for risk and return differ over the different stages of lifecycle
(Gitman & Joehnk, 2013). Their result showed that most young investors are growth-
oriented whereas middle-age people focus on consolidation and at the retirement years
the focus shifts towards having a stable income. Findings by Baker et. al (2015) showed
tradeoff relationships for sub-classes of the gender, age and marital status characteristics
of the individual investor in common stock. Risk preference varied across gender in
respect of dividend preferences and capital-gain preferences.

Research in psychology and finance has suggested internal behavioural factors such
as an individual’s knowledge of themselves, and external behavioural factors, such as
the way an investment decision is presented or framed also greatly affects the investor’s
attitude to financial and investment decisions ( Sherfrin, 2000; Shleifer, 2000). Murphy
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and Soutar (2004) in their study identified the company’s management was highly valued
by an investor as opposed to investor’s knowledge of the company which ranked last.
Contrary to established contention of investor relying their decision based on quantitative
facts and figures, their study showed dividend, price-earnings ratio, yield having an only
mediocre contribution on investment decision. Relying on those subjective factors which
differ across different investors when it comes to interpretation, application, and action
based on such, not necessarily lead towards optimum investment decision. Based on this,
conventional contention of investor being rational and make their investment decision
based on risk-return trade-off, in fact, may not be entirely valid in real life context. They
argue that today’s investor has a wide choice of investment products but, to date, there
has been limited research into the way choices are made between various alternatives
(Murphy & Soutar, 2004).

Behavioural aspects in combination with external stimuli affect the investor’s decision.
Warneryd (2001) postulated reasoning that ‘those who make short-term investments to
save up for not too distant tend to lose or make lower gains, due to short-term variation in
stock rates and bond interest rates. Similarly, speculators are in few cases end up very rich,
but in many, cases lose everything. Warneryd used financial and psychological reasoning
to elucidate a fundamental underlying humane aspect of investment analysis which was
long ignored or to a greater extent underemphasized by conventional financial discipline.
Risk and risk attitude, fast and heuristic decision-making tendency, social influences,
feeling of optimism and self-confidence are some of the key factors affecting investor
decision making as outlined by Warneryd.

Campbell (2006) states that it is a well-documented empirical fact in the finance
literature that there is significant heterogeneity across individuals in investment behaviours
such as the decision to invest in the stock markets and the choice of assets allocation.
Followed by a couple of important but usually overlooked questions; Are individual
investors genetically predisposed to certain behaviours and born with a persistent set
of abilities and preferences which affect their decisions in the financial domain? Or
Is investment behaviour to a significant extent shaped by environmental factors, such
as parenting or individual-specific experiences? These questions are fundamental to
any financial analyst to elucidate the underlying phenomenon guiding the investment
behaviour. Examining the detailed discourse of behavioural aspect coupled with the
quantitative dimension of the financial decision will lead to a greater understanding of
investors’ behaviour in a given context.

Ricciardi (2015) pointed out heuristic, disposition effect, mental accounting,
overconfidence versus status quo, trust and control, self-control bias and framing,
familiarity bias, risk and return, worry, risk-taking behaviours and anchoring effect as
some of the key behavioural aspects of investor affecting their investment decisions.
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Financial planning and investing are cited as an overwhelming, intimidating and scary
task for an investor to tackle those tasks on their own (Baker & Ricciardi, 2015). Further,
states that investors are fearful of making costly mistakes that could affect their present
and future financial well-being. This sense of trepidation could be one of the key factors
refraining investor from being rational as postulated by conventional investment theories.
Trepidation was cited as a function of lack of background, education, or experience to help
them substantiate their investment decision. Successful financial planning and investing
are much more than crunching numbers, listening to popular opinion, and understanding
the latest market. Ben Graham, the father of value investing noted: “Individual who
cannot master their emotions are ill-suited to profit from the investment process.”
According to old investment adage, an investor can make money as a bull or a bear but
not as a pig. These behavioural aspects of investing which involve emotional processes,
mental mistakes, and individual personality traits somewhat explain much of the erratic
history of investment and financial markets from time to time. It is comforting to state
that the information structure and the characteristics of market participants influence
both individual’s investment decision and market outcomes. Real people are not totally
rational or irrational when making investment and other financial decisions.

As Charles Ellis, a leading American investment consultant once stated: “Las Vegas
is busy every day, so we know that not everyone is rational.” The observed persistent
deviations from theoretical prediction provide useful information about how and why
people make decisions. Sometimes facts and figures are no match for human emotions. As
Fisher (2014) notes, “One of the greatest services a financial advisor can provide to clients
is helping to ensure that in times of market turbulence; reason, discipline and objectivity
triumph over emotions such as fear, greed, and regret.” Investor prefers to invest in a
stock whose price has been rising over a stock whose price has been falling, Blume and
Friend’s (1978), suggests that investors were less likely to buy a stock whose price had
moved down for no reason than one whose price had moved up for no apparent reason.
Stockbrokers were seen as the preferred source of recommendation. Recommendation
from the financial press was also highly regarded, however, suggesting people also use
their own reading and research when making investment decisions. The very low value
placed on rumors is consistent with the low appeal of speculative stocks and this suggests
a majority of respondents were investors, rather than speculators.

Investors showed a preference for sectors with a history of slow, but steady growth,
although emerging industry sectors also had some appeal which indicates that investors
are conservative and inclined to avoid volatility. However, they would be willing to
accept good investment opportunities when they arise (Murphy & Soutar, 2004). Existing
research has shown that stock market participation is determined by factors that allow an
individual to overcome entry barriers, such as wealth, education, cognitive abilities, social
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interaction, and trust as well as individual’s risk aversion and background risks (Barnea,
Crongvist, & Siegel, 2010). Background risk factors usually constitute labor income
risk, entrepreneurial activity, health status, and marital status. Kahenman and Tversky
(1979) stated that individuals may take mental short cuts to reach a decision, particularly
when there is time pressure or when other factors (such as lack of understanding) make it
difficult to assess the available choices. Tapia and Yermo (2007) cite that individuals are
affected by inertia or procrastination (i: e: - they put off a decision until tomorrow) when
faced with the decision about investment.

All aforementioned instances were the research findings in a context that is different
than ours. Having seen these heterogeneities of factors and their implication on effective
investment decision making; it compels us to carefully consider those behavioural factors
that would otherwise be most often ignored or overlooked.
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Financial Market and Base Rate on Lending
Interest Rate
= Nabaraj Khaniya*

Concept

Interest rate is the price of the fund. Inflation rate & premium for risk is the key
determining factor of the interest rate. However, demand & supply of the fund,
competitor’s rate and cost of the fund are also the determining factors for interest rate. In
the Nepalese financial markets, for last two years lending interest rate is being practiced
charging premium rate on the base rate.

Base rate is the sum of the percentage of the cost of fund, percentage of the cost of
compulsory reserve, percentage of the cost of statutory reserve and percentage of the
operating cost. Previously percentage return on the capital investment would also be
added which now has been removed. In the particular financial institution base rate is
common at a time for all type of the lending product and customers. And different interest
rate is applied to different lending product or customers applying different premium rate
based on level of risk on the particular credit request. Level of risk is calculated based
on various factors like time period of the credit, size & financing ratio, relation history
with the client, financial indicators & its reliability, management aspect, security position,
market & product scenario of the business of the client etc. Sometimes bargaining habit &
environment of the client also plays role to negotiate the premium rate.

Premium rate may be published premium rate and sanctioned premium rate. BFIs
decide & publish different range of premium rate for different credit product like premium
rate 2percent to Spercent over the base rate for overdraft and premium rate 2percent to
6percent over the base rate for term loan. And while sanctioning the particular credit
request, premium rate is decided normally within range of published premium rate like
overdraft request of ABC Co. approved at premium rate of 3percent over the base rate.

Provision

As per the Unified Directives, 2075 of Nepal Rastra Bank, the Bank & Financial
Institutions in Nepal must calculate & report the base rate on monthly basis. Different

* Head, Credit Department, Nepal Bangladesh Bank Ltd.
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premium rate should be decided as per the nature of the credit product to fix the lending
interest rate taking calculated base rate and same is to be published on quarterly basis.
BFIs have option to change the published premium rate on the particular credit product
on half yearly basis.

BFI must decide & clearly mention the premium rate on each lending decision. The
BFI is not allowed to decide the premium rate on any credit sanction more than the
published premium rate. Base rate is always changeable and premium rate once decided
for the particular credit request, it can’t be increased except on the condition (i) agreed by
the customer or (ii) default record on the credit or client did not follow the terms of credit
sanction. In case of increment on the base rate, the BFI can increase the interest rate
keeping same premium rate & if it is decreased, the interest rate on all the regular credit
accounts is to be decreased respectively by the same percentage. But BFI has option not
to increase the interest rate even in case of increment on the base rate. Interest rate on all
the regular credit account is to be reviewed taking new base rate after each quarter end.

In case of lending on Deprived Sector & Priority Sector, BFls are allowed to sanction
the credit at interest rate even below than the base rate i.e. on negative premium rate.

BFls, while deciding the premium rate for the different credit product must keep in
mind the provision of NRB Directive regarding the average spread rate. As per the NRB
Directive 2075, the “A” class commercial banks must keep the average spread rate within
4.5percent and for the “B & C” class financial institutions, it is Spercent.

Problems

Interest rate on the deposit is the key factor to determine the lending interest rate.
Previously interest rate both on deposit & lending would change on the same direction at
the same time hence even now a days public expects to decrease in the lending interest
rate immediately when interest rate on deposit decreases. Media also flow the massage of
possibility of decreasing lending interest rate immediately when interest rate on deposit
startsto decrease. As per the present lending interest rate practice, base rate is implemented
on quarterly basis hence effect of decreasing interest rate on deposit comes only after the
end of the quarter not immediately. But when interest rate on deposit starts to increase,
BFIs starts immediately to sanction credit at higher side of published premium rate and
so, customers feel the unfair increase on the interest rate of the loan.

Lending interest rate taking base rate with the fixed premium rate is always
changeable. Every quarter, the lending interest rate may be changed. And accordingly
the changed interest rate, the installment of the loan repayment will also be changed.
Hence the borrowers need to know the new interest rate & accordingly the repayment
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installment amount every time. In the interest rate increasing scenario, the loan customers
need to manage either the higher installment amount or they should be ready to pay the
same installment amount for longer time.

For the proper implementation of base rate concept on interest rate the banking
software must be supportive. There are three components to calculate the interest amount
properly i.e. base rate, premium rate and interest rate. In case of many BFls in Nepal,
each time interest rate is inserted on the credit account manually taking the approved
premium rate on newly calculated base rate and also the new installment is re-generated
on the account. Interest rate change & installment schedule re-generation globally taking
single new base rate is not possible in many of the Nepalese BFIs. Because of the manual
effort & intervention, implementation of the base rate concept may not be timely and

properly.

In line of NRB Directives, BFIs decide & publish the premium rate over the base
rate on quarterly basis. Premium rate is published on the range as per the nature of credit
product. However, there is no clear guideline about the gap of premium rate on a single
credit product and among the credit products. NRB has restricted to impose the premium
rate more than the published rate but there is no provision regarding maximum gap between
lowest & highest published premium rate. And also, there is no clarity whether the BFI
can allow premium rate lower than the published rate or not. NRB seems indifferent
regarding the gap of the published premium rate & lending below the published rate but
due to this un-clarity, few influencing customer may have been taking benefit of lower
side published premium rate or even below the published premium rate charging highest
premium rate to the innocent & honest wide number of the small customers.

NRB Directive is un-clear regarding the interest rate on the consortium financing.
Consortium can decide the interest rate differently than the above mentioned provision
i.e. charging premium over the base rate. Some cases may be there, consortium is formed
only to get the benefit of interest rate even lower than the base rate.

Suggestion

As per the NRB Directive, base rate is to be calculated & reported on monthly basis
and it should be published along with premium rate on quarterly basis. However still there
is no clarity whether (i) to implement base rate of last month of the quarter, or (ii) the
average base of the three months of the quarter, or (iii) average base rate of all previous
months of the running fiscal year. Hence, it would be similar practice on all the BFlIs if
NRB made clear about average base rate.
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In the scenario of banking software in many BFIs not supportive for implementation
of the base rate properly, it may be doubtful whether all BFIs are following the Directive
properly or not. NRB should strengthen the supervisory role to confirm the proper
implementation of the Directive.

Manual effort for timely & properly implementation of the base rate is not enough
hence it should be implemented by advance & supportive banking software hence BFIs
are suggested to upgrade the software.

Large number of small size customers are paying higher premium rate to compensate
the effect of lower premium rate to few influencing customer. Premium rate decision must
be on the logical ground. Hence, clear guidelines must be there to decide the premium rate
for all type of credit products with appropriate gap and also to sanction the credit request
with premium rate on logical ground. Provision of maximum spread rate of 4.50percent
to “A” class & 5percent to “B & C” class may not enough to control the interest rate on
lending.

The guidelines for the premium rate decision (like base on calculated level of risk)
must be there so that small innocent customer will be safe from charging highest premium
rate for the benefit of few powerful customers. NRB can instruct the BFIs to develop
internal policy for defining basis or mechanism of premium rate decision. And also, there
must be clear guidelines regarding the interest rate on the consortium financing like;
premium rate on average base rate of the consortium financing members or premium rate
on base rate of individual participating BFI.
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Commodities and Derivatives Markets
in India
m Sujit Shrestha*

The genesis of commodity futures trading in India can be traced back to the 19th century,
whenin 1875the Bombay Cotton Trading Association was established which offered derivatives
trading in cotton. In the subsequent years trading in other commodities like, oilseeds, gold,
silver, jute and spices began in different cities across the country. The commodity exchanges
in the country were located in cities nearest to the regions that were major producers of the
commodities traded. Commaodity trading in India was in simple futures contracts, unlike that
in developed economies which were trading in forwards contract.

India’s commodity derivatives markets has had a checkered past. Commodity trading
in India had been often discontinued, especially during the period of wars and natural
calamities in order to prevent speculations during the periods when the nation faced supply
shortages. In 1939, during the time of World War Il trading in cotton and oilseeds was
prohibited. Thereafter, commodity future trading was restarted with formation of the
Forwards Markets Commission (FMC) in 1952. Under the Commission’s watch, futures
trading in certain commodities were not permitted (restrictive list) and eventually trading in
futures nearly ceased around 1966. This was done to enable the government to keep a watch
on the price trajectory of essential agricultural products, as it was perceived that future
trading of commodities had implications on price stability and inflation. It was during this
period i.e. from 1980 to 1966 that most of the regional exchanges became dysfunctional.

With the Indian economy undergoing structural changes post-liberalisation (1990°s),
the importance of commodity derivatives in protecting the commodity markets from
price volatility gained credence which led the government in 2003 to remove a number
of commodities from the restrictive list. It also extended permission for trading in a
number of commodities. The government also undertook measures to setup autonomous
demutualised National Commaodity Exchanges along with regional exchanges with the
intent of harnessing the potential of futures trading in price discovery and price risk
management. It was felt that these national commodity exchanges would allow the
government and private players to have an effective supply timeline, which could avoid
excessive priced volatility.

* Associated with Care Ratings Nepal Ltd.
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There were 22 regional exchanges in the country in 2003 when the national
exchanges came into being. Currently there are five national commodity derivatives
exchanges which trade in multiple commodities. They are the National Commodities and
Derivatives Exchange Ltd (NCDEX), Multi Commodity Exchange of India Ltd (MCX),
Indian Commodity Exchange India Ltd (ICEX), Bombay Stock Exchange (BSE) and the
National Stock Exchange (NSE). The trading in the national commodity exchanges were
entirely online, since its inception. The regional commodity exchanges which engaged
in commodity specific trading have ceased to exist over the years with the last regional
exchange ending operations in June’18. Lack of funds, low volumes in trade, difference
in the rules and regulations governing the regional exchanges and prohibition of trading
of certain commaodities from time to time were factors that eventually led to the closure of
the various regional exchanges of the country. Along with trading in commodity futures
the trading in options has been operationalised on the exchanges in 2017-18.

Regulation of Commodity Derivative Trading

The Securities and Exchange Board of India (SEBI) currently regulates the
commodities as well as the financial markets of India (prior to 2015 the Forwards
Market Commission (FMC) regulated the market). The regulation of commodity markets
has come under the jurisprudence of the Department of Economic Affairs, Ministry
of Finance. The Finance Act 2015 stipulated that all exchanges recognised under the
FCRA 1952 (Forwards Contracts Regulation Act) would be governed by the SCRA
(Securities Contracts Regulation Act).

According to the SEBI classification, national exchanges should have a minimum
turnover of Rs. 1,000 crores per annum and the regional exchanges should have a
minimum of 5 percent of the nation- wide turnover of the commodity that is principally
traded on their respective exchange. A failure in compliance of the rules and regulations
as mandated by SEBI, leads to a withdrawal of recognition of the exchange by SEBI.

Commodities Traded

In 2003, under the Agricultural Policy 54 commodities in addition to the ones already
traded were permitted for commodities derivatives trading. The number of commodities
traded has increased over the years. As of 2018, 91 commaodities could be traded under the
SCRA. These commaodities can be broadly classified as agricultural and non-agricultural
commodities.

Of the 91 commodities permitted for trade under the SCRA, only a quarter of them
are currently offered for trade by the exchanges. Of the 17 Pulses and Cereals permitted
for trade, only 6 are being offered for trade by the exchanges. 11 types of oilseeds are
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permitted for trade, of which only 5 i.e. castor seeds, coconut, cotton seed, groundnut and
Mustards seeds are traded on the exchanges. In all 12 spices are permitted for trade of
which only 5 are offered for trade at the exchanges and it is only pepper that is traded on
the exchanges. Of the 12 permitted metal commodities, 4 metals (pig iron, sponge iron,
steel and tin) are not offered for trade by exchange. In case of precious metals, of the 3
metals permitted for trade only platinum is not offered for trade. Crude and natural gas
are the only two commodities out of 8 that are offered for trade under the energy head.

Even though more number of agricultural commodities (26) are offered for trade
as compared to non-agriculture commaodities (8), the traded volumes in non-agriculture
commodities far surpasses the volumes in the agriculture commodities.

Chart 1: Commodities Permitted for Trade under SCRA 1957

Commodities Permitted for Trade

1
Agricultural Non-Agricultural
Commodities Commodities

 CEREALS AND PULSES ) ( METALS )
Bajra, _Barley, Gram, Jowar, Aluminium, Brass, Copper,
- Kulthi, Lakh, Maize/Corn, Iron Ore, Lead, Nickel, Pig
Masoor, Moong, Moth, Peas, Iron, Sponge Iron, Steel, Tin,
Ragi, Rice, Smaller Millets, Zinc
\_ Tur, Urad, Wheat ) ~ ~
 OILSEEDS, OILCAKES AND )
7 oILS PRECIOUS METALS
Castor, Coconut Gold, Platinum, Silver
| Cottonseed, Palm Oil,
Grountnut, Linseed, Mustard
Seed, Rice Barn, Seasmum, GEMS AND STONES
\_ Safflower, Soya, Sunflower J R
Diamond
a SPICES )
Aniseed, Cardamom, [ ENERGY )
- Celeyseed, Chillies, N .
Cinnamon, Cloves, Coriander Carbon Credit, Coal, Bio Fuel,
Sseed Gin’ger Jee’ra Methi Furnace Oil, Gaoline, Deisel,
L Nutmeg, Pepper, Turmeric L Methanol, Natural Gas )
SWEETNER OTHER
Gur, Sugar Polymer, Camphor

_{ PLANTATION

Cocoa, Coffee, Rubber, Tea

DRY FRUITS
Almonds

FIBRES

] Art Silk yarn, Cotton, Jute
and Jute Goods, Staple Fibre

L Yarn J

d OTHER )
Gaur Seeds and Products,
! Betelnuts, Chara, Eggs, Gram
Husk, Mentha Oil and
Products, Onion, Potato,
Shellac, Seedlac, Isabgol
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Performance of Indian commodity derivatives markets

The Indian commodity derivatives markets have been exponential growth in the last
decade and half. The markets have deepened over these years in terms of total turnover
and volume of commodities traded. The turnover of the 4 major national commodity
exchanges has witnessed a growth of 41percent over the 15 year period 2003-04 to 2017-
18. The turnover of the Indian commodity exchanges as of 2017-18 was Rs.61 lakh
crores. Globally, the combined Indian commaodity exchanges turnover rank among the
top 5 countries.

The total turnover of the Indian commodity exchanges saw a sustained increase
from 2003-04 to 2011-12 and reached its peak to Rs. 177.76 lakh crore in 2011-12—a
growth by 54percent over the previous year. Thereafter there has been a near consistent
decline in the turnover of the four exchanges. The turnover in 2017-18 was 66percent
less than the peak of 2011-12. The turnover has been prone to fluctuation on a year-on-
year basis.

The moderation in the turnover of the Indian commodity exchanges since the last
6-7 years can in large part be attributed to the suspensions of trading in commodities
viz. agri commodities from time to time and the introduction of taxation on the trading
of commodity derivatives (2013) along with other regulatory measures. In terms of
segment wise turnover, in 2017-18, metals accounted for the highest share of 39 percent
in the aggregate turnover of the 3 major national commodity exchanges followed by
energy (30percent), bullion (23percent) and agriculture (12percent). Over the years,
the share of metals and energy in the aggregate turnover has increased, agriculture
has remained stagnant while that of bullion has decreased. In the total traded volume,
energy segment had the share of 70 percent while that of agriculture is 19percent and
metals is 12percent. Over the years, the share of energy in terms of traded volume
has increased from 57 percent in 2010-11 to 70percent in 2017-18, whereas, that of
agriculture has declined from 32percent in 2010-11 to 19percent in 2017-18.

Measures undertaken by regulators to develop Indian commodity
derivatives market

The regulators (earlier FMC and now SEBI) have initiated various measures for
the development of the Indian commodity derivatives markets over a period of time
including, regulatory changes and oversight, permitting new exchanges , conducting
various awareness and capacity building programmes with an aim to benefit farmers
and clients. Since the re-introduction of commodity futures trading in India in 2002-
03 regulators have been issuing guidelines/directives to ensure sound framework for
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commodity exchanges and have also issued various guidelines/norms to strengthen the
integrity of the markets, enhance investors’ participation, facilitate hedger’s participation,
reduce excessive speculation, improve compliance in the market and develop market
infrastructure, viz. warehousing facilities.

Issues faced by commodity derivatives markets in India

The commodity derivatives markets in India is yet to gain enough liquidity and depth.
This is primarily due to challenging regulatory environment, limited number of products
and instruments, shortfalls in infrastructure facilities and lack of awareness and education
about the market which, in turn, restricts market participation.

The Indian commodity future market has been prone to government intervention
from time to time which has been found to affect sentiments in the market and dent
market confidence. While the primary objective of launching futures market is to
enable price discovery and price risk management, interventions by the government
sometimes beats this very objective. Some of these actions which have a bearing on
the commodity derivatives market in the country include: frequent suspension of agri-
contracts, hike in margins, imposition of commodities transaction tax (CTT), limitation
on investor participation, lack of proper warehousing facilities, fewer number of products
in commodity derivatives market, absence of broad-based market participants and lack of
awareness and education about futures commodity markets.

India and International Commodity Derivatives Markets

India has been a price taker in case of a number of commodities traded in the
domestic futures market, viz. non-agricultural commodities. The price discovery of the
major traded commodities viz. energy, bullion and non-precious metals takes place in
the overseas markets. Similarly, commodities such as soyabean, cotton, palm oil, sugar,
etc. are strongly influenced by global futures price movements as these commaodities
are international in nature and are impacted by price changes in key overseas futures
contracts.

The prices of future contract of metals and energy commaodities are seen to move in
line with movement in global markets since India is a major importer of precious metals,
energy and base metals. In case of commodities which have lower presence outside India
viz. cereals, spices, pulses, etc. are mainly driven by domestic supply and demand factors
along with local market factors.
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A key reason so as to why the international exchange groups like CME, LME,
ICE is able to influence the price of commodities and be a price maker is because
these bourses have been in existence much longer (CBOT, now a part of the CME
group started its operations in 1864) whereas the Indian exchanges (MCX and
NCDEX) started its operations from late 2003. Maintaining of inventory is essential
which is instrumental in the price discovery of commodity markets. Another reason
which acts in favour of these global exchanges is the reporting of the stock. Most
of the global exchanges also store commodities of other countries other than their
own commodities which is making them a price maker in the commodity derivative
markets.

*k*k
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Problems and Reforms of Secondary Capital
Markets in Nepal

= Dipesh Chaulagain*

Introduction

Capital Market refers to the places where saving and investment are moved between
suppliers of capital and those who are in need of capital. Capital Market plays vital
role for the development and growth of the countries economy. Now a days individual
investors, mutual fund, pension fund and insurance fund place their money in the
various instruments of the Capital Markets. The Capital market instruments are equity
shares, debentures, sweat equity shares, warrants, preference share, and bonds. Capital
Market Consist of the Primary Markets where new securities are issued and sold, and
the secondary market where already issued securities are traded between investors. With
globalization of economy the role of capital market regulators assume more significant
and the regulator has to be dynamic and responsive to challenges and changes. Regulation
IS not a static Subject; it is a dynamic one so the interest of the trader and the investor
should always be kept in mind. Therefore there is frequent review of Securities laws to
develop secondary Securities Market and protect interest of traders and investors. Market
themselves are in the state of continuous development so the contents of the regulation
must also change to facilitate proper regulation of the secondary Capital Market. Keeping
in view the above objectives and principles Securities Board of Nepal (SEBON) has
been framing regulations, guidelines and also changing them from time to time to make
Nepalese Capital Marks a modern, safe, fair and efficient one. The article is based on the
problems and constraints suffered by the Secondary Capital Market in Nepal since its
inception. Then the reforms and its subsequent impacts are discussed.

Major Problems of Secondary Securities Markets in Nepal

The problems or the barriers of the secondary securities markets may be political,
socio-economic, or administrative in nature. Throughout the various phases, the secondary
capital markets in Nepal has experienced growth and at same time some bottlenecks were
also experienced. Nepal Stock Exchange (NEPSE) is the only stock exchange located
at Singhadurbar, Kathmandu and the stock exchange is not allowed to have branches
at different locations. Majority of the shares of NEPSE is owned by Nepal Rastra Bank

* Senior Assistant, Securities Board of Nepal
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and Ministry of Finance. NEPSE accounts for all the trades in the stock exchanges. This
hampers the general belief that capital market is perfectly competitive market. In the
stock exchange the number of hours for which trading is open for participants is very less
4 hrs. in a day; 11 a.m. to 3 p.m. Other public holidays makes investors difficult to have
liquidity throughout the month.

General public beliefs that Share prices in the Market are determined by the speculative
forces and these prices have very low references of fundamentals or performance of the
economy, industry or company. The dealers, merchants, insiders, fund manager try to
speculate prices of share. This reduces the presence of genuine investors and thereby
increases this speculative motive among the other market participants also. The regular
investors also filed a complaint in SEBON regarding artificial increase in Prices of
Shares before right issue by circular trading due to which they have to suffer and lose
their money as the prices of such shares drop greatly. Investors Claim that Funds are
raised from investors promising investment in projects yielding high returns. But some
promoters divert the money to speculative activities and other personal purpose. Due to
which ultimately they have to lose their wealth. Price rigging is the phenomena where
Companies planning to issue securities artificially try to increase the share prices to make
their issue attractive as well as enable them to price their issue at high premium. Promoters
enter into the secret agreement with the brokers and plays in the price. Payment Crisis due
to brokers default, Quick profit at the expenses of the Shareholder due to Insider Trading,
low prices of odd lots in the lack of odd lot dealer, dominance of single sector restricting
choice to diversify investment portfolio, underdeveloped debt markets and no room for
trading in debentures are some general problems of Secondary Securities Market.

Inthe recent phase the Secondary Securities Markets encountered problem at the policy
level and its implementation. Government of Nepal in its FY 2018\19 Policy and Program
made the compulsory provisions for PAN while buying shares from the secondary market.
It created huge debate and conflicts among the investors and they protested against it. The
issue was finally solved by making optional provision for PAN up to the transactions
not exceeding 5 lakhs at a time in a day. In the Fiscal year 2017/18 Capital gain tax was
increased by 50 percent and reached to 7.5 percent which was initially 5 percent. Investors’
wants confirmation whether the capital gain tax is final or not. Ministry of finance and
revenue office in time to time brings new concept in imposing Capital gain tax which has
always been debatable. Investor forums and Securities businessperson keep on pressuring
the regulator to settle these issues permanently. Trading halts are enacted by the investors
and the Market remained negative with low turnover for a longer period due to issue of
capital gain Tax. On the other hand, NEPSE introduced the online trading System in the
secondary market to modernize the capital market but the software encountered serious
problems. The investors weren’t attracted towards online trading system. Common
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Problems like automatic log out, bank integration, Order can’t be placed and cancelled,
not matching buy and sell order, no display of floor sheet and market depth, software
malfunctioning due to over transactions were faced.

Major Reforms of Secondary Capital Markets in Nepal

Several reforms have been introduced beginning with those in stock exchange
administration, securities trading, settlement, delivery versus payment, securities
transfers, trading in derivatives, risk reducing measures, screen based trading, concept
of investor protection fund and many more. The major reforms in the last few years have
been analysed.

1. Legal Measures: Securities Related Act 2063, Commodities Exchange Market Act
2074, Assets Laundering Prevention Act, 2008 are prevailing acts of Capital Market.
Beside these there are by laws, regulation and guidelines to operate securities Market.
In the Fiscal Year 2016/17 SEBON drafted, reviewed and amended regulations and
directives related to service charge to be received against stock brokerage, Securities
registration and Issue Regulations,2016, Corporate governance guidelines and listing
and Transactions regulations.

2. Surveillance system: Nepal stock exchange was asked to set up independent
surveillance cells under the executive directors (who is directly responsible)
of NEPSE. Exchange was asked to develop online monitoring system. Online
surveillance system generates alerts including real time alerts to indicate abnormal
activity in trading.

3. Improvement in the Securities Clearing and Settlement: Board Issued Directive
to CDSC to execute pay-in in the T+2 with securities in the buyers account and
payment in the sellers account, and the securities be deposited in the account and the
payment to be deposited in the seller account in T+3 days.

4. Dematerialisation of Shares: Traditional settlement of Shares on Stock Exchange
gave rise to settlement risk due to the time that elapsed before trade settled by physical
movement of certificates. Theft, mutilation of certificates and other regularities were
rampant and in addition the issuer had the right to refuse the transfer of security. All
these added cost and delays in settlement, restricted liquidity and made the grievance
redressal of investors time consuming and time intractable. All these problems
have been solved by setting up depositories. From Mid-January 2017 DEMAT was
mandatory in public offering all over Nepal.
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5.

10.

Allowing large Variety of Participants: Capital markets are said to be more efficient
when they have more participants, instruments, process and other alternatives.
Nepalese capital market is dominated by banks and financial institution in the earlier
phase. Now there are entries of many new participants to the Capital Market. SEBON
permitted private sector and joint sector mutual fund and debentures. A Committee is
form to study the entry of Non Nepalese Residents, foreign institutional investors to
trade in secondary Market.

Concept of Derivative Trading: All the developed economies and capital markets
have financial derivatives trading on their exchanges that provide risk management
tool to hedge the risk in the underlying market. In Nepalese Capital Market the
derivative trading are in the process of getting permitted. SEBON issued and
implemented Commodity Exchange Market regulations,2017 on 25" November
2017 which includes licensing procedure for exchange, paid up capital, requirement
of shareholders, type of commodities, investors protection fund, settlement guarantee
fund along with cease of approval, dismissal of Exchange, penalty etc.

Corporate Governance Code: To maximize shareholders value and increase
investor’s confidence SEBON has introduced corporate governance code for listed
companies. Corporate governance helps to minimize the insider trading in the market,
makes company’s information more transparent and well managed and contributes in
developing fair, transparent and credible securities markets.

Investors Empowerment: Timely availability of quality and reliable information
increases the confidence of the investor in the market place. Over the past one decade many
regulatory requirement have been imposed on issuers, mutual funds and other constituent
of the market to disclose relevant information to the public. Listed companies have to
publish quarterly, half yearly and annual financial results as a condition for continued
listing. Mutual fund publishes monthly Net Assets Value, portfolio composition, and
other information. This disclosure contributes to improve market efficiency.

Establishment of Credit rating Agencies: Two Credit Rating agencies namely ICRA
Nepal& CARE Ratings Nepal Ltd. were set up in order to assess the financial health
of different financial institution and agencies related to the stock Market activities. It
is also the guideline for the investor to evaluate the risk of their investment.

Increase in Merchant Banking Activities: Many Commercial banks have set their
Merchant Bank as subsidiary company in last few years. They provide financial
services like underwriting facilities, issue organizing, corporate advisory, portfolio
management, etc. It has facilitated as a helping hand to factors related to capital
Market. Some Other reforms in the Secondary Capital Market includes.
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Vi.

Vii.

viii.

Xi.
Xii.
Xiii.

XiV.

Supervision of Securities trading, Stock’s Exchange reporting, Central Depository
Company, Merchant banker’s reporting, Credit rating Company’s Reporting,
Mutual Funds reporting and Stock Broker’s reporting.

Stockbroker’s Capital Increase and infrastructure Requirements.

i. Expansion of functions of Merchant Bankers and increase in capital from three to

five fold for fair and competitive services.
Policy Provision Regarding the establishment of New Stock Exchange

Code of Conduct for the Board Staff and Board Members made effective from
March 2017 and July 2017 respectively that restricted to buy and sell shares in
the manner general investors do.

Stockbroker’s Commission Slashed down by more than 40 percent.

Developing OTC Market as its trading became active since FY 2015-16 and
reduction in the fee by more than 90percent.

Provision of three additional clearing Banks and beginning of odd lot trading.

Real Sector Companies with paid up capital of 1 billion are encouraged to enter in the
Capital market. To attract real sectors Securities Issue and Allotment guideline, 2016
enable public issue only with 10percent (of the issued capital) and the existing fixed
pricing public issue was replaced by free pricing with some cap. The government
made provisions of 15percent tax rebate to such companies for bring listed.

Provision of Margin trading, Determination of Interest rate and its monitoring.
Expansion of Branches of Securities brokers outside Kathmandu valley.
Facilitation to apply for the auction shares from outside valley.

New Provision in the Circuit break.

Budget of FY 2019/20 as declared on May 28, reduced Capital gain tax to
5percent which was 7.5percent in the FY 2018/19.Weighted average method will
be considered to calculate capital gain tax on right and bonus share. Investors
were relieved by the Budget Speech of FY 2019/20 as most of their demands
were addressed by the Government of Nepal

Challenges in the Secondary Securities Markets

Upgrading the market to make transparent, reliable, and competitive and investor

friendly
market,

itself has been a challenge. The challenges are particularly related to policy,
technology, structure and laws. Privatization of NEPSE in accordance with

Stock Exchange Operations regulations, 2007 and segregation of government ownership
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to make NEPSE more competitive and professional is a huge Challenge. Restructuring
the Ownership and reform the CDSC established as a subsidiary of NEPSE is next
challenge. Frequent Policy changes in short time and unclear policy is impairing the
dynamic growth of market. Strengthening the regulatory and supervision Capacity of
SEBON and achieving operational independence is a challenge. Making Secondary
market competitive, accessible and nationwide in all 77 districts of the country needs
more effort. Attracting the real sector companies in the Capital Market and aware these
companies about the 15percent tax rebate for being listed seems difficult. Facilitating non-
resident Nepali and foreign institutional investors, advance technology in stock exchange
and brokerage business, introduction of new instruments bond and equity derivatives,
good governance practices of companies, adequate participation of institutional investors,
investors awareness, financial literacy and training to the general investors are challenges
faced by Secondary Securities Markets.

Conclusion

Due to several hindrances a genuine investor has retained aloof from the market while
more and more speculators and institutional investors continued to dominate secondary
securities markets in Nepal. These have also resulted in the increased volatility. When
financial Sectors reforms were initiated it was also emphasized to have a strong regulator
for Nepalese Capital Markets. This task of regulation is being shouldered by SEBON.
Following the implementation of reform in the secondary market in Nepal in the past
few years, Nepalese stock Market achieved success. But, there is more scope for further
reforms and development.
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Debenture and its presence in Nepal

m Deepika Maskey*

Background

Every corporate organisation, no matter how big or small it is, and no matter which
area of scope it is operating in, the requirement of capital/ fund is always inevitable.
Capital is regarded as the most essential of all the elements for any organisation to
perform well. The adequate supply of capital results in proper utilization of organisational
resources whereas the inadequate supply results in negative growth of the organisation.
No business can ever run effectively, efficiently and successfully without the availability
of adequate amount of fund. However, the arrangement of the fund as per the requirement
of the organisation is a very tedious task. In general, such funds may be raise through
internal sources i.e. issuing of new equity share or the profit organisation have had made
or through external sources i.e. borrowings, bank loans, public fixed deposits, debentures
etc. Equity shares are generally issued during the establishment of the organisation or
when organisation is going through the tough situation and no other options of raising
capital can be utilized. However, Equity shares most of the times is not suitable owing
to various reasons due to why the organisation may need to heed to external sources
such as borrowings, bank loans, public fixed deposits, debentures etc. Arrangement of
funds through external sources are much beneficial for the organisation compared to the
internal resources because of the fact that funds through internal sources find it difficult
to meet the financial demand of the organisation for long run. Out of various available
external sources, it is up to the decision of the management of the organisation to decide
the best source of raising fund which is cost effective and as well as efficient. Out of all
the various sources available, issuing of debenture is also one such way to address the
requirement of the fund.

Introduction: Debentures

Debenture is basically a loan amount the company raises from the public based on the
past and current financial performances and projections and as well as the performances of
the organisation. A person who has bought a debenture and holding it is called a debenture
holder. A debenture holder is the creditor of the company. Debenture is a document with a
commitment of the company to attain certain goals and is also an acknowledgment of the

* Senior Assistant, Securities Board of Nepal
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funds received by the company. It is the payment of interest at a fixed rate till the times
the principal sum becomes repayable to the debenture holders. The document issued by
the organisation all the details such as the date of redemption along with the rate and
mode of payment of interest. Though the issue of debentures is also one of the method
for raising capital from the market, however, it is comparatively different than other
sources such as preference shares, bonus shares, equity shares, rights issues, borrowings,
public fixed deposit etc. Further, the essence of debenture is such that it is issued to the
general population and not to the certain group of people. Debentures may or may not be
converted into the stock, considering the rate of interest paid to the holder and as well as
the condition set forth by the by the issuer.

Thomas Evelyn defines debentures as, “A debenture is a document under the
company’s seal which provides for the payment of a principal sum and interest thereon at
regular intervals, which is usually secured by a fixed or floating charge on the company’s
property or undertaking and which acknowledges a loan to the company”.

In short, debenture is an acknowledgement of a debt. Companies generally are found
to be using this tool for the purpose of expansion and when they are needed to borrow
the money at a fixed rate of interest. Companies prefer to use this tool to raise the money
when the fund is required for as per the long term plan. The benefit to the issuer is such
that they are the one to determine the interest rate ad which is why they have plenty of
options to calculate the risk factor as well. However, once the debentures are issued to
the holders, it becomes a legal obligation on the part of the issuer to repay back the debt.

Types of Debentures

1. Secured Debentures: Secured debentures are issued against the security of the
assets of the company. It means, the debenture holders have every right to sell the
assets of the company in case of failure on the part of the issuer to repay back the
debt.

2. Unsecured Debentures: Unsecured debentures are not issued against security of
the assets of the company. In short, the company holds no liability in case of
failure to repay back the debt amount.

3. Registered Debentures: A registered debenture is recorded in the register of
debenture holders of the company. A regular instrument of transfer is required for
their transfer.

4. Bearer Debentures: Bearer debentures are easily transferable i.e. their role is
just like negotiable instruments in which the debentures are issued without any
registration.
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5.

Convertible Debentures: Convertible debentures allow the holders with an option
to convert such debentures into equity share. Such conversions can be carried out
after the completion of specified period.

Non-Convertible Debentures : Non- convertible debentures have no privilege of
converting itself to equity shares make it compulsorily required to be repaid to
the holders. They are compulsorily required to be repaid to the holders

Redeemable Debentures: Redeemable debentures are required to be redeemed
after a certain period within which interest rates are required to be paid periodically
and principal after a specific time period.

Irredeemable Debentures : Irredeemable debenture does not create any obligations
on the part of the issuer to repay the debt back to the holders without in the
situation of winding up of the company or at the time of any default.

Debenture in Nepal

In the recent years the capital markets of Nepal has been developing at a very
faster rate with reasons being the introduction of new instruments and as well as the
modifications in the old technology. Meanwhile, in the present context debentures are
proving to be playing a significance role in contributing towards addressing the financial
needs of the corporate sector. The history of Debenture in the country dates back to 2054
when Shree Ram Sugar Mills first issued the debenture whereas Himalayan Bank issued
the debentures in 2058 for the first time in case of banking sector.

Table: 1
FY No. of Issues Amount (In Million)
2012/13 7 2,800.00
2013/14 2 700.00
2014/15 5 2,900.00
2015/16 0 -
2016/17 0 -
2017/18 0 -
2018/19 9 6,616.00
Total 23 13,016.00

Source: www.sebon.gov.np
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In last 7 years of debentures history in Nepal, 23 issues have been carried out by
various organisation in in which all the issuers are from the banking sector. Though the
fiscal years 2015/16, 2016/17 and 2017/18 witnessed no issues at all, however, there is a
significant improvement in the numbers in the fiscal year 2018/19 in which 9 issues were
carried out totaling to total transaction of Rs. 6,616 million. This shows the noteworthy
trust between both the issuers and holders in terms of debenture market in the country.

Figure: 1
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This table is in line with table 1 shows the comparative increase in number of issues
of debentures from the fiscal year 2012/13 to 2018/19.
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This table is in line with table 1 shows the comparative increase in total amount of
debentures issued from the fiscal year 2012/13 to 2018/19.

Legal Provisions related to Debentures in Nepal

Debentures are legally identified by the legal system in Nepal with the same being
categorically defined in the Companies Act, 2063. The Companies Act, 2063 has made
provision related to the issuance of debentures in Nepal. As per the definition of debenture
given in Section 2(s) of the Companies Act 2063 "Debenture means any bond issued by
the company whether putting its assets as collateral or not". This section clearly states the
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right of the company to issue bonds or debenture which are instruments as a debt. Further,
it also explains that such bonds may or may not be both secured or unsecured.

Similarly, the Companies Act has provisioned that company may issue debentures
as a type of long-term unsecured bond on agreeing to repay it at a predetermined future
date or by paying interest to the debenture holders at the end of every year till the time of
maturity, however, if it is not able to pay either the interest or the principal amount, the
same can be recovered by selling off the assets of the company.

Section 2(t) of the Companies Act, 2063 defines about Debenture Trustee as a body
corporate taking responsibility for the protection of interests of debenture-holders at the
time of issuance of debentures by a company. This clearly shows the legal provisions
available in the country to ensure free and fair issuance of dentures by the issuers and the
holders do not fall into the prey of any fraudulent.

Section 34 of the companies Act, 2063 has provisioned the criteria for the public
company to issue debentures to the public. It states that, a complete work plan regarding
the proceedings and budget is compulsorily be required to be presented to the office.

Section 35 of the Companies Act, 2063 has listed down the criteria as to which
procedures are required to be followed by the organisation before and during the issuance
of the debentures.

Role of Debentures in the context of Nepalese Capital Market

The financial market in Nepal though is small, yet, is a growing market. With the
companies related to both the service sectors and manufacturing sectors increasing every
year, the importance of finances too is increasing simultaneously. At the current scenario,
though the organisations are seen to be keen with issuance of equity shares, borrowings
or bank loans, debentures too are slowly being identified as an option for the long term
financing opportunities.

e Debentures being a secured form of investment, investors may find it risk less as
to the interest rates and as well as the repayment time period is fixed.

e Debentures since promotes long term funding plan during which the interest
rates are required to be maintained at the same level, in the long run it helps the
economy to have a specific interest rates without major fluctuations.

e Debentures being a debt, do not provide any authority to its holders towards
voting which is why, it is a safe measure for the issuers as well.

e The cost of issuance of debentures is comparatively lower compared to that of
other sources of funding.
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e Debentures help maintain a stable market as is not tradable in the secondary
market and not volatile in nature.

e The value of debentures cannot be manipulated as the stocks are in the secondary
market.

In the time to come, the role of debentures will certainly expand further in the
country. From the issuer’s point of perspective, since the interest paid can be calculated
as an expense for the purpose of tax calculation, they can show less profit resulting in
calculation of less tax payable to the government. Likewise, other sources being lengthy
and with cost of fund being high, debentures will prove to be a beneficial option in the
domestic market.

Challenges of Implementing Debentures in Nepal

The presence of Debentures in the Nepalese capital market has already witnessed
more than 2 decades of long history, yet, the number of participants in the debenture
market in terms of both the issuer and the holder is comparatively very low. Fiscal years
2015/16, 2016/17 and 2017/18 witnessed no issuance of debentures at all whereas in
other fiscal years the number of issuances could not even touch two digits.

e Debentures are more preferred by the organisations than the general public owing
to the fact that general public are more inclined towards investing the share
market with the hope of earning quick and higher rate of return. Additionally,
public do not find it charm as it is non-volatile in nature.

e The availability of liquidity in the market stands as another big challenge towards
the proper execution of debentures. The CCD ratio in Nepal, per law, is required to
be maintained at the ratio of 80percent and 20percent which basically means is the
bank deposit is Rs. 100, it can lend only up to Rs. 80. This has made the loanable
fund shortage in the market and has ultimately hit the debentures market as well.

e Debentures are a long term debt and funding. Unlike the bank rates that keep
on fluctuating according to the economic situation of the country, the rate of
interest cannot be changed which is why issuers are faced with major challenges
like determining the uncertain factors like political scenario of the nation,
unemployment rate, future policies, risk factors etc. Therefore, issuers of
debentures should be availed with firsthand information without which there is a
high chance of mismanagement.

e Inrecent years, Nepal Rastra Bank has been directing the banking and financial
institutions to increase the paid-up capital, which is why debentures may have
been compelled not to be a point of focus for them as required fund could be
raised through other sources of funding.
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e In Nepal, the rate of return through Debentures are comparatively lower than that
of the rate of return through fixed deposits. At present, the banks are so much
into the race of collecting deposits that they have a higher rate of return in fixed
deposits. Similarly, the return provided by the co-operatives too are on a higher
side. And since the deposits are easier than holding debentures, people are more
inclined to other sources.

Debenture market in Nepal is still a very slim market which needs proper rules,
regulations and guidance. The volatility in the political quarter has always hampered the
economic development of the country. Therefore, until and unless the commercial genre
have an impactful support from the government, this sector will continue strive to progress.
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Corporate information disclosure in capital
markets of Nepal

= Narayan Paudel*

Background

Capital markets are markets for long term funds having maturity greater than one
year. They are vital for long term growth and prosperity of economy since they provide
channel through which needed fund can be raised. It is the mechanism through which
public savings are channelized to industrial and business enterprises. Capital markets
institutions are engaged in mobilization of saving surplus units to deploy funds into deficit
units for productive investment. The key instruments used in the capital markets are debt,
common stock, preferred stock, bonds and convertibles.

The history of capital markets is not too long. The systematic and organised
development of capital markets is a recent phenomenon in Nepal. Despite being the major
component of capital markets, securities markets does not seem that developing. The
history of securities markets began with the floatation of shares by Biratnagar Jute Mills
Limited and Nepal Bank Ltd. in 1937. Introduction to Company Act in 1964, the first
issuance of Government Bond in 1964 and the establishment of Securities Exchange
Center (SEC) Ltd. in 1976 were other significant development in capital markets.

Securities Board of Nepal (SEBON) was established by the government of Nepal on
June 7, 1993 as an apex regulator of securities marketss in Nepal. It has been regulating
the markets under the Securities Related Act, 2006. According to the Securities Exchange
Act, 1983, each and every company wishing to transact their shares in the markets must
list their shares in the stock exchange but listing the government securities is not required.
To provide the liquidity and marketsability to the corporate securities, corporate bodies or
the companies list their securities in the NEPSE. Presently, there are 196 listed companies
listed their securities in the NEPSE.

As known, the securities of corporate bodies and companies are issued and transacted
in the securities markets. To make the securities markets transparent and efficient, those
companies are required to disclose the information regarding their business affairs to
the securities markets and other participants of the securities markets. It is also the legal

* Assistant, Securities Board of Nepal
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obligation for the companies to make the information disclosure to their shareholders
and other users of the information. Such information disclosure is made for both primary
issue markets and secondary issue markets. Companies disclose its information through
prospectus and press releases to the primary markets and through periodic financial
statement and annual report to the secondary markets.

Corporate Information Disclosure

Corporate Information Disclosure as any deliberate release of information, whether
numerical or qualitative, required or voluntary or via formal or informal channels.
(Gibbins & Waterhouse, 1990) Corporate disclosure is the principal mean by which
companies can become transparent, and is critical for the functioning of an efficient
capital markets. (Healy & Palepu, 2001) Disclosure is the principal mean by which
companies can be transparent. (Solomon, 2007) Mandatory Disclosures were limited to
providing essential financial or non-financial information in compliance to disclosure
regimes. (Owusu-Ansah, 1998) Disclosure Standard implies to any kind of reliable
information disclosed to the users of information especially to shareholders and other
interested investors. (Shrestha, 2005) Corporate information disclosure is making
information available with the publication of economic information related to business
enterprises. It is a purposeful release of information by the corporate to facilitate the
investors and other stakeholders so that they could make rational investment decision
when required. In another term, corporate information disclosure is releasing the
company’s financial and non-financial information completely, accurately, and timely
to all the stakeholders. It is the principle of reporting financial and non-financial
information through brochures, prospectus, annual reports, financial press release,
interim reports, publications, economic reports, conducting annual general meeting and
so on mainly to protect the interest of an investors and other stakeholders from fraud,
misrepresentation and deception like that of giant companies Enron, K mart Global
Crossing etc.

Corporate Information Disclosure Practices in Nepal

Corporate information disclosure is an emerging concept in Nepal. Some efforts
have been made for building regulatory framework for such disclosure but the practice
is still in its initial phase due to lack of strong regulatory mechanism and unclear
direction. On the basis of nature of transactions, the markets has been divided in our
country that is money markets and capital markets. So, the system of information
disclosure is governed by their respective governing body in Nepal. The banking
system of Nepal is governed by the Nepal Rastra Bank (NRB) and through its several
directives the transparency of information is maintained. Now Nepal Financing
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Reporting System (NFRS) for Bank and Financial Institution has been implemented
as the Accounting Standards .Similarly, SEBON is responsible for handling the
practice of corporate information disclosure of the participants of capital markets.
Moreover, the disclosure regimes applicable to banks and financial institutions in
Nepal comprised of the accounting standards issued by Accounting Standard Board
(ASB) of Nepal, requirements of Security Board of Nepal based on Securities Related
Act 2006, provisions of Company Act 2006, Banks and Financial Institutions Act
2006 (BAFIA), listing requirements of NEPSE and directives of Nepal Rastra Bank.
(Sharma, Disclosure Regime for Mandatory Disclosures by Banks and Financial
Institutions in Nepal, 2013)

As stated above, SEBON is an apex regulator of capital markets where the participants
of this markets need to be abided by the rules and must fulfill all the requirements of
the regulatory body. Among those requirements, corporate information disclosure is one
of the requirements of the regulator of capital markets where all the listed companies
have to disclose the required information on time. The Securities and Registration Act
2063, Chapter 7 section 26 has made following provisions for listed companies regarding
corporate information disclosure. (Securities Registration and Issue Regulations, 2073)

*  Annual report must be submitted within the five months from the end of financial
year.

* Quarterly report must be submitted within thirty days from the end of each
quarterly period.

* Information about the agenda of general meeting prior to annual general meeting
and decisions of annual general meeting need to be given to the Board within
thirty days of conclusion of general meeting.

» Information about events and transactions that might affect the markets price of
security must be informed to the Board within three days of such occurrence.

e Any information, statements, records must be provided by the participants of
capital markets on demand of Board at any time.

Implications

Since the status of corporate information disclosure did not come out to be good
therefore SEBON need to be bringing stricter policies. The SEBON needs to form a
group/team or if possible different department for the information disclosure checking
of listed companies which ensures the good corporate information disclosure and
hence uplift the capital markets of Nepal. In order to improve disclosure practice
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immediately, SEBON need to ask government to pass the rules and regulations to
make compulsory for the listed companies to upload their annual reports on their
websites. If they do not comply with this rule, then strict penalty must be levied to them
compulsorily without any excuse. The immediate benefit will be mainly to investors,
the listed companies and the regulatory bodies. The investors will get chance to easily
access the statements of listed companies in order to make the investment decisions.
Similarly, the companies will be deemed more reliable and transparent and due to
these qualities attracts the investors to invest in the shares of that particular company
and hence the price of a share will be high as demand increases of that company.
And finally, the regulatory bodies like SEBON, they will become more efficient and
effective to make other follow the rules and regulations of the organisation. After all
the capital markets of Nepal will be developed and our companies could also be listed
in foreign stock marketss.

Implication Plan

Since, SEBON have the rules and regulations regarding non compliance of disclosure
practices of listed companies but the implementation are the most that is lacking. But
SEBON is also lacking the precise rules for the disclosure practices. SEBON must make
different department to check the disclosure practice by listed companies if possible but
if not then at least SEBON can form a team to check the disclosure practices by listed
companies in Nepal. This step to some extent can improve the disclosure practice of
Nepal and hence develop the capital marketss to become transparent.

Similarly, SEBON should regularly educate the corporate bodies on the information
disclosure issues. Besides, investors should also be educated on information disclosure
issues. It can be done by organising workshops and seminars on corporate information
disclosure and through other media and publications.

In the same way, the quality and quantity of informational items in the annual reports
of the companies should be increased by corporate bodies themselves and regulatory
bodies should encourage and enforce the corporate bodies in making disclosure adequate.
In order to encourage corporate to comply with disclosure practice, SEBON can use
measures like rewarding the companies, which disclose the best and quality information.

The main implementation plan in order to improve the corporate information
disclosure practices are as follows.
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» Publishing non deterrence reports in public
* Reducing redtape
Short Term | * Different platform for disclosure to different level of companies

= Creating awarzness among public about significance of

(Within & corporate disclosure
months|

* Combining taxregime and disclozure practice

* Harmonizing accounting standards

Medium Tarm | Having a regulation requiring public director at large onboard

Long Term * Delisiting

(More than
2 years)

Figure: Implementation Plan to improve Corporate Information
Disclosure Practice in Nepal

Short Term

The short term plans mean the step that SEBON can undertake within six months.
These plans are very minor steps that can be taken by SEBON in order to improve the
disclosure practices in Nepal.

e Creating awareness among public about significance of corporate disclosure

The first and foremost task of SEBON is to create awareness among the public
about the importance of corporate disclosure. If the users of information of
companies are well aware about the disclosure, then they will be benefitted
while investing. As a whole, stakeholders of financial markets should be made
aware about the significance of corporate information disclosure by SEBON
immediately.
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Publishing non deterrence reports in public

SEBON could monitor the disclosure practice of the listed companies and
then publish the report in media explicitly mentioning the name of those listed
companies who are not submitting report on time. Along with this report, SEBON
can make aware the investors or general people about the corporate disclosure
and its importance. This step taken by SEBON would compel listed companies
to submit their annual reports on time and not include on the list that is published
in public media.

Reducing red tape

In order to encourage listed companies to improve their disclosure practices,
SEBON should simplify the procedures of disclosure. For instance, there is
no provision of submitting annual reports through online or soft copy. This
regulation can be amended and companies must be allowed to submit their annual
reports digitally on time. One the one hand, it will increase the cost to SEBON
to create database whereas on the other hand, it will save time of the companies
comparatively when submitted to the SEBON office.

Different platform for disclosure to different level of companies

SEBON should not provide the same disclosure regulations to companies of all
sectors. Since, there are higher, middle and lower level companies in different
sectors, so SEBON should ease the way to disclose their information differently
according to the level of the companies. For instance, small microfinance won’t
be able to disclose same information as disclosed by the commercial banks. The
requirements must also be according to the levels of the listed companies.

Medium Term Plans

The medium term plans can be implemented by SEBON within one to two years
because it might seek the approval from the government. And also these plans
cannot be implemented immediately, for implementation some work and study is
necessary.

Combining tax regime and disclosure practice

SEBON should combine the tax regime and disclosure practice in order to
improve the disclosure practice in Nepal. SEBON should make provision that
those companies who do not comply with information disclosure rule must pay
additional percentage of tax to the government as a penalty. This would encourage
companies to comply with the disclosure rule of SEBON.
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Harmonizing accounting standards

SEBON should make disclosure rules considering all the international standards
like International Financial Reporting System, International Accounting
Standards, NFRS etc. Following these standards would make the disclosure
practice easy as well as recognized by the international level as well. This will
uplift the disclosure practice of listed companies in Nepal.

Having a regulation requiring public director at large on board

The main work of public director in any company is to put the words in the
best interest of public/shareholders in management team. If the public director
is appointed at large on board than that individual will speak for the rights of the
public. Hence, that director will pressurize for information disclosure so that the
companies’ image won’t go down and the investors’ confidence on the company
will go up and finally price of share rises up.

Long Term Plan

The long term plan must be implemented within couple of years. This plan is not
very easy to implement because in order to implement his plan good exercise is
necessary.

Delisting

SEBON must be able to make a framework of delisting those companies who
are not following the disclosure rule for a long time. Simply delisting company
is also not good because the investors will be directly hampered so that must be
considered as well. Therefore, after making a good framework, delisting provision
can be made to those companies who are not disclosing their information.

If one fails to submit such financial and transaction related statements and
information related with AGM as required to be submitted to the Board, then
license may be revoked by SEBON with using Securities Act (2063).

Conclusions

As an apex regulatory body of capital markets of Nepal SEBON is playing vital role to
improve the current scenario of corporate information disclosure. SEBON has to regulate
many listed companies as well as markets participant by giving them strict guidelines
and direction as per the regulatory frame work because there are very minimum listed
companies who submit their annual as well as quarterly reports to SEBON regularly and
conduct the AGM and inform it about to SEBON. However now after the NFRS there
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is the hope of transparent financial statement and reporting standards that represents the
actual image of the company. Insider trading regulation is also a challenge that affects the
markets. Therefore for the improvement of over all current scenario of the capital markets
of Nepal all the markets participant has to become equally liable and transparent in order
to protect investor right.
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