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TR AR Aee SId el [T aoRd] Hevriehd] BHGRATed] GUREToT/TgTH
P NS gers~o | faxig YuREervT/sgaa (Financial Supervision) ®Tg TiIfAfdEw®] g5 SdhIsHl f[a9TeT
T A | guRderr/s/gmaae o ffdees Rl gSHAI® (Macrporudential) I ATSZh! Je~aae
(Microprudential) g1 | TZhT g@ﬁﬁ'ﬂﬁ W&TUT T o dRemer farim Reran (Financial
Stability) GRad T+ ¥ < Jomeie! SR (Interconnectedness) AT €T dfvad T Ieeddh] A1
P JHS YN T TS (Taylor,2009) | AT GG AIS®ER (Institutional Model) 1 Heds IfpaTd
ERIRERSRIRE] (Individual Financial Institute)?ﬁ forir Reran (Stability of individual financial institution) HT
Dfvaa @ A= Fames T guRaeo ag=n gefaaes guRaernr &1 | a9 el a1l e

Are® X YURIEVD] Aleaewols UHHMl URIRE 91 FHF 3| YN TRYSI B |

R, fafaa gufeomr dew/ smemor

I ISR R (Jurisdiction) & TWIR FRIAF®T JATSTHAT AT GeIg® T INGT 704 |
AERITT R qoiRe! e Ferel yqe oaew R dRemewp] gRem X gged!, UUIerTd
SIREA  <GAIHRVI, TOIRP] (TWeTd] X el X Ued Al SAFIBAID] 8P [Pl TRV T L]
g0 | Fmae ) @ees U< T FRMee auiR deqriieed) Ifafdfd Jon $HeRars®l THaaR]
FuURdeToTh] RSTFHIRT I8Pl g6 | duTdl i aoiRe] FuRderor 7 SffSeRe=— Fram™® (Jurisdiction)
@ R TRen o auiRewels USC ARele FREE a1 guiRderor 79 wrd 8@l drgad | R
FoRD! e, iy siRewa! e ¥ fiar den ga ufifder e AR g aore!
PR X guRIders] e gRacs ga el o | Ry qoRe] guiiderdd favaand] samdars
il & [0uHT HARITTd Hﬁw/q&aﬁw (Institutional Model/Approach), BTATHD HIS@/C&I%CCIOIUI (Functional
Model/Approach), Tdldd AIS®/gRCHIV (Integrated Model/Approach) X g Ul #Isa/gfedIo (Twin-
peak Model/Approach) TRI FRac] FURAETTTH] ArSd/SEHIEE TN ga AYH g0 | 4 Asoswd]
T QBRI qEIfom faga == IR B |

(F) TEAWTA / &1/ faee #IE (Institutional Model)

ARG AlS® AT g1 Bl TRM (Legal Entity) BT FTHUAT Bwid Y876 I Aol gHIGH
guRaerre Ffgd fame afea 1R | a9eE WRERE Asedl wud fogo | 99 emma ki

*  [R&ed, Ture Bams as
il



IOIRST dfdg, 1, BATs a9R, U491 SRl &Fswoly GURAET T e gecgee g0 |
AT GURIEV FFE RTHaR] Gl TUSIEe 749g BRd BRe MDA g1 169 | & wuHl
BH TS e [ aFe O dwene guRkdenT SRR smh-l faverEdre! eRAr T TR |
AT BTGl AT AT (Legal-entity-driven) FREHTT B | IFSTs ASe™ ASS (Silos) FHA A=
RT | TG R &3¢ MeMhl See! S AEeIS Bl SMUR TIR TR A8l qAIfoM BH
T Ug @D 578 | TR TS FRAMEGHA 37dh] FRIMe I5h] AvITh] GuiRdero] T4 Bl ALHR
TP §B | IAEROD! S AUS T THe R wRengwel guRkaewr 78 v e BdhT a8
B FREl drgae [ R SRemsed! WREH] (SFIHd]) $I ghiod TREVN T T Hl ardd
ST TRATEEHD! HHBRATSID] GuRIdel 1Y, ki Awress WRAeR N g1 99N Srgaal are
THUB X FRmE Mere! wWidgd 41 SRl el diiekd] B WoEed T A9ag | S quTe
I dHH WiGfafem Bams e 9saed W A9ag, 6 Famee FqeE 9k T den g
R anfdfe SIRET T Hage! | SMEAl SEERMAE Fma T AfeR IR a9 "eadl del g
farwares &1 |

Y i &FdT ude aERi faRmsar Yoa it Famess Eg, s Oy aaer a1
WL HIF ATBR B G0 BRFGIT §gdl ARy J9 8F, M FHISRY eNfUa &z Fiead
(Sector-specific) BTG TRAANT AMHFT IRl e T Hg=n W@ vee g, = faia
&E% GEIge PG A<Nd Foaled g1 WUPIe Famdse 9/ GH-adq Wd g, dfbs, Bdms
T FoATSA T TRAERS N BIYN SAEwD U THUS, He &l (RIME drF e 91Ty,
BRP BRI [TIMHGHS el geo i qoRe] RIS T $RUG HeIe 9% &FAT B &l gl
Sfead S g9, 82 ame aaieReT HRU ST AIikgTeR (W, e, facs)
P11 ufifparee fRals g7 ¥ a<aEy SiRkFewer GwET T4 98e g1 I Alsodl Y4 Wigal

R Jhsaes g1 |

(@) FATHR i‘fE?ﬁUT (Functional Model)

IH AIe I ORI &Fd] WReEad! Fame W d=id w<1 i faia gareen a
TfAfAer S=id g7 | 3T WRe-WRe Fameews f[ARtre ki Gareen a1 aikfdftewar guRdeo
R | gERaa R Gverewsl guRaen el 99y RN Waqmdl 91 foiiews T
faf¥re FriEwd! MURAT TRB W IR AR GuRdeTes Hicis Ase 8 | I <RI ReATH!
UHRGTS S RS ARIERS T HHD! AIRAT Beerge Mamee 1 dvers wfafaftews guRaemn
RB | I9 Aeedl i Senel g9y guRdavers ki wRemel ReRan (Stability) &R T4
g@%m@ W&TUT (Prudential Supervision) Tl gReiar ¥ et (Fairness) DIIH doiR TR (Market
Conduct) GuRRdefor TR |

dfps, fBdmTE, 991, e Sl HATPeIERdl GURAEo J& SIgad] AERAT fHBR I
Framede g9, 9=fud FRIM®s el R esm1 faemsdr g9 ¥ J9de SReqdl guRder
Y YHIIHRI g7, WReMEw U fAfdy R gumeoteed do g HUdle T9fyd aidbeisad]
fR=R guRderor IRY R R goiRERp] QBT ufethas g1 HUals [atid HReERs IR

o [N < < [N [N
YT d1fER AT Hargwals [AfIEeRor TIRP] SaRAMl IHaTs dOIR-S9W GRCHIVD] WA gy
AT Arswdl Ui faemaER g | 91 Fmes fafne i emssn iRy f[aemsan e T g
GuRYET BRI AU YHIEGHR] 8F, BRP BRP &H] B B [ SIIRIHE® I8+ g0 qAD] 3o
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S
AP BN FREE gaRemss A8l qHivM TR RS g9, Fame Reaerer we s
HYATDH! GURIEUT HRMAT g5 I W& (Overlap and Encroachment) ®1 HHIIAT $H Y&70 IS HIATEHD!
PHGRATED] GURAEUT B oY GHEBRI o], FRHED! JRRad TR SeqE O wfifafdee
R FAUATIEERTs AT FHENH T GWY IR ¥ Rer i aamarureTs yagq 1, = iy
g FReR FAF® gadiaxvel gRlad T4 wraie Alsod T BEeEs g1 99 Uhdal 9¢l
e TRl AWM= fifdfesel guRkdenr T 9uae, [Hswa SHaadl J|h gada, Uh
HeT e R HaesH ot e UBlo amThetad guRdeordl &F Ifdh 99s w19 gAo
LT FATS TID] AHRIAD IUAN T+ Fa+, [ EReres A= Fad gavenss ara-1 T9uq
HUae 0 SReEwers e dqun fFaaaer a uq 18 W g dfieedr 9gs da, fa=
FRITHEH] HR&-HRe SUURH TREV FHEl FaHe® 1 Ha WUDI JHS AFAMAER oIS Fa I
e fafr=1 O sriEw Be avesn] BIgal oS SMEAl W5die XAl daR 4 da I9

AlSG®l YUY dHhigargs g |

Iq HISHd! Bl dwlgal ol AR Isal UM Al ASS eR qwEedl faRig guRderorsnt
PTHUT Aes wHl B | A Aeee (A= ki suiResn afsd fems 3 Rerarer gfRea e
JUTd I9 Aeoe dtsd ¥ Fameda aHaaEn gacl RIS 999 | A1 AIS®  The Australian
Prudential Regulation Authority: APRA & SIIRIH FIqRATIHT dad WS fAig Heigwd] guRIew T 1=
I P! AREUTD] BT Securities and Investments Commission: ASIC @ i HReITEw®! GURAETo] T8 |

(M) Q?lﬁ'ul;?‘l' Ef‘.'?a;]'UT (Integrated Model)

TBhidhd AreaHl Rl dvemgwal GRell X Jgadl (Safety and Soundness) ¥ BUSIE % A9l
VS g9 B Use Famdde MR | A1 Areen dfde, fBdms, dw 3 i ek fRie emer
e 9 ARl drgaars Ufbad RS g6 | faxig guiRderore! a1l talhd giiedor v Frame
A B SEH The fmes dfke, @Bamm, 9w 3 e 9fkd 99 i ameser guRkae
o | g A Areee iy Rerarel a9y gfee ghied el @19 gerge Mamesad
T SR TR BF e | A dverged] Aaaiie AeeHl sd ¥a gRadd ¥ fady

ARG g IaRes e den ifd R TWer IR ad $8 avewe Ry a1 des Famad
STHUT g 3D T |

Iq Hreod Fames sMawd T Favrgwd] AJureTh] JURIET! T+ [ao+ I ATadide
TEIE®, FARATUAD] JURIR, SIIRgH aReqTud, 3 =01 Jerewd! [Adeyul (Jsf~aae) omarar aHien
T Ao | g9 ANER W GuRided WRATGS FHY WA g1 X FHIAT A YRacTewh] qHEg
T A &Rl 8P §6 | O IR FHE (Line of Business) A Wi fAxiig TRefTewb] GuRIETTeTS
The [FRIAT®] Y IR WReIgd I T A0E FIG I SEC-I4TE] 9189 Ao | GUREUD! A1
Aree GuRIEd gRedIv SR A9 WRIgdl uig-s | [i¥@a w1, tsel e 1ual wvedr |
GuRdeoTdl PR JANTSH] 3g9d T FHEEl 96l 78 I FaMe Merswad! eFieRr  faareHr
3SR B T | Udidhd FaMds G T Ul SIS A%he AU STavelTdl %l T
ufge™ T @ e SUse Agg A9 AIsodl JHEal 8l |

A1 Aread] JURAE Hods A= e Jedes @@ e ST 89 | STl SHAMT The BaFin
(Federal Financial Supervisory Authority)Eﬁ\T USe oIl ﬂ‘rﬁ ?TFC‘[Ui o TreEse gy RqeToT E%l TS |
JORITHT BIeI~IIG dvsde AR (Financial Conduct Authority: FCA) XY I% 31w gSIIOUs  (Bank of

EE!



England) §Tc ?@Kﬂ{ T ST BHEwD] Hg<h W&TUT §ﬁf TS | ﬁ*PTIEWMoneytaryAuthority: MAS
@ dfg, 91 Jen AU SoRe! uRdewr T8 | 1Y I9 deed gSel Famee R aeiRet
| frFewn guRaeror TR, wreiffiedarer SR i aFEe yondnTa SiRaHenl wHa guRderor
T [ X FEdl g1 O, I A X SgUIed-Ad IRUERas UhoWRD! FaRAl g HUDISG
JURIAE™T T Ul g1 FRIbl YRRFdd T, dwied Fames auik Rer W faxi ddcd!
AT gd WWH BRI T Fa ¥ fRIT TOIRST ISUHHIERSE HHGR UM Ha ddewdls dd Ydhidgd
gfteae g faemdee g |

TR A= i oriie® d9@1 ggor darar 18 R ey guRaeome gRfea 1,
& SRFERp] TR R A<y Adheew a3 G9adR] B, AguTe UEharears geaaRerd
Te IRINGD FRmee &9 gaom, 94 fadi afififiewer s 2 o $ek Fams wrsoss
BTG ¥ Udho MUMGe ok JaRIFEEss gd WH TRE 6 Fagdl Fe Aaedd JUReR aohlo
IS TS Tl Udbidd gREPIVHT THE Higalee g |

UHIdhd GICPHIVId] Bel JhISaee WA I8dl B | Udhe [FaMd g1 vUdl et kha!
T §F WIS TIEIC Il 98 ¥ fRaIUE g 9a, The Mame sad fafdy i e
FARAYA T UER RIS ¥ A% Mawd Ues, Udldad FMAMes UScl &3 8 &M diad
T W, o ki eFEwe dardl T 9ae, AT aeee (T, Ifde f0ug ) a5 warad
gftcmumm wel sggfed Mudee smavad U g I gd oA dfoxedl O goiRew T ga A

BRIFIITRNT 3B Baidhd M HEHas Fay U g iaa I96T JhEass g |

(en) fea= free {W’UT (Twin-peak Model)

g0 Arcas i guidesrs g3 e asew [JueH TR | T &3e. U Oy
wes dife® | I9 Ao FaMedl MIaadl Seead! YW1 (Line of Objectives) gAITH  faxira
ARRIERD] PHGRATEID] JURAET Tl HRiew dodiod T gRIRFTTd WRel g8 | a1 916
I AN TN A Ao IX9HT (Structure of a three pillar sectoral model) IIad!l o AfdEd
a7Es (dfpy emdl Fams, B qoRe Fame X f9e] Fame) &1 Famessos gs el
BITHS IS (Functional Supervision) HT QIrEthgcl TR I o I ST (objective)ﬂ'%?‘ﬁ PR
YE TRI SATATHA! [SaR] gfd STarhes! 978 | §3 &Fd] dRiEd Fameds gstaae Frame
(Prudential Supervisor) T faxig e (Individual Institution) T o Hﬂg?ﬁ (Financial Soundness)
P AJFHA/GURIETT BRID] S STaThafe §6 W9 ®Hvsde 3 fIo9 fRM® (Conduct of Business
Supervisor) BITFI@ID] GRET (Investor Protection) ARl FRIAT IaeITh] UTGHID] AFIHA/GURdEToT
BRI®! BIR STahafe g7 | I9es <™ JHIfom e uwga IR 8 | fiad e dsew faxia
guRdeTeTs fad@! FR™T (Prudential Regulation) STH®! HRITT Ieerd faxiig Avemewd! fa<ig ReRar 3
IR ARV 999 (Conduct of Business Regulation) AT Il Edhiaad] Y&l HIIH T I 5P
0 | 5™ X JoRde Uhe [dud guikdewl Hreaoly JeawEd Tq aUem 4 Igewe 6wy
HHed! FHAT IRYLATd A1 ASeels FY9d yials I9e fead et Aeee gfiRenud IReT o4 |
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A AISED el g fRmaER B WM WH B | TR GRE WG amae R
GURIAH] URe ULTEwh] THEIET o4, AP Fameer f[ARe Siedssn & afwd T |eH
T, 90 IR reRe guRdem faxia Fwear ghfea &e 3 gefaas w3 99iR smeRv

FRAUFHT faarerde RetaRes gad |

(¥) frere

faeeemdl foxii aoiRAT GuRAEUTd IcahRad aRac Alsae® Bda doRd! FamMe Harens
IR 718 3MUHT U7 | UTeHT faxi iR JuRdernT SRITd Alseae ga oMual B | f&ds sore
ARG AR Joil HIYHT el T+ gefage e U IeeRva] wuAl fod dfde | ge
ASGH] IMBMEA! fIRATE®w I HIEaEs FHd IBgd! T Bl HHGOREs T9d 8P & Afho |
FEITAT: G a0 aoiR®! [Aemaa] s/@wer, dAigal Fme Javedl A1ea (Regulation Model) ST
dcaewe AR GURAETTD] Hieedl BHlcd] JUREw g1 | 1 A gafolg sRidaars s HHdml
AGIRTEHATE SRS Yfhdhd Ale® SUYTh gI9d0 I BT Ad= * dfics ki aoiR |- vyl
ez faRmEar ¥ SiRen erawemu=er ghleaarer aift fiaafis Aes Suge giaas |

I IEREN

e  The Institutional Models for Financial Supervision: An Analysis, By Christopher P. Buttigieg

e  SUPERVISORY FRAMEWORK FOR MARKETS, Report by the Technical Committee of the International
Organization of Securities Commissions

° The Structure of Financial Supervision: Approaches and Challenges in a Global Marketplace, Group of
Thirty
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SFADTS DI AR (R Wiel S a1 HIoHT GaR R fJrd 79 Ryepras1, uferor fas
Jorr et ufEpan @1 | a9 gfpamare R v arar 9M, a1 gd 9 81iie T |fde | R
AEgHaIe F U @RS B4 uf fAvae! arAT fIgd THeRT uTa T Haes, TH ARE gedTs Siad
FareaH! A= TROMT aaedd U 3G ¥ UMIEdR) o fod waes | URAR SiaarasaT 1
e SaRer #ezw 8 | A Siigaa1 Rien s1e Y U vy R @8 9 P g | R Sl
I, JATATID], IR I Wl JFeud] [ 3 Jea=a! Ren fove @ved w8 Siigaam+ T
HEd YiE | B Aol o1El US FI1 8 AN Iaudie Ud fAaedlie el 81 | witee Sei
Fgas faft= v S, gAeT SIfT Wie oIl e T Sgd 60 I MRS Sl 1
fhers AWM= ATegqare BXAMRY T 168 Se] BRY AN IS Jofie] wUHl PGl B |

Rrerre! sraedad, WEw@ U IUSIA UfFAM I FA USTT UCE WA Bl Jed | a9e
ARpP! FargoT e Irgdl i, AEIfis, JoHde Ud ARGOe b SIRddT 98 ual
ql AFOE WCH g | ARKN WY ggadl wargiv el g sneR e weere J9e,
agiRe, Hoied Td JoRaeg Ruen e g g fva @1 | e fAfts Qo a1 fRfwme ki
Rien ufy s Wifwer S1ff srawad o USel Agayul vy 81 | onide |Edr X fAdrdr @i
HTed (OECD) @1 3rgarR faxia Rien Aifiaswer snoel fige! v gfea 1 |81 o fod #gq
Rl 9 R Hfiues Gafsrd T R SHiewd! ki S Fedn I Aeayel el 8 | gad) Rl
e enfdie o, se foxig fvfa fo=, fa<ia weamr (financial well-being) Td faia sy
(financial resilience) S-S+ agad fa<ig &, WU, A9QRI ¥ FgER U 79 79 @ | a9 |4
Ffpars el i 99 fog S oo a9 awd ki Ren sffar = &9 smaws o,
ol a1 fawar, e ) A8 vd =i Rien yaredr &1 RS gam I 9fasg# 1 1 o 9ArIah1

AHHT 3o ‘II(QQChI w |

R, Aurern fiten et famme et T S

et Ao gfedd T AUGd] AfAgF®! Aifod &6 Faiid g1 39 A1 RIem 1 Haal uga
TR UR® ANRGSTS IS INURYT ded=id] Rien sifar] I Mi:ged 3 wearfds e e
Rged U7 86 d99 e B | IW [REd 9ger a1 Tier ofid 1e 9w RS ega a9
BEghl afkd Mges Remd a@ren T g6 w9 WA B | iR el Fdws Rrgra, Hifa
qor TI@ STid ANTR&®T MR Maegdal awel Aifamn Riears Jene, s, dSuged,
ISR G® U4 SHgdl 9918 ded, ufawadl], wifde vd ity fRaufa wwfia seefe aar =, fRien
AT ISTH] S 31Aghg T, R 9ual Foll SR FHe I Jaemu N Jaqod a8
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FARPEED] UM §AIC Gedbl AFAN T4 AfFB W¥e &1 Auadre el el S a8l e
B Ui |9p | gAY Aol sif¥eier @fthew R ISR G Ml ArRFIDT SR [aawmT Ty
A T Afbew | e ad oc¢olcd A dRRe ARG @I T sm Wil fon fheeal
T ¢ BRI o BUR Yed! U | fad! Geaieens MuR Aral Idd ay 3 8 &1 & SRR
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) Securities Board https://sebon.govnp Khumaltar, Lalitpur
of Nepal(SEBON) Nepal
Nepal Stock .
2 Exchange Ltd. http://www.nepalstock.com i;ntiﬁaamba&:i?a'
(NEPSE) »Nep
C.DS. and Clearing Share Markets
Limited Commercial Complex
3 http://www.cdscnp.com .
Putalisadak,
Merchant Kath du. Nepal
Bankers(CDSC) athmandu, Nepa
Nepal Rastra
4 Bank(NRB) https://www.nrb.org.np Baluwatar Kathmandu,
Nepal
Nepal Insurance s Lalitpur-10, Kupondole, | If You want
> Authority(NIA) https://nia.gov.np Nepal to Verify any
. . Message &
Ministry of ) Singhadurbar,
6 finance(MOF) https://mof.gov.np/ Kathmandu, Nepal News you
can call and
7 Infomerics Credit | https://infomericsnepal. Baneshwor Height, visit Related
Rating Nepal com/ Kathmandu, Nepal office
. Star Mall, 5th
5 |Nep | coreratngonepalcomy | Floor Putalisadak
P gsnepal. Kathmandu.
Sunrise Bizz Park,
9 :-(ilr:ﬁ;\ldepal https://icranepal.com 6th Floor, Dillibazar,
Kathmandu-33, Nepal.
Website,Annual Report,
10 Listed company prospectus & Agm minute
etc.
11 Merchant Bank, Website & Annual Report
etc.
12 Mutual Fund Monthly Report etc.
13 Nepal Goverment Not.'lces,Budget, Monetory
police etc.
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JHD] FHINTS JHITGTS JUIRUH] HIATadd T4 3faR1E JaIsedl uso |

T GEEEI, I RS Yol quRel WxEdl, fawrad, AMifoie JIRIHHT THd] Ucde
R IUREl Y9G, FHIIGROTHT FREA], A I GURST SUREESE [ARoyv] T8 AMifoled  aqfEH
IOl IOIRST TG X ANEFGE W U Ie3g (ol B | I9 AFEEFHEl Joll aoTRep! ERENTd
faecaoMIdha AMITS FfEH I96 JINe] ANRHOR dgrfie giicaree Rl IRl © |
A1, I UM <Rauel yHE geAriee, GURG! FRITal I Hiqsgd! faun FuRer 1 e ooy
afy ==t IRy B |

AUt Ot SeTRT w@ftr gfE
UEHT Goll SoiRe! e RIfted aRadl goaMl feal ¥ difid wg uft a9e ufest

SUHEE IeoEHR HSH ARG B | UGd!l Yol quiRa! sfigmer geraal 31 a=oH favee T
Ifho | URMIF IraRel, TRATT A, ¥ ufafsi= fasdR den FdeRorh! Feariidr |

IR argeen (fA¥ 93R%-R040): AUTGHT faRTeTR Jeffied ¥ Ao & fod I ajey AreH
gf2®l uedh fAduad FerM el ues | Q¥ 209¢ AGH ERGRI FHOMITD] SRR Fe HHI I
A=, 2033 AreH YRR @R [ Fad] WA YUD! 81 | IFIST Yol TolRP] FTLRON AT
R QRG] Ugaval <lel Igdl Ol |

fFRmTs 3 WRUFE f[A@™ (Ro4o-R08y): ARAMAE WHT Ffed ol doiRe! @™ 9 040
ATG o6 Y A e 9= 9 (SEBON) &1 U= ugdrd g HUD! &1 | O 96 wamoe=n 31
TEHT ol IOTR FRE=Ta! GO SIR™ 91 | 18] A1 040 ATGHT UG b Yada—1 (NEPSE) &1
ol w§ Fafa wum Bamser @Rs i g IR | 990 Aure! Sl SOiRe WRATT W
e Feam gl | I9eT IORAT JIa: a9 % ddl S Sren! 91E gdwd 2 | merfie
TR Bfad TR IR SO STdaTHhd FIR GRS Fa g =1 |
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IR URMRIS sravemdr Wifid xaaret faxig dxermewn! ara Aeqiiiar Igdl doiRET fodN §h,
91, STefdgd, ogfad, Bice don ga-1 ufafRrael sr-iewnl Hd g9 o1l | g8d™ [PO et
SHAERUES OWR g3 1, S0 GRS I eI derl |

gl fiRaR ¥ FaERST Feiiar (oey-giew): ¥ 08y Uftd! qore §oll aoTRae!
JeeIdRvl, Ugd [AWR, 3 UfAfd el gu 991 Pl B | WRIIR SRl YUSidl F5a1ad (00R)
¥ C-ASBA USI®! SR (008) & AMT SHIGal, o, femefi, 3 3wy eFer arRewd
TSl SoIRAT SIfed o165 | I Sl ], BRIARS] IRATT I [PO AT FHRT g SRl
Seoddd gfg TRED | I8 FHAAT Sofdegd, ogfad, gE oy, Y 1 wiew s Rfdg aFan
HHERD] alhd Jhg AUR B | Yol 99IRHA go BREWT 6 Demat WIAI, 00 WaT &l Fardd
FHHAI, I G000 3 HRIMWT AP ¥ HRIAR T AARAT IMSYD! B |

A v T wiasawear g

B3 FOlRAT dbfeud ST B (Alternative Investment Funds), ®JgoIs hres®, X Ml HHIEwh]
sfdad) sFwa fafdaar <Raq enadd ® | g9 SRR, ESG (Environment, Social, Governance)
MR ¥ HeargH, Impact Investing, I WIS STRETRId (CSR) @18 Uriffiear fad swardss
oy R end@d B | g, IoRA wedon ugfa, Wi gEe ugw, e sEamer gAn,
QTH®ISIA SITID] ITATD] 347G I ATHINTD SR UTSTOT RIS I i did]

R 3 HHGRNIE® WWH B |

Il STt e
Dl Yol I9Re dae e gfgm wF AreE fRuer o9, 9% g9 amiivie aqfgar fafdg
IR U A@yol YfHeT FaE Wl 8 | ol auiRe! w@iiia ¥ IaRs e dede s

MR TIR & FrIRTS Farafda, fxi uga, o) Rio, ¥ aMfRs e |8an g=amal © |

fafra aumaEfar T aufewor

AUTGHT AT &F I IS HUAT FHAGR T S Joll auiRs fadia qarn uga g=amsl © |
C-ASBA / Meroshare ST UfafSg%s &1 AIERU ANRGEwS U 89H IRYaw dfTed 1 Joll aoiRe
S T e WUST B9 | S0 S A FeRhaRUl ¥ ddfeud 3Md IToials Yded TNl
g | A1, gaael [Aemel uadm §oll auiRe A8yl NG Y=argdl B | AMI X HEH TSR]

IS YJoTs HhUs I AU AThd Joil Jered Fearl Jidl © |
TR s T suaafis Jaa<Ese

T4 Uoll qORAT Sl 988 X A1 BHEIEwh] AIBRY §0, d9 IHG SUdIRG qAT SRS
SR fisi1 7 #ed gS® | fae N, Sefdgd, ufkfd, $f 7 wica S &Eee gEad
HHERs Al ORISR Foaied I I 9df AR Ao 79 IR e | IR, SEHeiedn
gae-1 ol qoRe! INE™ wEE@yel B | ofd ol qoRer Ssdish a1 weifie 9RA S 99,
9 Tl FaErID] GHATD! B Yol Jers Jauves 988 X I90 AMH Aqfg I ARG Ao
RSB | 39 UHR, GOl ToiRe Aqdid saavewd] o T I Saar e wig g=usd 3ol
g W |
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AT IAREUCE T AHEEH AT

USll aoiRST AIEgHae AEIoid  StRENId] dI=ae Ui+ #g@yol B | 99 deHew ESG
(Environment, Social, Governance) ATIGUS®IS 3MUR 15 ARG ¥ gafavofiy ugaes 1ft 9e8sH,
IS DaG PEAD] FHS AH GUlad, g% GG FHY FATGD] (GBI FHIGHT AN §=ase | a9,
AHfed I BN (Mutual Funds) ¥ HIGGINEG WX TOIREG] AEIHS A1 STHIGAERs  Silgd
[AfENARUTPT JqAR Y& TR, S¥e SUbddl Jqig ¥ Gy idel Wid dese | aw
IS SR Tere X 99 faxiiy WieRdl Yaed T #ed JIss |

iR o T qHTEEiar

ol aoiR® gfg X IReATe e = gRfed w9 #ed g=aigdl ® | @ A1 o e bl
ugedEl WA 7RE!, U A7, ARGEE, gAee, AMD i, dafh JISHRAT Igb] AMRGe ¥ UofSuat
T IR U@ B | I90 Gdols S, 3Er I 9T R0 awka 99 ugd faere
AP B | WY, WHT I AL SNBSS TYGalIs TS, ddbieqd S HIY T MSUSTHT e
B JAER IUGE TRIR FHAEN B Jaed NPl B | I@ qU1Y, Sfgd X Wrlifed Jda gerds
i YgaHT W] AHIRIAT deisvedl B | Ifies yonere! f[des TRIR® wudr IuRerd g aaa
ARE®TS Ui AEES ¥ geIcHhd Joil ToRH FeHTl IRIYHN B | I9a Farael fawia yomeiar

Id o

IER TIR T4 STHBIGHE AHINE FGdh aeaR A desedl 6 |

drewreia fawm T aAmaet qa fmtor
TGPl §oll gOIRe ddo AMfE ghegd ANEH AE TR, I8¢ GHael |ael FEoE 9 e

RSB | 9OTRAT AT X AL MHRG] AaHIERD] HQI{% AT GRETPl HIUGUS X HHIGIRT HH

SARgHaTST qifewp! faxi uga 3% a¢] R I8 | T4 YBR, Yol I6iRe amiisie =amd, fog aard,
et ¥ waReTSd] Ugd ¥ URGRIAIH! Ul IR JaTse IR TS AT T JEART §agal B |

ISft ST TN T GERT ITUEE
TGP Yol goTRe fddrde! Tl ANE% Wiodl 9y da &= gariesp] GEEl U IREd © |

T FrRkiew Gy Ad=e] &l fem 3 aifsie FqfeH saRg J=arsd 96 | A1 gARiEwn!
FHE T Aaegd GIRDI Ufgar I HrA<dT qeayol © |

o AN ¥ FMEGHIUT T Fafe: AUT@dH! Joil IolRAT Fedron I 3fdd SIRgwgw S
ygfiee vafed B | eTHiadee Bl Awel e SiRergel Aol fores, Sbe aoiRe

ReRd FRIST | I9er M=o M Oy |eRdel giy, deaeor ST UdrEd, <
SEBON gRI %l fTRF YUedl @] 4 Sawid © |

® TEIWIA IR FHTE: TUIGH] Yol TOIRAT IRAT GIUID] |G B, TG dolRAls NeR X
IHOH TASE | 96, T HH, T Brs Ol RN SIHddid] FEpadl <A gal
IOIR STHHTON WOAT RER §F Adad | FHIEG] HUHI BRI, T4 ORI SudRuE=p!
e, ¥ T gaRATha ERRId Sl e Tgue |

o TSl SWIH! IAAH IEAT T AHFRIRT AN FUTGHT ARG S bdTewdl Joll IoTRe!
HIERAT X 9 AT B | I8 $ROT SHIe% ST S FoR 19 3R] g8, S0 GoTRae]
IReRAT ¥ Tod Foiaees o s | waeHe wunl RereaeRs Iqarm™ ieRarosd
BRIZHH FoaTed Tgdl T fShice Dewmianhd Masd R I Fa1 JaE 93kh dgus |
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faw g U TEwEd: FoWH AUGHl Jofl IuiReT e I AReE . dEl
HHGRIEE TBHN B, TS Goll IORD] HRIGFITEGTH YHTd U8 | SEBON / NEPSE d1ah!
FHAID] |1 X BRG] TaTsews doRes ARR AR B | JqeTs GUR T4 IR
Hfdge, ufafder STIM I GIRD HRIGEET YOS 3d%hd T |

TSt aNHT FH TEF T HEEEAT AUTGH GOl guiRG] Ugd enh Aifa B, faRw Y e
R MUBfeus &=d aF SHidbde ¥ AlRe] SHdbdew Joil goiRde qo 3 38181
AfREdT B9 | TGS FHEE T4 URIEvRl HrIwd, AeEe v, (Sies Wewies, <
BT HIHAEE AThd A SAFbdiels G T Afds |

fagsht i difvaan: Sore facsh ge & (FDI) &1 iffdar ©, 9o §oil aoRa]
HETON  fAer i R gIe | a9l oMediors sTefia T Hifoia venfi,
favgairdT ¥ Iy gl ol B |

TGS Yoll auiRe sifeadd™ =T FRKewpl A1 718 MTSIeH] 9Ol U, THH] ST F=TaH

ScowE g B | AEive SfgT a9e onfde gfg SR |mifse Fwafdd, o Ryomr, facia
FeIfthaxol X QN AERe Ires grars emeR i IREH B | ol 9Rel geeiarva 1
ArESte e, ufdfrer ST e goneiel guR fuRer v | viawH f$fies ufafd, TR

o R SIS Yol SuiRaTS 3 |ech, FAMEN I UfiRueicaid q91s- |9a-] &1ud B | I9s)

FOAR AUIGD] BN Do 3MYd [THrEd] FE A1 THg FHGE GHIeh WG] §

IR bl B | U, M, I Saswficare THaeEhd J9aTs o0 HeRh, URER ¥ SHStRardl
S faem ofY 9gq |fdo | fRwR fxig ugede affga aviels §Hes dRIsH R Aol eFd!

FHa AEpTam ol oiReE GAaell SfEd! STURET™I I |RY T 9 Ras | §oi aoiRa®!

I adhd AMIioie Fqfgal I8 F™aTals qood fad it wedr, Oy weRae [ R
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9. FEqEAT

faegamiexer R fefies e el R gondl gu Jfes ¥ Ra=fd 9= el B | Ry
ToIRE® favgamd) w=1 v erai Wi Sifer sy g+ wRER(Money Laundering) T 3 smagard
faia@=or (Terrorist Financing) Siar grkdiies o dig w0@ 1 qedl B | @) TRAewals GHE™
T, , AML (Anti-Money Laundering) ¥ CFT (Combating the Financing of Terrorism) ifd
Fgee fawgvR s ard fawa ave &1 | Auie o a9 favgemdl ugad SIfSyd! © | ATl fBd=
TR (Securities Market) 1 uft AML/CFT &1 srifaas suRerd sl & | fAdms agaries,
ST IR, Adwe Jdx, A X, YW RIMeR anfas AML/CFT sifder srafaa=sn fafdre
AdT Wegue | Iiewn] YIB! GHEadRIRal - "uiedl Joll doRe! Weadl I Wfiicda @1 s

Y |

2. AML/CFT &1 UTEHT FHIAAT AT

AML (Anti-Money Laundering): IR&g1 wumr ofvld goR dg S@RT TON@S Add
Fra=or T fesmes IRge Aifa den #rgel axen 81 w9, CFT (Combating the Financing of
Terrorism): sragdre! Wgewars RIS Aldse SUGE RIS BRIGIS AT GI3YD] Al qAT B
e B |

TOTEHT FHIRT PETbROT AT IMAgDRI Boareparadm faia dermr faror U4, 05y, SEBON dre ot
TREPI FERIBT 000, UG AR F<ITG TR YETHRYT FarRr @y * 9o g §6 srwrra FIU
(Financial Information Unit) =@ © |

3. fudios sxaEmigERt AML/ICFT /1 {fwat

o I ufgam aar yAwhiwur (KYC Process) : s raariiewnl 9@ aIfidcd dedhewn]
9y ufgam gARea g 8 | "Know Your Customer (KYC)" uf?rar A arsde
ARTRGAT YHTT, IR S, Faard fdarer, Frafy didera SMeRl dhad 19 | Ultimate
Beneficial Owner (UBO) @& ufgam g, <@ wesd wRMa a1 yifffmed $RIaR
MRREDI &8 | AT UBHITS 0 PRIGRAT HT Afhewals dolRA] Y9l T JaRE 166 |

o Sifigw HeaTs T FiEHIOT: AT AIARERS UG UEH ¥ GRIGRD] SR UGS TR

* HIq e/ 9gE, S9G dARgRICS §ReHT g1 fos
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US| IH I DD e, U, PRIERSB! Uil ATfeH1 snenRa SliRked Hearg= Ty,
I=g SiRew vua1 uresdew Enhanced Due Diligence (EDD) 3ioesg, M= SiiRkad
quat aredew Simplified Due Diligence (SDD) uf3pame® WA T4 | A1 BRIe |Hifad afad
Tfafafdeeers TRRIS aRo ufea™ T #Ed Y |

e FR@ER fwt (Transaction Monitoring) : wesd! e HREAR Frafiaem s
T IATaeTd Bl fOds auriie SR, R a1 ST YGHA®] GRITRERGS g
T, UEhd] PRIAR HAARHAT JH MYPH! gRac & fag, wenfed FRRE gomet
(Automated Transaction Monitoring Systems) uam "R wierye wfafafdee oo
&8y , dRIER FRFS Money Laundering a1 Terrorist Financing wifafafeer gwardt
Hohd Wl U AEd TS |

o ywwwr @R foifde (STR Filing) At 7 #RER sramifas a1 sienus Ras 9,
IS @raariies ffarl o fienae HRIIR RAré (Suspicious Transaction Report
- STR) @R 79 < 3 f&Af= wurs g §&a FIU (Financial Information Unit) =1 gwr
T | (STR) @1 woigan qul w1 JRiEd IReg, A1 Ul fadig uoneiers Sikaageh IR
qEAY © |

o fwam =gaeam@ (Record Keeping) : fdua eraumiiess Ied ¥ GRIAREE= G=gul
AMGEE®R BRI 4 IUGH GRI&T IGUS R JTSESHT T8 UfedM SRdules, HRIAR
fqervree SliRed geargd Rurdge STR @1 s Ruifés siffowes uo | fFframe Mo o
B FEgs Sifa | M ffwEsEss TR W B T8 |

o Iafew Hifad ¥ wwifafy fawmw: ve dua ggariis s smaRe AML/CFT Sifd <
PRI TIR TYU| Nfee <RIy 3 d2m SEBON &1 Fazmsgge g3ue | M<iR®
e SiRed qeared, dRER R, Ruiids R e qeemume we yiEpan Fae
BIUD| IMIR® I Yge WUHT I e JgiH—al gaiiee 990 aigos |

o FHANI Al T waaT Awalg: ATy Faariiews MFT dHanewers AML/CFT aw=i
urf¥e aifes (Induction Training) ¥ Fafig sdiexor @ifsw (Refresher Training)
ST A SIRIHAEEN Fad TRIST BRG] Foaad T Ua8 | eTH ¥ SR HARISR
75 AML/CFT ifd g9aerl w071 driaa T4 dae |

o frume® Heaw Geww: AdUs wawiee e Bdas @ (SEBON), FIU, 7@ Wt 36
Sad e MereR snawe Rufdes wwad 14, fMded wre g, Fbeor 3 wieomm
HHA FEBR TYUS | FRmE TRARAT M G BRIE ARG Jaariewap] [qeaaeiadn
7€ g9 |

o gfafust @ arrore g fAds iy e-KYC gord! Wi IR I8d SiHar f$fies
w1 wreRY g, fefies Monitoring Tools St AML AML Software Solutions

goersg, Risk Management Framework #1 gfafer siftead Suamm g ol Bl
gl TEe eRER AR ¥ Rufds upaers ga ¥ a9e ks |
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¥, AML/CFT @¥eerHT faraias snaaniigest qgcd

facia goneftar gRen T feuman: s aariiesss AML/CFT Hiftewn qioq =&, fxi
goTeIel JRem X Rerar YHRFd g8 | I90 g9 PGPV X Sfcdbaredl Ay qHiH
SIS &F T HEd JAN®, obe GAY fdave &1 fIwadHdl SR IR AREH
ERUSEN

A sEwear: AML/CFT iftessl wied el Jaariiess gl e g_1 76+l
FwEsp] Ul TSIl IR |4 999, S¥¢ Jaiddl Yo e d 3R
LRISEECiE

gy fafafiges Twam: RdUs aariess serte oa-a-al FIRHE el sy fifafse,
S g9 YIEPROT X AdPpdIaD] A< dIver, e Hed TH9 | I9S fRIG goneiers gRIed
¥ URSH §99T |

faitar amsRT TrEAT: SRRIftey Ay IRemg® ¥ iedew, o FATF, & AML/CFT a&
TI RGBT B | ATy Jariies A AFbewd] el &1, JIRRINGT IolRAT ¥dl Bfd
A9gd TRE ¥ O Prareene! f[avaeiad ©ere |

afvw frda: AML/CFT Hiftews uiod Tl gaariisss Afde Rrakier oy e
T | g9a sy fafafdewn dieaes TR wEifeie ¥ onfYe ReRmdr wM IR wWEd
ERUSEN

s ATftRafaRyet o fdus erwriiews AML/CFT Hiftes o1 W7 &nfdie aifthafasg st
HEYH IR JIS8 | I90 TR01 ISP FIT=HT HRIHD YA UT6 3 371D STURTed]
SIRH eS|

TEFH @A Be1 AML/CFT ufharess wedd! HRevl Heqaqul el Weo+| Ihras
A a1 379 PRERAC Teihl S, UEDhewp ARG SHHRI X faxia gren gHlked
T ATRF B |

e favama T afaer: Rdus eaariess AML/CFT &1 $Sgd |1 9Ta- TT&1, aaiiad
R UTEdhewd] draql WRATD! favar X ufdsl gge g9, She ARG dhadl X arudliodn
wqfg ghiea T&ol

4 AML/CFT SR faaios saamiigesl dad qeege
¥.9. e afgam (KYC) qurefiat astae iaeot
T fAdE 98 @ dYE oguR e fBas @gariewe sivard KYC BRA w9 g% IRt
B9 | ¥ 2023 @I FIU gitees srgarR, Yol a9R &mae /¢% arede goi KYC favor der et
B | ge ey Rdus Faariee e-KYC yomedmn sneaRa fsfiies uge dufgam yomeias
BB B | THS 3(dY U8 (SR, Boll 7M™, AMGHR] FHED FGH) B8 oI Y9 IaTe
RGd B |

Y3, SfEw qeargd T STHIUTEr AR
SEBON @1 "Risk-Based Approach Guidelines, 206¢" 3R aumiiess UEhewals
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Iod, HEH ¥ g SR @ A7 iR T enadt Bl FIU RUIE (2023) 199K, wy% frdmo=
FIAAERS I MIRD  SIRGH Feargd A Jemdieis Wbl B | SRGH  SArenRe i
JUANSS] FqARNE: Sod GIRIH TRl Ued I dRIERGS [A9¥ TR IR Ferq YU
o |

y.3. FoEr e afafawr g

s @aariEws /@ Transaction Monitoring Systems (TMS) wRIFT 18 GRITRS]
f$fotes MR erder & | FIU &1 dearg s1gaR, 023 A1 fBId0 asee 92,48 dcl M
eRIR fafed TRuer &y, S ¢y @1 o" Sifa RS R | SRR IR derh g1
vrpruE A uRed ufte™ T Afes |

w.¥. g FER fafde (STR) A afg
FIU Turea! R, &dids aariiess 09 A1 93 gel STR 421 IRa&1 &g | 2033 &1 83 g2l
STR 91 Rep1 B | (4 Jom gfg) | STR @1 I ¥ YoRR §d gedble ATARIIER SiIRgHufd
Ao X 9T a7 IH B |

Y4, FHA atfem T = sifvafy
SEBON e FIU @1 wgawr "AML/CFT Capacity Building Workshops" smiemn g
amyet Bl FIU RUIE srgar v eraemiiegsd! y% & Ml dviariers aiffe AML/CFT
qIfeH Ue Rl B9 | IRIfEd FHaRER RS ufeaH, dRIAR fawayer 3 eer RufésH
eI WS B |

Y.5. ATFAE Hifd qur e qoTeE fawe
SEBON @1 fidemergar, @9 fdus wgaurfiews AML/CFT sm<iRe -ifd awmger e,
Compliance Officer g &1 &1 | FIU deargs <@ & Q0% @iguriiews ! ifd
2033 3 EE¥e ReT B | I<IRS iide RN STRald@ X IR Rl gRked s |

Y.\, gfafast aoreh STER
e-KYC, Digital Signature, Online Transaction Monitoring =< ufdfSg® smu=mgsr &+ |
FIU &1 ogaR, Bams &5@1 ¢4% dRIGR 86 fSiics wewaama =1 g0 | ufafde sy
HRIARGTE IR™H UM T I e Fegordl yqe 16 |

y.5. frame femredn ezt
FIU e SEBON @1 ag@R Bdos @aariiess 4% guiad Rulfés @@l U9l IWaT & |
e qen wRieor STa Wedr &) ARauel B | e v ura el SR ufisT dee
R AfIwET oY srgeRER RyoH §o |

Y%, TEH FaqAT HUHA
HEl gaariEw (S : NIBL Ace Capital, NMB Capital) & "Client Awareness Sessions"
Faroq TR Agdhers KYC uf3par, STR #8c X SoiRHAl W8 IdeRGl [AUIH] SR QU
B | FOd Aedews Ul sy fdfaffee IuRers gREA 99s wean gaseH| 99y favsy

o AqTieEh] Tqe UeTewers qeurgHl SMUIRG Wlerd e Al Rgd T Afbs Al F9qo
eTeve Auted! goit qurrar urefar (Transparency) , gRenm (Security), e Rerar
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(Long-term Stability) ya€= v Aol INTe™ gAHT B
% AML/ CFTEWreMT fudias saamiigesi qad 18%T
%9 Sfad AT Sqaiadn: BdeE aeaiEes ik Jeargaal i 9 TR RS B,

@R

@32

¥,

LY.
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.9,

TR FIBRAT JFDI JHIIHR] g gl afgs | FIU @1 2033 RUCsgar, sRka
30% FaaRiieRs AE SIRGAAT MERT Ued qNeRv IfUd sgo HRIFIT WH B |
IO AIARER A4 UEdHels FHH JdeR T YAl B9, e Ied SlIRGAd] TEDHER
ged WIS | SEdIe ITd GIRgH WUPT UTedhevalc S g1 a1 SHgH] Ui Tg,
TRIFTA SIRIA g AT &6 |

FRER e FR: FIU @1 3/g9R, 2023 AT SR GRIAR U9 &% 0% A3
REP] B, Sald FTRIGY AFH AFAR T &R 94-0% FIUT 8l | SRR FERFT gome!
R FIIRIERS WUAT TR A, AR R Ad8) 8l SR SREAR®] aEs R
A e IR ReI B | A SRIGRATGT UG Joud garawe (Layering) uhamew
EESINECHE

gegene FoER fonfés (STR) wn =gwam: STR er 7+ ax&n gfg Raw amfy, b f&rdus
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FINANCIAL LITERACY, BEHAVIOURAL BIASES AND
INVESTMENT DECISION IN THE STOCK MARKET

Dr. Bharat Ram Dhungana

Background

Conventional finance theories assume individuals are rational investors while
making investment decisions, and they evaluate all existing information. Traditional
finance uses classical economic theory and assumes individuals are rational decision-
makers with complete information, desire to maximize utility or wealth, and are
insensitive to biases or emotions. Traditional finance borrows widely from frameworks
like efficient market hypothesis (EMH), modern portfolio theory (MPT), and capital
asset pricing model (CAPM). The key assumptions of traditional finance include that
markets are efficient, investors are rational and risk-averse, and prices incorporate all
public information.

Behavioural finance is based on the opposing hypothesis that investors are
susceptible to behavioural biases that suggest that their financial decisions may be
less than optimally rational. It combines psychology and economics to describe why
people often make irrational financial decisions. It assumes that investors are not
necessarily rational, motivated by emotions, prejudices, and heuristics, and may make
decisions based on mental shortcuts or social pressures. Behavioural finance offers
an account of market quirks like overreaction to information, herding, and manias
and panics. Under behavioural finance, the prevailing hypotheses are prospect theory,
loss aversion, overconfidence, anchoring, and herding. Behavioural finance proposes
that investors show psychological and emotional behaviour which follows divergence
from rational behaviour.

Behavioural biases refer to the tendency to make a decision that results in
foolish investment decisions because of their mental decline. There are several biases
in human psychology, and these biases include investors’ extremely appreciating
their predictions (overconfidence), investors more likely to hold losing stock and sell
winning stock (disposition), individual investors avoiding taking risks (risk-aversion),
and investors following the crowd (herding). Research studies majorly conclude
that behaviour biases affect investment decisions, and education is considered an
important tool to overcome biases and behavioural biases can be handled by using
effective ways (Dhungana et al., 2023).

* Associate Professor, School of Business, Pokhara University, Pokhara Nepal
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Capital markets are an integral part of the economy that helps to mobilize the
funds from savers to investors. If the financial transmitting mechanism is ineffective,
the flow of funds to real investment will be impeded. The well-functioning stock
market confirms economic development by fostering capital accumulation and
turning it into the productive sectors of the nation. Thus, the capital market not only
plays a vital role in mobilizing savings, creating investments, and leading funds to
productive segments in a modern economy, but also supports promoting long-term
economic development, employment formation, private sector development, and
financial inclusion in developing countries like Nepal.

The strength of financial institutions is a critical factor in the growth and
development of most economies, whether developed or developing (Levine, 1997).
Stock markets have grown and experienced significant global market booms. The
focus on stock markets as a driver of financial development and economic growth has
grown significantly in the modern era. Economic growth is significantly impacted by
stock market development. The evolution of the economy and the stock market are
in stable, long-term equilibrium with one another. Government consumption and
macroeconomic instability have a negative impact on economic growth.

The government and policymakers have raised concerns about the stability
of the stock market. The Nepalese stock market is volatile and underdeveloped due
to several reasons such as low investor awareness, manipulation and insider trading,
insufficient regulatory framework and infrastructure, and political instability
(Karmacharya et al., 2022). The stable and developed stock market develops market
capitalization and combines the global market (Goetzmann et al., 2001). Stock market
diversification is essential in Nepal, which may arrange wider investment opportunities
and appeal investors in various areas such as equity, bonds, commodities, and other
securities (Adhikari, 2013). Financial literacy reduces the biases between behavioural
variables and market anomalies and eventually impacts on investment decision
making (Abideen et al., 2023).

Financial Literacy and Stock Market Investment

Financial literacy reflects the knowledge, behaviour, and attitude of individuals
required to successfully manage and utilize financial resources to succeed in the
maximum benefits. It is particularly related to the knowledge and understanding of
financial matters that allow people to craft informed decisions with their financial
resources. It develops capability regarding the productive application of financial
resources. It increases the ability of people in terms of financial planning and budget,
debt management, saving, and investment decision. Financial literacy is essential for
increasing investors awareness in the stock market investment decision. A low degree
of financial literacy discourages people from investing in stocks and affects stock
market development.
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Financial literacy has an important role in ensuring financial sustainability for
individuals and institutions. The impact of financial literacy on stock market
investment has been presented as:

Sound Investment Decision Capability: A financially educated investor figures
out how the stock market works, how to assess companies, and how economic
circumstances influence stock prices. Financial education leads to better
investment preferences rather than trusting rumors or speculation. It develops
investors a good capability of investing decisions in terms of risk and return
performance.

Risk Analysis and Management Skills: Financial literacy facilitates investors to
analyze risk and develops a capacity to manage risks involved in stock investing. It
provides a knowledge of portfolio management and its significance in investment.
Financially literate investors adopt the practices of diversification, risk tolerance,
and techniques to protect their investment.

Maximizing Returns: Financially aware investors have the capacity to project
realistic returns and understand the connection between risk and return. They
can focus their investment strategies on maximizing return on investment. There
is a nexus between financial literacy and returns on investment.

Avoiding Emotional Choices: Financial literacy empowers investors for rational
investment decisions. It avoids emotional investment choices such as herding and
heuristic behaviour. Emotional investment decisions may lead to behavioural
biases and the possibility of wrong investment decisions.

Expanding Opportunities: Financially educated investors find the bundle of
investment opportunities. They can understand market trends, competitors’
strategies, fundamental status, and economic indicators. Investors having
financial literacy can create enough investment opportunities for business growth
and expansion.

Developing Investment Confidence: Financial Knowledge, attitude and
behaviour of investors increase investment confidence. They can participate in the
stock market, succeed independent decisions, and plan for their potential financial
security. Investment confidence facilitates to develop investment strategies which
are required to achieve the investment outcome.

Behavioural Biases and Stock Market Investment Decision

Behavioural finance is the study of how people, organizations, and corporations

make financial decisions and how these decisions are influenced by psychological and
social factors. The psychology of investors and its influence on financial decision-
making is related to behavioural finance. Behavioural finance research has covered
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numerous cognitive and psychological biases that can affect investment decisions
(Dhungana et al., 2022). Investment decisions are heavily influenced by the price
of the stock, client preferences, historical stock movements, and secondary market
information. Investor decision-making and performance are influenced mainly by
behavioural factors.

Behavioural finance applies psychology and economics to explain how and
why individuals make money-making mistakes. Behavioural finance assumes that
investors are not necessarily rational; are prone to emotions, biases, and heuristics,
and tend to make decisions on mental shortcuts or social pressures. Behavioural
biases are the psychological forces behind the investment decisions of investors,
typically leading to irrational investment decisions. These biases may result in poor
investment choices, which depart from logic and rational thinking particularly in
the stock market. Orthodox finance theory postulates that investors are rational and
always make decisions in their best interest, while behavioural finance postulates that
investors are susceptible to biases or emotions that lead to errors like overconfidence,
overoptimism, conservatism, availability, anchoring, regret aversion, mental
accounting, and herding biases.

The key behavioural biases related to stock market investment decisions are as:

e Overconfidence Bias: Investors overestimate their ability and the accuracy of the
information they have. These biases made cognitive distortions and individuals
overestimate their own abilities, knowledge, or future outcomes. These biases
occur when people believe their judgment or decision-making is more accurate
than it is. For example, a trader believes they can constantly beat the market
despite inferior past performance.

e Overoptimism Bias: This bias leads individuals to believe that they are less likely
to face negative events and more likely to experience positive outcomes than is
statistically realistic, such as an entrepreneur underestimating startup risks and
overestimating profits. For example, a new business owner is expecting quick
success without considering market competition.

e Conservatism Bias: Investors adhere to prior beliefs in the face of new information
It is a cognitive bias where individuals hold to their initial beliefs or information
and are slow to update them, even when presented with new, more accurate data.
Instead of adjusting their views appropriately, they give insufficient weight to
fresh evidence, leading to delayed or incorrect decisions. For instance, an investor
holds decreasing stock because they imagine in its long-term potential, ignoring
new market trends.

e Availability Bias: Investors overstate the probabilities of recently observed or
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experienced events because the memory is fresh. Availability bias is the trend
to outweigh new information without judging the objective probabilities of the
events over the long run. This usually occurs when recent, intense, and emotionally
stimulating information is more outstanding, even though it is not statistically
representative. For example, investors are influenced by a tech company because
of recent news about tech stocks booming, ignoring other segments with better
fundamentals.

e Anchoring Bias: This bias happens when people trust heavily the first piece of
information they receive (the "anchor") while making decisions, even though it is
irrelevant. People hold this information, known as an anchor or a reference point
and fail to appropriately adjust their initial influences, even though they receive
further information. For instance, a seller decides a high initial price for a car even
though the buyer agrees down, the final price is still influenced by that original
anchor.

e Regret Aversion: Individuals make decisions in a way that allows them to
avoid feeling emotional pain in the event of an adverse outcome. It is a negative
emotion with a powerful social component in the human psychology of risk
aversion. This bias avoids making decisions that could lead to feelings of regret
later, even though these decisions are rational or potentially profitable. For
example, a person avoids investing in stock, fearing that if the market crashes,
they will regret their decision, even though the market has strong potential for
long-term growth.

e Mental Accounting: Individuals allocate wealth to separate mental compartments
and ignore fungibility and correlation effects. Mental accounting refers to the
different values a person places on the same amount of money based on subjective
criteria. For example, if someone gains a lottery or gets unexpected gift money,
they are more likely to spend it on luxury items instead of saving or productive
investment because they mentally separate it from their “hard-earned” income.

e Herding Bias: Herding effect in financial markets is recognized as a tendency of
investors’ behaviours to follow the others’ actions. It can cause several emotional
biases, including conformity, congruity and cognitive conflict, the home bias and
gossip. Investors may favour herding if they trust that herding can help them to
extract effective and trustworthy information. For instance, investors may buy
stocks just because others are buying, without investigating the firm’s performance,
leading to bubbles or market crashes.

The impact of financial literacy on behavioural biases is crucial in stock
market investment. Financial literacy helps to reduce such biases and increases
the rational decision-making (Hayat & Anwar, 2016). Investors who suffer from
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behavioural biases are not able to take rational decisions and ultimately their return
is less than they expected. Investors who are not affected by these biases are able to
enjoy favorable outcomes (Kafayat, 2014). Behavioural biases may affect stock market
investment in terms of (i) poor timing - investors buy stocks when prices are high (due
to excitement) and sell when prices are low (due to fear), (ii) irrational risk taking -
overconfident investors may invest heavily in risky stocks without proper evaluation,
(iii) missed opportunities -fearful investors might avoid investing altogether, missing
out on potential growth, (iv) portfolio mismanagement - biases can lead to under-
diversified or improperly balanced portfolios, increasing risk. Thus, efficiency of
financial markets can be improved if the investors have a high degree of rationality
and critical thinking (Zahera & Bansal, 2018).

Role of Government and Policymakers on Stock Market Development in Nepal

Many studies have found that economic growth cannot be achieved without
financial development. There is a substantial positive impact of the development of
the stock market on economic growth. Economic growth results from stock market
growth and a strong stock market can sustain long-term economic growth. A strong
and efficient stock market development is necessary for the economic growth of a
nation. It is the policymakers and government that have a crucial influence on the
design of the stock market, regulation, transparency, and investor trust. The following
are the key roles of the government and policymakers in stock market development
in Nepal:

e Building a Strong Regulatory Framework: The Securities Board of Nepal
(SEBON) is working as a regulatory body of the financial market in Nepal. It
develops rules and regulations to ensure the financial market operates fairly and
transparently. Laws relating to investor protection, insider trading, company
disclosures, and financial reporting are crucial. A strong regulatory framework
improves investor trust and attracts a large number of people to financial market.
The role of the government and policymakers is to build a strong regulatory
framework and empower SEBON effectively.

e Encouraging Transparency and Governance: The role of Policymakers is
to enforce standards for listed companies to present correct, timely, and full
disclosure of financial evidence. The principles of corporate governance ensure
companies are well managed in the best interest of shareholders, reducing fraud
and mismanagement. Transparent and good governance practices develop
investor confidence and lead to impressive market participation.

o Enabling Market Infrastructure Development: The development of stock
market depends on the government’s support and conducive environment. The
development of market infrastructure related to Nepal Stock Exchange (NEPSE),
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the Central Depository System (CDS and Clearing Ltd), and broker houses is
crucial. The continuous upgrading floors of trading to advance digital platforms
ensure investors access in the stock market. Adequate investment in updated
technology enhances market efficiency, decreases transaction costs, and expands
participation.

Empowering Investors: The role of government agencies and regulatory bodies
are crucial for enhancing financial and digital literacy to the investors. SEBON and
other regulatory bodies may initiate financial literacy campaigns with adequate
support from the government that helps to educate people about investing, stock
market risks, and opportunities. Financial literacy improves in reducing risks and
behavioural biases in the market and encourages an investment environment in
the nation.

Developing New Investment Opportunities: Policymakers can explore new
investment opportunities such as commodity markets, mutual funds, municipal
bonds, derivatives, other bond instruments, and real estate investment trusts. A
wide range of financial products attracts investors and provides wider investment
opportunities to engage in productive sectors. It ultimately impacts on the
economic growth of the nation.

Ensuring Macroeconomic Stability: A good and wide investment environment
ensures macroeconomic stability in the country. A stable macroeconomic indicator
is often characterized by alow level of inflation, a high level of employment, interest
rate, and sustainable economic growth. A stable monetary policy establishes
a favorable environment for stock market development. Investors often select
markets where the wider economy is stable because it helps to reduce uncertainty
and risk.

Encouraging Private Sector Participation: The role of government is to encourage
private sector participation in productive investment. Government may provide
tax incentives for the listed companies in the stock exchange. Government policies
may encourage the listed companies to issue initial public offerings (IPOs) and
widen investment opportunities. The active participation of private enterprises in
the stock market may boost the economy.

Improving Investor Protection Mechanisms: The role of regulatory bodies is
to develop strong investor protection mechanisms in the country. Strengthening
dispute resolution systems and investor complaint mechanisms confirms reducing
fraud and malpractice in the stock market. A strong investor protection structure
promotes small investors to enter and stay in the market.

Integrating Regional and International Financial Institutions: The government
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and policymakers may develop regional partnerships and collaboration to
promote financial markets. For this, the government may allow cross-border
investments and listings to strengthen wide investment opportunities. The mutual
cooperation with global financial institutions improves credibility and connects
foreign investment, enhances liquidity and improves efficiency in the financial
market.

Conclusion and Suggestions

Behavioural finance literature has discussed many cognitive and psychological
biases that can influence investment decisions. Many investors in the Nepalese
capital market are struggling with portfolio management and risk diversification-
related concerns due to a lack of financial literacy, limited investment opportunities,
behavioural biases, and shifting market conditions. The capital market participants
are rapidly expanding among a new generation of youths in the context of Nepal.
Financial literacy, behavioural biases, and investment decisions are key elements that
influence the dynamics of the stock market. Financial literacy builds rational decision-
making capacity for individuals. Financially empowered investors not only safeguard
their own interests but also contribute to greater market stability and economic
growth. The efficiency of financial markets can be improved if the investors have a
high degree of rationality and critical thinking. The government and policymakers
may promote financial education programs, integrate behavioural finance with stock
market, encourage long-term investment, ensure access to reliable information, and
strengthen investor protection mechanisms.
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SOUTH SER BUBBLE:
KEY LESSONS FOR POLICYMAKERS AND INVESTORS

Rewat Shrestha

Background

A global financial market history review reveals that economic crises have
occurred at various intervals. Notably, bubbles and crashes are frequently observed in
the stock market. Major crises include the Great Depression of the 1930s, the Global
Financial Crisis of 2007-08, and the Dot Com Bubble of the 1990s. The common
attributes of these crises are the dramatic rise and fall in asset prices. The South Sea
Bubble, which occurred in London in 1720, alongside the Mississippi Bubble in
France, is often regarded as the first financial crisis. Over approximately 300 years, the
world has faced diverse financial market crises, while Nepal's stock market history
spans only about eight decades. Furthermore, considering the establishment of the
Securities Board of Nepal as a regulatory authority, it appears that this body has
merely three decades of experience.

The lessons learned from the ongoing crises in the global market over the past
300 years remain significant today. These crises prompt governments and policymakers
in developed countries to strengthen the financial system by implementing new
policies, rules, and regulations. The Basel model, developed and frequently updated
for the resiliency of the banking sector, exemplifies this effort. This article explores the
relevance of the South Sea Bubble, the first financial crisis in the global marketplace,
and examines its various aspects.

South Sea Bubble: What happened?

To understand the South Sea Bubble, we need to go back to London around
1720. The Royal Exchange was founded in the 16th century as a key trading hub
in London, but stockbrokers were banned from trading there. As a result, brokers
and investors convened in nearby coffee houses to trade shares. These coffee houses
attracted more customers for stock trading activities rather than the quality of their
coffee. It is said that the position of coffee houses between the Post Office and the
Bank of England, these establishments provided good access to information for their
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visitors. Shares of the South Sea Company were actively traded in those coffee houses.

South Sea Company: Establishment and Rise

Due to the war, England was struggling with public debt, which was managed
by the Bank of England. Although the bank had previously managed government debt
through a lottery system, it faced difficulties in fulfilling this role. In this challenging
situation, a wealthy individual named John Blunt stepped in to assist the government
by improving the lottery sales. With the government's support, John Blunt founded the
South Sea Company. After its establishment, the company took on the responsibility
of addressing the issues related to the management of government debt, a task that
had previously been handled by the Bank of England.

The company began converting the debts owed by those who had lent money
to the government into shares of the company, a process known as a debt-equity
swap. In addition, the government granted this company a monopoly on trade in
the American territories. Members of the royal family held responsible and occupied
high-ranking positions within the company. Due to this reputation mining, the
general public became increasingly interested in the company, which caused its share
price to soar. Simultaneously, the company also announced more attractive plans.
Initially, it required only 20 percent of the share purchase amount to be paid upfront,
allowing the remaining balance to be paid in instalments. After some time, another
plan was introduced, enabling the company to offer loans specifically for the purchase
of shares.

The company established a monopoly in trade and received protection from
the government. Members of the government and the royal family held significant
positions within the company, which boosted its reputation among the general public.
Attractive plans for purchasing shares also drew the interest of many, including the
general public, scholars, and numerous royal family members. Consequently, the
share price soared dramatically. In January 1720, the price per share was $128, but by
March 1720, it had surged to $330. This upward trend continued, reaching a peak of
$550 in May 1720 and nearing $1,000 by August 1720, representing almost 7.81 times
greater than the price of $128 (January 1720) within seven months.

South Sea Company: Darkside and Downfall

However, the reality was quite different from what was going on regarding the
performance and future of the company. In reality, it was not conducting any business;
instead, it was distributing dividends to investors using the money collected from the
public. Eventually, when the company's financial statements came under scrutiny and
it stopped announcing attractive plans as it had in the past, investors grew suspicious.
As a result, the previously skyrocketing share price began to decline. Data shows that
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the price fell to around $100 in December 1720, representing a decline of almost 90
percent within four months. No one could halt this decline, and people's wealth was
wiped out almost overnight. Moreover, this crisis had a significant impact on the
economy of England at the time.

The following graph shows the share prices of three companies: the South Sea
Company, the East India Company, and the Bank of England, over six years from
1716 to 1722. Except for the year 1720, the stock prices of all three companies appear
relatively stable and less volatile. However, in 1720, the share price of the South Sea
Company only surged to $1,000, while the prices of the other two companies only
experienced slight increases. Shortly afterward, the share price of the South Sea
Company plummeted again, returning to levels comparable to those of the other two
companies and its previous level.

Share Price of South Sea Company, Bank of England and
East India Company during Bubble Episode
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Who Suffered from the Downfall?

At that time, both the general public and members of the royal family suffered
significant losses in their investments. Notably, the renowned scientist Sir Isaac
Newton lost twenty thousand pounds. Initially, Newton sold his shares in the company,
achieving a hundred percent return on his investment. After selling his shares, he
watched in dismay as the stock price soared to new heights. This unexpected surge
sparked a sense of urgency within him, fueled by the Fear of Missing Out (FOMO).
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Compelled by the prospect of missing the boat entirely, he decided to reinvest a
substantial amount of his capital back into the company, hoping to reclaim his position
and ride the wave of its growing success. While the share price initially continued to
increase, it eventually began to decline. As a result, he ended up losing about twenty
thousand pounds, which would be equivalent to billions of dollars today. After this
experience, Newton stated that he could understand how stars move in the sky, but
he could not understand why people behave irrationally. This well-known statement
is still relevant today.

“I can calculate the movement of stars, but not the madness of people.”—Sir Isaac
Newton
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South Sea Company
Newton re-enters with a lot share price
&00
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400
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Newton invests M
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Enactment of the Bubble Act

The dramatic collapse of the South Sea Company’s share price not only
damaged the reputation of the royal family but also plunged the English economy
into turmoil. During that time, the royal family bore significant financial losses along
with accompanying public disgrace. In the wake of this financial catastrophe, the
government imprisoned John Blunt, the architect behind the scheme. After his release,
Blunt tried to live a normal life, but he eventually fell into deep despair and died in
poverty. In response to the economic crisis, the government enacted the Bubble Act
to help control the situation. Interestingly, the words "bubble” and "burst," commonly
used in stock market discussions today, likely originated during this challenging time
in history.
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Lessons for Policy Makers and Investors

In many literature, the South Sea Bubble is recognized as the first global
financial crisis. Understanding its causes and consequences remains relevant in
today's modern financial system, as it helps policymakers develop effective policies
and strategies. Additionally, this bubble provides key insights for investors when
trading stocks. The author highlights the following points regarding the bubble:

Price-Centric Policies: The South Sea Bubble serves as a better example of how policies
that prioritize only share prices, often for companies, can misguide the system. The
key lesson from this bubble is that individuals with the wrong motives can influence
government policy. When policies benefit specific individuals or companies at the
expense of the broader public, they ultimately cause harm to everyone in the long run.

Excessive Use of Debt: It appears that the companies' strategies to boost their value
contributed to the formation of a market bubble. Historical evidence shows that
bubbles created by excessive debt are particularly harmful. Therefore, it is important
to recognize that sustainable growth in the stock market can only be achieved when it
is based on the actual performance of the company, market, and the economy.

Transparency: The South Sea Company manipulated its financial statements by
displaying fictitious transactions instead of reflecting its actual performance. Such
activities contributed to the financial bubble. The company failed to maintain
transparency and created an illusion about its true state among the public. As a result,
transparency is crucial to maintain the market more fair, efficient, and transparent.

Reputation Mining: Reputation mining refers to the misuse of high-profile
individuals. The South Sea Company practiced distributing free shares to members of
the royal family to create an illusion among the public and strived to gain the trust of
the public by placing members of the government and royal family in high positions
in the company, which was not performing well. This created an illusion among the
public, which further fueled the price increase.

Investor Sentiment: When investors focus solely on purchasing shares of a
company whose price is increasing, without conducting fundamental analysis, they
expose themselves to significant risks. Such investment behaviour can contribute
to the creation of a bubble in the stock market. Alan Greenspan, who served as the
governor of the Federal Reserve Bank in the 1990s, believed that there was "irrational
exuberance" in the stock market. Investors are risking their assets due to excessive
greed, as demonstrated by Sir Isaac Newton's investment in the South Sea Company.

Asymmetric Information: Asymmetric information refers to the situation where
all consumers/investors do not have equal information about the product they are
consuming or purchasing. This problem occurs before the transaction. George A.
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Akerlof developed the concept of informational asymmetry in his 1970 paper “The
Market for Lemons” and became the winner of the Nobel Prize. This theory posits
that the existence of informational asymmetry may lead to market inefficiency. This
can be attributed to the South Sea Bubbles.

Conclusion

The South Sea Bubble, which occurred in 1720, is regarded as the first financial crisis
in the global financial system, as documented in various scholarly works. Firstly, this
event illustrates the severe consequences that can arise when the government enacts
policies and regulations that favor only one company or individual. Secondly, the
South Sea Bubble demonstrates how inflated market or company values, achieved
primarily through debt, can trap investors in the long run. Thirdly, it serves as evidence
that a price-centric policy can ultimately harm both investors and the economy, even
if it creates huge profits, which is only for a short-term period. Similarly, Investors
should be aware of the risk of reputation mining to protect themselves and should
keep themselves far from the Fear of Missing Out (FOMO) behaviour.

Even after the financial bubble of 1720, crises—both large and small—have
continued to occur around the world at various times. It is essential to learn from
these experiences and to develop policies and regulations that minimize future risks,
while also ensuring effective implementation. Additionally, regulatory bodies within
the financial system should collaborate strategically to enhance financial literacy.
The general public, too, should avoid investing based solely on someone's popularity,
and better to conduct thorough research and analysis before investing. Prominent
individuals in society must also remain vigilant to ensure that their popularity is not
being exploited for selfish gains by others.
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THE RISE OF ALGORITHMIC AND HIGH-FREQUENCY
TRADING: OPPORTUNITIES AND RISKS

Sanu Khadka

Introduction

Over the past few decades, securities trading has become increasingly
automated. The financial markets have undergone a seismic shift in recent decades,
transitioning from human-dominated trading floors to algorithm-driven electronic
markets. Innovations in computing power, communication systems, and programming
capabilities have introduced new tools for investment decision-making, trade
execution, and risk management.

The digital transformation of stock markets globally has revolutionized
the way trading is conducted, making it faster, more efficient, and accessible to a
broader range of participants. This transformation encompasses the use of advanced
technologies such as electronic trading platforms, algorithmic trading, big data
analytics, blockchain, and artificial intelligence (AI). ICT is transforming the way we
trade the securities in the market, and it creates myriad opportunities which would
have been unimaginable 10 years ago.

Today, technology is as integral to the microstructure of financial markets as
regulatory frameworks. It enables the implementation of complex trading strategies
and significantly accelerates the speed of transactions. While regulatory authorities
acknowledge the advantages brought by technological advancements, one of the most
significant innovations reshaping modern trading is the rise of Algorithmic Trading
(Algo Trading) and High-Frequency Trading (HFT). These technologies leverage
complex mathematical models, vast data sets, and lightning-fast computing power to
execute trades at unprecedented speeds.

What is Algorithmic and High-Frequency Trading?

e Algorithmic Trading is the use of computer programs and algorithms to
execute financial market trades based on predefined criteria. These algorithms
follow predefined rules based on timing, price, volume, or other market
conditions to make trading decisions at speeds and frequencies impossible for
human traders.

* Director; Securities Board of Nepal (SEBON)
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e High-Frequency Trading (HFT) is a specialized subset of algorithmic trading
characterized by extremely high speeds, low latency, and high turnover rates.
It involves executing thousands or even millions of orders in fractions of a
second.

Together, these technologies have redefined the structure and functioning of capital
markets around the world.

History of Algorithmic Trading
i. Early Developments (1970s-1980s)

e 1971: The NASDAQ made history as the first electronic stock market,
setting the stage for computerized trading.

e 1976: The NYSE rolled out the Designated Order Turnaround (DOT)
system, which allowed brokers to send orders electronically.

e 1980s: This decade saw the rise of program trading, where computers
executed large batches of trades based on arbitrage strategies, like index
arbitrage between futures and stocks.

ii.  Rise of Electronic Trading (1990s)

e 1990s: With leaps in computing power and the internet, trading became
faster and more efficient.

e 1998: The SEC gave the green light to electronic exchanges, which led to
the emergence of ECNs (Electronic Communication Networks) such as
Island ECN, later acquired by NASDAQ.

e Late 1990s: Hedge funds and investment banks started crafting their own
proprietary algorithmic strategies.
iii. High-Frequency Trading (HFT) Era (2000s)
e Early 2000s: Direct Market Access (DMA) allowed traders to skip brokers
and place orders directly on exchanges.

e 2005: The introduction of Regulation NMS (National Market System) in
the U.S. encouraged competition among exchanges, giving a boost to algo
trading.

e 2008-2010: HFT firms like Virtu Financial, Citadel Securities, and
Jump Trading took the lead in the markets, executing trades in mere
microseconds.
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iv.  Modern Developments (2010s-Present)

e 2010: The infamous "Flash Crash" on May 6, 2010, saw the Dow Jones
plummet nearly 1,000 points in just minutes, with algo trading partly to
blame.

e 2010s: Stricter regulations, such as MiFID II in Europe and various SEC
rules in the U.S., were introduced to enhance market stability.

e 2020s: Today, AI and machine learning have become essential in algo
trading, with firms utilizing predictive analytics and deep learning to
make smarter decisions.

Opportunities Presented by Algorithmic and HFT

Algorithmic trading, often referred to as algo trading, along with High-
Frequency Trading (HFT), brings a host of advantages to the financial markets,
traders, and institutions by harnessing the power of automation, speed, and data-
driven strategies.

Here are some key benefits:
e Increased Market Liquidity

Algo and HFT firms frequently serve as market makers, continuously buying
and selling securities. This activity boosts market liquidity, tightens the bid-
ask spread, and enhances trading efficiency for everyone involved.

e Improved Price Discovery

These systems can process enormous amounts of data at lightning speed,
allowing them to spot and respond to market trends swiftly. Consequently,
market prices tend to adjust to new information more quickly and accurately.

e Reduced Transaction Costs

By automating processes, the reliance on human intermediaries diminishes,
which helps lower trading costs. For institutional investors, even a slight edge
in speed can translate into substantial financial benefits.

e Operational Efficiency

Algo trading removes emotional biases, promotes discipline, and enables
institutions to carry out complex strategies like arbitrage, hedging, or statistical
modeling with remarkable precision.
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The global trend on High-Frequency Trading (HFT)

High-Frequency Trading (HFT) has really made its mark on the global financial
scene. It’s all about using advanced algorithms, lightning-fast infrastructure, and
speedy data connections to pull off a massive number of trades in just a blink of
an eye. While the basic idea is pretty consistent around the world, the way HFT is
practiced and regulated can differ quite a bit from one region to another.

United States
Market Overview

The U.S. was one of the first to jump on the HFT bandwagon and is now one
of the biggest hubs for it. Major exchanges like the NYSE, NASDAQ, and CBOE
are home to a multitude of HFT firms. HFT is responsible for about 50-60% of the
equity trading volume.

Practices:

o They often use co-location services, which means placing their servers close to
the exchange data centers.

e Microwave transmission networks are utilized for ultra-low latency.

e Common strategies include latency arbitrage, market making, and statistical
arbitrage.

Regulation:

e The SEC keeps an eye on HFT through Reg NMS and various market access
rules.

e The Consolidated Audit Trail (CAT) is being rolled out to help track trades.

e Events like the flash crashes in 2010 sparked discussions about implementing
kill switches and circuit breakers.

European Union
Market Overview

Exchanges like Euronext, Deutsche Borse, and the London Stock Exchange
are all in on HFT. In European equity markets, HFT accounts for about 30-50%
of trading volume.

Practices:

e They have a similar setup to the U.S., with extensive co-location and the use
of dark pools.

e Popular strategies include cross-venue arbitrage and event-driven trading.
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Regulation:

e The MiIFID II directive, introduced in 2018, brought in some tough rules: »
Algo registration with national authorities is now mandatory.

e There are pre- and post-trade risk controls in place.

o Tick-size limitations have been set to help cut down on quote stuffing.
United Kingdom
Market Overview

London continues to be a key hub for high-frequency trading (HFT) in
Europe, even after Brexit. Key exchanges include the London Stock Exchange (LSE)
and Turquoise.

Practices

o There’s a strong emphasis on multi-asset HFT, which covers foreign exchange
and derivatives.

¢ Quantitative hedge funds are making their mark with HFT strategies.
Regulation:

e The UK adheres to many EU-style regulations, but there could be some
changes following Brexit.

e The Financial Conduct Authority (FCA) is in charge of overseeing HFT
practices, with a keen eye on market manipulation and systemic risk.

Japan
Market Overview:

The Tokyo Stock Exchange (TSE) is well-equipped for HFT, thanks to its
cutting-edge technology infrastructure. HFT accounts for about 30-40% of the
trading volume.

Practices:
e . " .
e There’s a significant reliance on latency-sensitive strategies.

e 'Theres also a growing interest in algorithms enhanced by artificial
intelligence.

Regulation:

e The Japan Financial Services Agency (FSA) mandates the disclosure of
HFT activities.
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e The TSE has put in place trading controls and circuit breakers to maintain
market stability.

China
Market Overview:

High-frequency trading (HFT) is still in its early days here, mainly due to
strict regulations and limited access. The main exchanges are the Shanghai Stock
Exchange and the Shenzhen Stock Exchange.

Practices:
e HFT participation is quite limited, primarily involving local institutions.

e Most strategies tend to focus on volume or follow trends, largely because
of the T+1 settlement system.

Regulation:

e Regulations are very stringent: foreign HFT firms can't access the market
directly.

e Algorithms need to be approved and disclosed to the exchanges.

e The China Securities Regulatory Commission (CSRC) conducts real-time
monitoring.

Singapore
Market Overview:

The Singapore Exchange (SGX) serves as a key hub for algo and HFT trading
in the Asia-Pacific region.

Practices:

e There are cross-border HFT strategies that connect with Australia, Hong
Kong, and India.

e The market utilizes co-location and low-latency infrastructure for efficiency.
Regulation:
e The Monetary Authority of Singapore (MAS) imposes pre-trade controls.

e Theres a strong focus on ensuring fair access and maintaining system
resilience.
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India
Market Overview:

The National Stock Exchange (NSE) and the Bombay Stock Exchange (BSE) in
India are fully supportive of algorithmic trading and are recognized as some of the
most advanced globally in terms of market infrastructure.

Practices:

e Both exchanges provide FIX protocol, OUCH, and Native APIs for rapid
order entry and execution.

o They also leverage co-location and low-latency infrastructure.
Regulation:

e The Securities and Exchange Board of India (SEBI) has laid out
comprehensive guidelines, including: Mandatory pre-trade risk checks,
Monitoring of order-to-trade ratios, and Approval and registration of
algorithms.

e Requirements for kill switches and real-time monitoring.
e Maintenance of audit trails for algo trades.

IOSCO concerns regarding High-Frequency Trading (HFT) and Algorithmic
Trading (AT)

The International Organization of Securities Commissions (IOSCO) has
been looking into High-Frequency Trading (HFT) and Algorithmic Trading (AT) for
quite some time now, especially in their reports from 2011, 2013, and 2015. They've
shared several guidelines regarding how these trading methods work. While IOSCO
recognizes that these technologies can improve liquidity and pricing, they also warn
about the risks they pose to market stability and fairness.

IOSCO emphasizes that HFT and algo trading should not hurt market
integrity or give some traders an unfair advantage. Companies need to have strong
controls both before and after trades, like kill switches, limits on order sizes, and ways
to slow down trading if needed. Regulators need to ensure that orders are executed
transparently and watch out for scams like spoofing and layering. It's also important
for markets to avoid giving any unfair advantages, like special treatment in fees or
locations, that could disadvantage other traders. Lastly, IOSCO advises that firms
should thoroughly test their algorithms before using them and keep an eye on them
after they’re live.
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Nepal, where we are??

Nepal being relatively younger member in the league of technological
advancements, is trying to adopt the emerging technologies to develop stock market
to new height and expand in every district of the country. As per the direction of
SEBON, NEPSE is also trying its best to cope with emerging technologies. On August
24, 2007 AD, NEPSE ended with open- out-cry and adopted a semi-automated
screen-based trading system. NEPSE started an internet-based fully automated online
trading system NEPSE Online Trading System (NOTS) on November 6, 2018. The
implementation of NOTS has been a milestone in the history of NEPSE.

With the amendment in Securities Transaction Operation Bylaws, 2075 BS
(2018 AD) by Nepal Stock Exchange (NEPSE), Brokerage companies are already
permitted to bring their own Trade management system (TMS) in operation and will
be guided by Trade management system operation Guideline, 2079. Under this new
regulation, brokers have the freedom to introduce world-class, proven trading system
apps that cater to the preferences of their clients. Few brokers have started using the
worldwide implemented and tested Trade Management system (TMS) and many
have started to introduce their own with many features to ease their clients and their
trading practice.

Prospective pathway of algo trading in Nepal

SEBON (Securities Board of Nepal) and NEPSE (Nepal Stock Exchange) could
follow to gradually implement algorithmic trading in the country, inspired by global
best practices and tailored to local market realities. It can be done in following phases.

Phase 1: Assessment & Infrastructure Readiness
e Conduct a feasibility study on algo trading in Nepal.
o Engage with stakeholders (brokers, banks, investors, regulators).
o Upgrade NEPSE’s trading system to support:
o FIX/FAST APIs
o Market data feeds (real-time and historical)
o Co-location facilities
Phase 2: Policy Formation & Guidelines
e Define algorithmic trading (vs. automated vs. manual).
e Require registration of algorithms used by brokers or institutions.

e Mandate:
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o Pre-trade risk checks (order size, price collars, throttling)
o Post-trade surveillance
o Audit trails and log retention
Phase 3: Pilot Program & Sandbox Testing
o Select a few licensed brokers and institutional investors.

o Allow them to test algo strategies in a controlled test environment (e.g., mock
NEPSE market).

e Monitor performance, latency, stability, and compliance.
Phase 4: Official Launch & Capacity Building
o Launch algo trading for institutions only (initially).
e Conduct training programs for:
o SEBON officials (on surveillance & compliance)
o Broker IT teams (on risk control & APIs)
o Slowly allow retail algo platforms under strict rules.
The Risks and Challenges Associated with algorithmic and high-frequency trading.

While algorithmic and high-frequency trading come with their perks, they also
bring a host of risks that can shake up market stability and fairness.

e Market Volatility and Flash Crashes

One of the most notorious examples is the 2010 Flash Crash, where the
Dow Jones plummeted nearly 1,000 points in just a few minutes, primarily
due to a wave of algorithmic trades. In these fast-paced environments, even
the tiniest mistake can lead to huge sell-offs or wild price fluctuations.

e Market Manipulation

Sometimes, high-frequency trading strategies can be exploited for
manipulative tactics, such as quote stuffing—where traders flood the
market with orders only to cancel them quickly—or spoofing, which
involves placing large fake orders to mislead other traders.

e Uneven Playing

Field Companies that invest in costly infrastructure and co-location
services (which allow them to place their servers close to exchanges for a
speed advantage) can easily outpace smaller competitors, raising serious
questions about fairness and transparency.
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o Systemic Risk

The interconnectedness of markets and the widespread use of similar
trading algorithms across different firms heighten systemic risk. A glitch
in one algorithm can quickly spiral out of control and affect the entire
market.

Regulatory and Technological Response

To address these concerns, regulators and exchanges around the world have

introduced several reforms. According to IOSCO (International Organization of
Securities Commissions), regulators are encouraged to implement robust measures
to address the risks and challenges of algorithmic trading especially to ensure market
integrity, fairness, and stability. Some of them are:

Require Pre-Trade Risk Controls

Regulators should ensure that brokers and trading firms implement pre-
trade risk controls, including: Price limits, Order throttling (limits on order
frequency), Fat-finger checks (to catch erroneous orders) etc.

Demand Registration or Notification

Firms engaging in algorithmic trading may be required to notify or register
with regulators, providing a description of the algorithm’s strategy and
Information about the firm’s risk controls.

Encourage Testing and System Checks

Regulators should ensure firms test algorithms thoroughly before deployment
and after any changes, including Back-testing, Stress testing, Simulation in test
environments.

Implement Real-Time Market Surveillance

Authorities should have access to tools that help them Detect abusive trading
behaviors, like spoofing or layering and monitor high-frequency trading
patterns that may distort the market.

Audit Trails and Record-Keeping

Firms should maintain detailed logs of all algorithmic trading activity,
Modifications to algorithms and Outages, errors, or unintended consequences.

Cybersecurity and Operational Resilience

Regulators should require firms to build resilient systems against outages and
ensure cybersecurity of algorithmic infrastructure.
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o Controls for Self-Trading and Market Manipulation

Regulators should ensure firms have mechanisms to prevent self-trading
(wash trades) and market manipulation through algorithmic strategies.

e Cross-Border Coordination

Given the global nature of markets, regulators should coordinate
internationally to manage risks that spill across borders. Additionally, newer
technologies such as machine learning-based compliance tools, blockchain
for transparent trading logs, and Al-powered risk management systems are
also being explored.

Future Outlook

The trend toward automation in trading is likely to intensify, with the
integration of quantum computing, real-time big data analysis, and Al-driven
predictive modeling. While algorithmic and high-frequency trading will continue to
dominate, the focus must remain on building responsible, ethical, and well-regulated
frameworks to protect market integrity.

Conclusion

Algorithmic and high-frequency trading have undeniably made markets more
efficient but at the cost of increased fragility and inequality in market access. HFT is a
global phenomenon shaped by technology, regulation, and market structure. While it
offers benefits like increased liquidity and tighter spreads, it also raises concerns about
market fairness, systemic risk, and regulatory oversight. While regulators struggle
to keep pace with technological advances, the future will likely see a mix of stricter
oversight and adaptive strategies to ensure stability without stifling innovation. As
markets evolve, regulators and firms must work together to ensure that the benefits of
HFT do not come at the cost of market integrity.
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AN ASSESSMENT OF MARKET SHARE AND
CONCENTRATION OF NEPALESE BANKS

Som Raj Nepali

Background

The development of the financial system is considered a barometer of the
economic development of an economy. Economic liberalization and financial reforms
have fueled the participation of the private sector in the financial system, including
the banking sector, in the economies. Nepal also implemented it since the early 1990s,
and the growth of the banking sector took a pace more than ever.

The concentration of the banks, specifically their assets among the banks, has
been the topic of debate and widespread discussion. Banking concentration not only
refers to the degree of their market power but also the significant number of banks
in the system and is termed a structural variable (Kosti¢, 2008). Concentration ratios
are also able to reflect changes in concentration because of the entry of a bank into
the market or its exit from it or caused by a merger. This feature is used in the US, for
instance, in the enforcement process of antitrust laws in banking (Bikker and Haaf,
2002).

The level of concentration, also in banking, can be investigated using various
statistical measures, viz., market share, the bank Concentration Ratio (CRKk); the
Herfindahl-Hirschman Index (HHI); the Rosenbluth Index (RI); the Hall-Tideman
Index (HTI); the Comprehensive Industrial Concentration Index (CCI); the Hannah
and Kay Index (HKI) and similar models.

Theoretically, the 'concentration-stability' and 'concentration-fragility' are the
major views related to the banking concentration and its stability. The 'concentration-
stability' view states that an increase in bank concentration can promote stability; in
contrast, the ‘concentration-fragility' view explains that bank concentration weakens
its stability.

In the Nepalese context, Nepal Rastra Bank (NRB), central bank of Nepal,
significantly increased the capital requirements of banks from Rs. 2 billion to Rs.

* Deputy Director, Nepal Rastra Bank: Central Bank of Nepal, Kathmandu, Nepal.
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8 billion through its Monetary Policy-2015/16. The monetary policy provided two
years, mid-July 2017, to meet these requirements. There have been various regulatory
and supervisory changes, development, and implementation after FY 2014/15 viz.
promulgation of the Merger Bylaw-2011 (amended in 2012), Acquisition Bylaw-2013,
and integration of both bylaws into the Merger and Acquisition Bylaw-2016. Hence,
the banks have chosen the consolidations, and their market share varied in the due
course. Likewise, the capital base of the banks increased significantly. Therefore, the
market share and concentration of the Nepalese banks require a good study from FY
2014/15 till today, which has been attempted in a descriptive approach in the study.

Analysis of Market Share and Concentration of Banks

There are twenty commercial banks, in total, as of mid-Feb 2025. To analyze
the market share (MS) and concentration level of banks in the Nepalese context, the
bank-level data are collected from the Banking & Financial Statistics (Monthly) from
the Nepal Rastra Bank during FY 2014/15 and 2023/24. The study also analyzes the
trend and pattern of the market share of the banks, which is the ratio of total assets
of abank 'i' at 't' time to total assets of all banks at 't' time (Tran et al. (2022); Calice et
al. (2021); Cihak et al. (2012)). The study examines the concentration ratio measured
in the Herfindahl-Hirschman Index (HHI). HHI is a commonly used method for
the measurement of concentration. HHI for a banking sector with an ‘N’ number of
banks is compiled using the formula shown below:

HHI=3) MS....ccocururunnnn. (1)

1

where, MS, (i= 1, 2,...,N) is the market share of bank 1’ in total assets in the banking
sector, measured in the fraction or in percentage form. Values of HHI move from
close to 0 to 1 if measured in the fraction (or from close to 0 to 10,000 if market share
is measured in percentage) (Bhuyan, 2022).

Table 1

HHI values for concentration

Values of HHI Level of concentration
below 0.15 (<1500) unconcentrated

between 0.15 and 0.25 (1500 and 2500) moderately concentrated
above 0.25 (2500) highly concentrated

Note: Values shown in brackets are for HHIs measured in percentages (U.S. Department of Justice,
2010, pp.19)
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Market Share of the Banks

1. Market share of the banks in FY 2014/15

Market Share (%)

The following Figure 1 shows the market share of the banks in FY 2014/15:
Figure 1

Market share of the banks in FY 2014/15
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Figure 1 reveals that the Grand Bank has the lowest market share with 0.79
percent whereas Rastriya Banijya Bank (RBB) is the largest bank with 8.49
percent of the total assets of the 30 banks for FY 2014/15.

2. Market share of the banks in FY 2015/16

The following Figure 2 shows the market share of the banks in FY 2015/16:
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Figure 2

Market share of the banks in FY 2015/16
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Figure 2 reveals that the Janata Bank has the lowest market share with 1.28
percent whereas Rastriya Banijya Bank (RBB) is the largest bank with 8.41
percent of the total assets of the 28 banks for FY 2015/16.

3. Market share of the banks in FY 2016/17

The following Figure 3 shows the market share of the banks in FY 2016/17:
Figure 3
Market share of the banks in FY 2016/17
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Note: Author

Figure 3 reveals that the Civil Bank has the lowest market share with 1.70
percent whereas Rastriya Banijya Bank (RBB) is the largest bank with 7.37
percent of the total assets of the 28 banks for FY 2016/17.

4. Market share of the banks in FY 2017/18
The following Figure 4 shows the market share of the banks in FY 2017/18:
Figure 4
Market share of the banks in FY 2017/18
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Figure 4 reveals that the Civil Bank has the lowest market share with 1.75
percent whereas Rastriya Banijya Bank (RBB) is the largest bank with 6.89
percent of the total assets of the 28 banks for FY 2017/18.

5. Market share of the banks in FY 2018/19
The following Figure 5 shows the market share of the banks in FY 2018/19:
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Figure 5
Market share of the banks in FY 2018/19
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Figure 5 reveals that the Civil Bank has the lowest market share with 1.71
percent whereas Rastriya Banijya Bank (RBB) is the largest bank with 7.08
percent of the total assets of the 28 banks for FY 2018/19.

6. Market share of the banks in FY 2019/20

The following Figure 6 shows the market share of the banks in FY 2019/20:
Figure 6

Market share of the banks in FY 2019/20
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Figure 6 reveals that the Civil Bank has the lowest market share with 1.74
percent whereas Rastriya Banijya Bank (RBB) is the largest bank with 6.55
percent of the total assets of the 27 banks for FY 2019/20.

7. Market share of the banks in FY 2020/21

The following Figure 7 shows the market share of the banks in FY 2020/21:
Figure 7
Market share of the banks in FY 2020/21
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Figure 7 reveals that the Century Bank has the lowest market share with 2.06
percent whereas NIC Asia Bank is the largest bank with 7.00 percent of the
total assets of the 27 banks for FY 2020/21.

8. Market share of the banks in FY 2021/22
The following Figure 8 shows the market share of the banks in FY 2021/22:
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Figure 8

Market share of the banks in FY 2021/22
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Figure 8 reveals that the Civil Bank has the lowest market share with 2.02
percent whereas Nabil Bank is the largest bank with 7.06 percent of the total
assets of the 26 banks for FY 2021/22.

9. Market share of the banks in FY 2022/23

The following Figure 9 shows the market share of the banks in FY 2022/23:
Figure 9
Market share of the banks in FY 2022/23
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Figure 9 reveals that the Standard Chartered Bank Nepal has the lowest market
share with 2.40 percent whereas Global Bank is the largest bank with 8.40
percent of the total assets of the 20 banks for FY 2022/23.

10. Market share of the banks in FY 2023/24

The following Figure 10 shows the market share of the banks in FY 2023/24:
Figure 10
Market share of the banks in FY 2023/24
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Figure 10 reveals that the Standard Chartered Bank Nepal has the lowest
market share with 2.03 percent whereas Global Bank is the largest bank with
8.63 percent of the total assets of the 20 banks for FY 2023/24.

Concentration (HHI based on total assets) of banks in Nepal

The following Figure 11 shows the concentration (HHI based on total assets) of banks
in Nepal during the study period FY 2015 to 2024:
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Figure 11

Concentration (HHI based on Total Assets)
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The results show that the banking sector has a low level of concentration' during
the study period. Nepalese banks have relatively similar market shares, and power
is widely distributed among many banks. The banks have chosen the consolidations
during the study period, and their market share varied in the due course. As the latest
HHI for total assets of the Nepalese banking industry is about 564, which is very low,
therefore there is still room for consolidation. An average value of HHI of 400 (below
1500) also reveals that the Nepalese banking system has a monopolistic competitive
structure during the study period. The study finding is similar to the findings of
Gajurel and Pradhan (2012) and the most recent studies of the Reserve Bank of India
(RBI) in India (Bhuyan, 2022; and Gandhi, 2016).

Conclusion

Concentration in banking indicates how financial assets, credits, deposits, and
geographical areas are distributed among banks. It also facilitates the stakeholders
determining the structural features of the banking system and examining their level

1 In economic terms, an unconcentrated market typically has a low Herfind-
ahl-Hirschman Index (HHI) (below 0.15 or 1,500), indicating a competitive and

well-diversified industry (U.S. Department of Justice, 2010, pp. 19).
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of competition. By employing the descriptive analysis approach, the study attempts
to assess the market share of each Nepalese bank and the level of their concentration,
measured in the Herfindahl-Hirschman Index (HHI), during FY 2014/15 and 2023/24.

The study reveals that the Nepalese banking system has a monopolistic
competitive structure during the study period. In other words, there is a high level
of competition among many banks, with no single bank dominating the banking
industry in Nepal. The study result is consistent with a study, "Optimal number of
banks and financial institutions in Nepal,” conducted by the Nepal Rastra Bank (2022),
which revealed that the banking sector of Nepal is less concentrated, supported by
HHI, in comparison to other economies. The survey opined that the consolidation
process enhanced banks risk-bearing capacity at least in short run, and the optimal
number of banks is preferred to 11-15 in Nepal.

The study offers important and very insightful policy implications for
stakeholders. Nepal Rastra Bank can take this study identifying Domestic Systemically
Important Banks (D-SIBs) and formulating the D-SIBs Framework.
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THE EVOLVING ROLE OF CHARTERED ACCOUNTANTS
IN THE CAPITAL MARKET

Gaurab Baral, CA

Abstract

The role of capital markets in economic developments has increased drastically
as the global financial systems have become more complex and vulnerable to systemic
risk. Though Securities Board of Nepal (SEBON) is the prime regulator of the
market, the strategic involvement of the Chartered accountants (CAs) in the market
oversight has become more important. Along with the traditional roles of Chartered
Accountants, CAs are now also involved in strengthening governance structures,
financial scrutinizers, ESG assurances and fraud detection.

Keywords

Chartered Accountant, Capital Market Oversight, Financial Diligence,
Fraud Detection, Environment, Social, Governance (ESG) Compliance, Corporate
Governance, SEBON, Initial Public Offerings (IPO), Investor Protection

Introduction

Because of the changes driven by the technological disruptions, strict regulatory
scrutiny, expanding investor bases, and the rising influence of ESG, we have noticed
the important changes in the global market. So, in this changing environment, role
of Chartered Accountants cannot be confined to traditional audit checklists and the
financial reporting conventions and therefore we have experienced the CAs shift from
traditional compliance professionals to becoming architects of trust, risk managers
and strategic partners in governance.

This shift is even more important for the CAs in the emerging markets like
Nepal, where capital markets are expanding rapidly in both depth and complexity.
CAs are being called to lead from the front to,

e help the companies to navigate the complex process of IPO,
o identify early signs of financial irregularities or

e enhance the transparency in ESG reporting.
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Drawing on my experience as a qualified Chartered accountant, I believe CAs
are at an important turning point. The changing financial ecosystem requires us not
only to keep pace with the change but also wants us to actively shape and lead the
financial ecosystem from the front.

This article aims to clarify the role of Chartered Accountants, areas where
SEBON and Chartered Accountants can work, the roadblocks for the Chartered
Accountants, how their full potential can be unlocked and the way forward, ultimately
fostering a more resilient, ethical and investor-friendly marketplace.

Chartered Accountants- Legal Definition

As per Section 2 (h) of the Nepal Chartered Accountants Act, 1997,
"Chartered Accountant” means a person who has obtained membership
pursuant to Section 16 subsection (2).

As per Section 16 (2) of Nepal Chartered Accountants Act, 1997, the membership of
a Chartered Accountant shall, subject to Section 18, be provided to a person who: -

(a) Has, on the date of commencement of this sub-section, obtained the certificate of
Registered Auditor of class ‘A" pursuant to the Auditors' Act, 1974 or of class 'B' on the
basis of qualification of Chartered Accountant,

(b) Has passed the Chartered Accountancy or equivalent course from the Institute or
other foreign accounting bodies recognized by the Institute and has received practical
training relating to the accounting profession.

Role of Chartered Accountants
e Capital Market Oversight

Establishing rules and regulations, monitoring market activity, enforcing
regulations, promoting transparency and fairness, and protecting investors and
consumers are the features of the capital market oversight.

Regulatory bodies like SEBON have long carried this responsibility,
but the evolving financial system now necessitates deeper collaboration with
financial experts.

In a system that demands strong analytical skills with real-world
expertise, Chartered Accountants help uphold transparency and reinforce the
integrity of capital market oversight by

o Ensuringthatfinancial practices in thelisted companies meet the highest
standard of transparency, ethics and are in line with the regulatory
expectations while also offering analytical insights that benefit both the
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regulators and the market.

o Critically reviewing public offer documents, ensuring no detail is
overlooked, disclosures are complete, risks are responsibly presented,
and financial estimates are underpinned by reasonable assumptions.

o Evaluating internal control mechanisms and governance structures to
ensure organizational integrity and accountability.

o Detecting and reporting irregularities and contributing to early fraud
detection and prevention through due diligence and forensic auditing
techniques.

o Reviewing non-financial disclosures to verify the organizations genuine
alignment with ESG standards and framework.

o Contributing to governance through involvement on audit committees,
risk oversight boards, where their expertise enhances accountability
and informed decision making.

In essence, CAs play a dual role (one is ensuring compliance and the
other is offering strategic oversight) while fostering ethical alignment between
market participants and regulatory bodies like SEBON.

Financial Diligence

While making every investment decision on capital markets, the quality
and credibility of financial information play a major role. The quality and
credibility of the financial information depend on the financial diligence, which
is the thorough examination of the financial records and performance before
making a significant financial decision.

Financial diligence is the starting point of informed trust for the investors,
regulators and corporate leaders. The heartbeat of trust in capital markets is
financial credibility, and it begins with financial diligence.

As the critical first line of defence, CAs play a vital role by verifying and
ensuring that companies disclose their financial health in a true and fair view
manner to the investors, regulatory bodies and the public.

In order to ensure the true and fair view, they go beyond reviewing the
numbers, like assessing the soundness of the business model, testing the validity
of the key assumptions of the financial forecasts and evaluating the sustainability
of the cash flow and the margins.

%5



%%aw@‘f

During IPOs, mergers and capital raising efforts, CAs play a pivotal role in
ensuring robust due diligence by scrutinizing historical data, spotting red flags,
detecting concealed liabilities and flagging irregularities before they evolve into
reputational risks.

Hence, CAs, with their independence, analytical depth, and ethical
grounding, are the professionals best equipped to uphold this standard.

e Fraud Detection

Modern financial fraud has become increasingly difficult to detect, more
complex and far more damaging in its consequences. Detecting fraud now
requires understanding behavioral patterns, analyzing systemic vulnerabilities
and the conditions that enable unethical practices.

With their strong grasp of finance paired with a forensic mindset, CAs
acts as early warning radars. Through the use of tools like internal audits,
forensic reviews and system-based checks, they analyze the accounting records,
cash flows, procurement process and internal control weaknesses and detect the
red flags before they evolve into major scandals.

Beyond identifying irregularities, CAs are equally focused on preventing
them. They help build, design and implement strong internal control system, that
can proactively minimize the risk of fraud at the source. For boards, regulatory
bodies and audit committees, their insights can often turn potential crisis into
quite course corrections.

e ESG Compliance

Environmental, social, and governance (ESG) is an investing principle
that prioritizes environmental issues, social issues, and corporate governance.
Investing with ESG considerations is sometimes referred to as responsible
investing or, in more proactive cases, impact investing.

Environmental, Social, and Governance (ESG) considerations have
shifted from being optional disclosures to essential strategies for companies
in today’s capital markets. Investors, regulators, and global stakeholders now
demand more than just financial returns, they expect responsible behavior,
ethical leadership, and sustainable practices.

CAs as ESG enablers move beyond the box checking to strategic ESG
integration. They design auditable, data-driven ESG frameworks, align reporting
with international standards, validate ESG metrics and disclosures, evaluate
governance structures for ESG compliance and integrate environmental and
social risks into financial reporting. Sustainability commitments gain value
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only when they are backed by credible data and that’s where CAs can make the
difference. Their involvement strengthens trust among investors and regulators
paving the way for responsible growth in a market that demands more than
promises.

Enhancing Investor Protection

Protecting the interests of investors is one of the most important
objectives of the regulatory body, SEBON as listed in the preamble of the
Securities Act, 2063.

CAs plays a critical role in reviewing IPO prospectus with precision
to ensure that risks are transparently disclosed and the financial projections
are realistic and data backed. These roles safeguard the investors by ensuring
trusted, reliable disclosures during the public offerings.

They also play a vital role in promoting financial literacy among market
participants, encouraging transparency in company disclosures, bridging the
communication gap between companies and investors and reinforcing public
confidence in fair and accountable market practices.

Navigating the Digital Transformation

The digital evolution of capital market is reshaping how CAs operate.
With the rise of digital finance, CAs are integrating technologies like blockchain
for tamper proof audit trails, using artificial intelligence for advanced risk
detection and analysis. These advancements enhance speed, accuracy and
reliability in financial oversight and reinvents the CAs role in a tech-driven
financial ecosystem.

In addition, many CAs are leveraging data analytics for real time audits,
early detection of irregular trading and continuous compliance monitoring. Their
proactive use of emerging technologies positions themselves to lead innovation
in capital market integrity and support tech-enabled financial governance.

As Nepal’s capital market embraces digital transformation, CAs in
Nepal have responded to digitalization with upskilling by completing ICAN’s
Information System Audit (ISA) Certification and global Certified Information
System Audit (CISA) certification. These certification courses empower them to
gain key competencies like I'T governance evaluation, cybersecurity assessment
and internal control validation in digital setting.

As Nepal Stock Exchange (NEPSE) and other market institutions
digitize operations, CAs bring added value by understanding both financial
reporting and system architecture, identifying risks in digital infrastructure,
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recommending safeguards for secure and efficient transformation and acting as
trusted advisors in digital financial governance.

Chartered Accountants and SEBON

The increasing complexity of Nepal’s capital market has demanded a strong
regulatory role. SEBON being the apex regulator can enhance its effectiveness by
integrating the professional insights of Chartered Accountants into its monitoring,
policy and enforcement functions.

CAs possesses a combination of technical accuracy, ethical integrity and
hands on knowledge, the traits that aligns with the SEBON’s objective to ensure
fair, transparent and efficient capital market. Their involvement in reviewing of IPO
documents, ESG compliance assurance and forensic audits and ethical checks has
already become routine tasks across listed companies. Institutionalizing their role
within SEBON regulatory process ensures enhanced regulatory depth, consistency
and credibility.

There are many ways SEBON and CAs can team up to make the capital market
better. Notable collaboration areas include the following.

e IPO and Disclosure review

o Co-monitoring disclosures in prospectus of the company
desiring to go public ensures companies are transparent and
investors are protected.

e ESG Assurances

o Co- creating standards for consistent and credible sustainable
reporting that reflects global best practices and address the
environmental, social and governance risks relevant to Nepal’s
Market.

e Forensic Oversight

o CAs forensic skills can boost SEBON’s investigative capabilities.
Including CAs in fraud detection panels and investigative teams,
SEBON can enhance its ability to identify, analyze and address
the financial misstatements and market manipulation.
e Capacity Building

o Joint certification and knowledge sharing platforms can create a
new generation of digitally expert market professionals.
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¢ Policy advisory

o Formal CA involvement in regulation making will ensure that
policies are both achievable and aspirational. These aspects will
lead to bringing stronger rules, better compliance and more
grounded reforms

In a world of growing financial complexity and global scrutiny, SEBON and
CA’s partnership is no longer optional. It is the key to sustainable capital market
growth, international investor confidence and long-term regulatory resilience.

The Roadblocks

Despite Chartered Accountants expertise, they remain underutilized in
capital market oversight. Limited structural integration into regulation process and
lack of legal backing for proactive insights block them from meaningful participation
in advancing transparency, accountability and investor protection.

CAs work across regulatory bodies. But lack of co-ordination and structured
data sharing mechanisms between the regulatory bodies of Nepal such as SEBON,
Nepal Rastra Bank (NRB), Nepal Insurance Authority (NIA), Inland Revenue
department (IRD) prevents vital financial insights observed and discovered during
audits or tax reviews and therefore leaving the market vulnerabilities exposed when
required action is needed.

Despite the Chartered Accountant’s expertise, they are rarely made to
participate in key policy making and regulatory reform discussions. Their exclusions
mean the regulatory framework may miss real- world red flags, practical insights on
anomalies and disclosures.

In certain cases, CAs face pressure from company promotors or management
to overlook early signs of financial distress, omit material disclosures and soften the
audit findings, which results in compromising the ethical standards, audit quality and
undermining the investor trust in financial statements.

CA qualification is undoubtedly rigorous but it lacks structured approach
training to capital market areas such as IPO due diligence, capital market instruments
and ESG audit frameworks due to which the new CAs lack confidence in their ability
to fully contribute to the market oversight.

The tools for the market oversight need to be advanced as the capital market
has become digital. However, many CAs still used the traditional audit techniques
which may be slow in adapting to real time data and may be ineffective against
algorithm fraud.

Addressing the above-mentioned issues by acknowledging them is the key to
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unlock the full potential of Chartered Accountants.

Unlocking the Full Potential

In order to advance the capital market governance, we must stop viewing
CAs solely as the compliance checkers. We should view them as the strategic allies in
regulatory policy design, market risk surveillance and investor protection reforms.
But to make that happen, reform imperatives such as legal empowerment, structured
collaboration with SEBON and specialized capital market training is requited. But to
make it possible systemic reforms is required. Notable systemic reforms include the
following.

e Regulatory bodies must break their tendency to work in silos and create a
unified oversight system and enable real time collaboration with Chartered
Accountants for analyzing audit findings, tax data and financial anomalies.

e In the future of agile regulation, CA’s must be in the table not just as the
auditors but as policy drafting and reform task force, market surveillance and
monitoring committees and investigation and enforcement panels.

e Chartered Accountants must be empowered with legal reforms to report
suspected market misconduct without fear of profession or legal retaliation,

o The next generation of CAs must be fluent not only in the standards of
accounting and auditing but also in sustainability metrics, digital fraud
detection and capital market mechanics. Hence, updating the curriculum
to include the ESG audits, financial forensics and capital market tools is
considered crucial.

o The future of capital market oversight lies in synergy. By establishing a
structured partnership model through MOUs with ICAN, joint training and
certification programs and shared oversight, SEBON and CAs can create
a market ecosystem that is accountable, transparent and resilient against
emerging risks.

The key to capital market strength is to move beyond fragmented regulation,
foster cooperation among regulators, professionals and market players and to build a
unified governance ecosystem for market resilience. For that CAs are ready. However,
the system must be ready to create the space for them to be in front.

The Way Forward

Nepal’s capital market is at pivotal point and thus strengthening Nepal’s
capital market oversight will depend on meaningful collaboration with regulators
and professionals. SEBON as the principal market regulator, can lead this initiative
by establishing formal collaboration frameworks with the Institute of Chartered
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Accountants of Nepal (ICAN). These joint initiatives should include regular
regulatory dialogue, shared training program, co-developed guidance materials and
appoint experienced CAs to policy advisory boards, technical working groups and
investigative committees.

Furthermore, Nepal needs a robust legal framework that protects the
Chartered Accountants to report fraud, manipulation and misstatements to SEBON
and introduce whistleblower protections to shield against retaliation. To bridge the
skill gaps there should be joint SEBON and ICAN certifications in capital market
instruments, ESG assurances, Forensic accounting, and Digital and System based
auditing. These efforts will help to develop a workforce that is technically equipped
and legally empowered.

Another critical priority is the adoption of advanced audit technologies. With
digital transforming reshaping the financial markets, CAs should be equipped with
data analytics, AI driven tool and real time dashboards to improve the speed and
precision of anomaly detection. CAs should be involved and encouraged in SEBON
led investor education and governance initiatives. Their presence can strengthen the
investor trust and enhance corporate transparency.

Embracing these changes allows SEBON to tap into the full capabilities of
Nepal’s CA community enhancing oversight, supporting sustainable market growth
and reinforcing investor protection mechanisms.

Conclusion

As Nepal’s market continues to evolve, CAs are now no longer limited to
financial oversight, they have move beyond compliance to become catalysts of
transparency, trust and systemic transformation.

CAs serve as the critical link between sound governance and sustainable
market growth by combining the forensic insights, ESG assurance financial scrutiny
and regulatory expertise. Nepal’s capital market will thrive only when the role of
CAs evolves to the strategic partnership through the empowered and institutional
collaboration with the regulatory bodies like SEBON.

Through appropriate reforms, legal support and integration into oversight
frameworks, CAs can be empowered as the first responders, vigilant risk monitors
and ethical pillars. The key to credible, investor friendly capital market lies not just in
stronger rules, but on empowering capable professionals to uphold those rules with
both the knowledge and integrity.

It's time to recognize the CA not only as a compliance checker, but as an
indispensable pillar of market resilience and national economic confidence.
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WHISTLEBLOWER MECHANISM IN
THE CAPITAL MARKET

Bipin Ojha

Introduction

The capital market has become one of the key pillars of the Modern Financial
System. Since the capital market coversall the financial instruments that have a maturity
period of over a year, the scope is broader and vague. From mid-term financing to
long-term financing, the capital market holds it all. The capital market facilitates
growth, promotes financial inclusiveness, and links investors with companies in need
of funding. However, because of the massive flow of money and information in the
market, there are also chances for financial misconduct or wrongdoing. From insider
trading, securities fraud to misreporting and unethical corporate behaviour, the risks
are real and the consequences can be devastating.

In an attempt to combat these dangers and promote openness, nations with
robust financial systems have implemented many safeguards, one of which is a
whistleblower mechanism. This whistleblower mechanism is designed to support
individuals, mostly many of whom are insiders in organizations, in disclosing
knowledge about unethical or unlawful activity without fear of aftermaths. In return,
many nations offer legal protections and, in some cases, financial rewards too.

A “whistleblower”, “informant”, or “insider” is a person who reports
wrongdoing internally and/or externally when a business engages in illegal and/or
unethical activities that harm stakeholders, other businesses, the government, and/or
the environment (Chamorro-Courtland & Cohen, 2017).

Whistle blowing, if used wisely, helps any organization, its stakeholders and
the overall industry to prevent any unethical & illegal activity timely manner before
any big mishap takes place. If we see the worldwide exercises, then whistleblowing
can be systematised in two ways: (i) Internal Whistleblower Policies by the
company/organization, and (i) External Whistleblower Legislation by the government
or regulator. The purpose of the whistleblower laws and policies is to eliminate, or
at least minimize, the risks and provide the necessary incentives for someone that

*  Assistant Director, Securities Board of Nepal (SEBON)
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has knowledge of corporate wrongdoing to report the information internally and/or
externally. These incentives may include providing protection against retaliation,
providing financial rewards, and/or a reduction in penalties for the whistleblower.

Over 30 countries have now adopted specific whistleblower protections.
Others have adopted protections through other laws, such as labor laws or public
sector employment rules. Only a handful of countries have adopted comprehensive
whistleblowing laws (Banishar, 2011).

Internal Whistleblower Policies

Internal whistleblower policies are an essential part of good corporate
governance. These policies are usually included in a company's code of ethics and are
designed to encourage employees to report any wrongdoing or unethical behaviour
within the organization. A well-designed policy allows businesses to address minor
issues early on, preventing them from escalating into major problems that could
damage the company’s reputation or lead to legal consequences.

Without such policies, companies’ risk having misconduct go unnoticed and
unreported for long periods, leading to more severe penalties if the issue is later
discovered by regulators. Therefore, it's in a company’s best interest to have a clear
internal process for whistleblowing.

In a robust economy, regulators make it mandatory for companies to adopt
internal whistleblowing policies. In India, the Securities and Exchange Board of India
(Listing Obligations and Disclosure Requirements) Regulations, 2015 have made it
mandatory for all listed entities to develop an effective vigil mechanism/whistleblower
policy. The United States Sarbanes—Oxley Act of 2002 mandates that publicly traded
companies establish internal procedures for employees to report concerns regarding
accounting or auditing irregularities. The Australian Treasury Laws Amendment
(Enhancing Whistleblower Protections) Act 2019 requires public companies, large
proprietary companies, and corporate trustees of superannuation entities to have a
whistleblower policy. The list goes on for the developed countries. In the Nepalese
scenario, SEBON, through its Directives on Good Corporate Governance of a Body
Corporate, 2074, has directed all listed companies to prepare an internal control
system for protecting whistleblowers. But the culture of whistleblowing is yet to be
seen being common in Nepal. It can be because of many reasons, but one is certainly
due to not having a comprehensive policy dedicated to whistleblowing.

A comprehensive whistleblower policy specifies exactly where and how
employees or insiders can report misconduct. It includes contact details for both
internal and, if needed, external reporting. Most significantly, it ensures that
whistleblowers are protected from retaliation, including harassment or termination of
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employment. Because of this protection, insiders are more likely to report problems
internally first, which allows the business to address them before the issues go to the
public.

Whistleblower reports should be received and reviewed by independent
compliance departments in organizations. Employees feel safer as a result, particularly
if their seniors are involved. Companies may occasionally contract with outside
experts to handle their compliance departments. However, this can create problems.
External compliance officers might not fully understand the company’s operations or
risks and may not visit often enough to properly monitor compliance. They might also
be unable to develop customized, efficient policies.

Even with an internal compliance team, there can be cases where the company
chooses to ignore reports of wrongdoing, especially if the wrongdoing involves senior
leadership. In such situations, whistleblowers may face retaliation, despite the policies
meant to protect them.

To encourage reporting, some companies set up anonymous hotlines or email
addresses for employees. While useful, these methods can raise legal concerns in
certain jurisdictions regarding data protection and privacy. Some laws may not permit
action based on anonymous reports, which can limit the effectiveness of such tools.

In general, many organizations have policies that allow anonymous reporting
and offer protection against retaliation. However, some restrict the reporting to
internal channels only, not allowing whistleblowers to go to outside authorities. This
can be problematic if the organization itself is involved in the wrongdoing.

Internal Whistleblower-related policies also help reduce the burden on
regulators, who typically focus their limited resources on major legal violations.
Internal systems allow companies to resolve smaller issues before they reach the level
of regulatory concern.

To truly protect whistleblowers and promote accountability, companies
and regulators need clear laws and policies that support both internal and external
reporting options, along with strong protection against retaliation.

External Whistleblower Legislation

External Whistleblower Legislation are made up by the government or the
regulators in order to encourage whistleblowing, protect whistleblowers and reward
them (if necessary). A robust whistleblower laws are required to ensure that people
who report wrongdoing are taken seriously and are protected. To be effective, these
laws need to be clearly defined, protect whistleblowers from retaliation, provide fair
rewards, and recognize their legitimacy.
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Learning from the global perspective, here’s how the External Whistleblower

laws should be:

The laws need to be very clear about who is considered a whistleblower. If the
rules are too broad or confusing, people might not know if they are protected.
This can scare them away from reporting wrong behaviour. To encourage
more people to come forward, the law should spell out exactly who is covered.

Whistleblower protection shouldn't only apply when someone goes to the
media or government agencies. It’'s important that people who report problems
internally, like telling their manager or HR, are protected too. If they aren't,
employees might stay silent even when they see serious wrongdoing.

When a person takes the risk to report something wrong, the authorities must
show they are listening. If whistleblowers feel ignored, punished, or brushed
off, others will see it and won't want to come forward either. Regulators must
act quickly when they get good information, investigate thoroughly, and
show the public that they value whistleblowers. Also, there should be real
consequences for those who try to punish whistleblowers, which will help
build trust in the system.

The law must make it illegal for employers to fire, demote, harass, or reduce
the pay of someone who speaks up. Fear of losing their job or facing other
punishments is one of the main reasons people stay silent. Real protections
are needed to make sure whistleblowers feel safe when they do the right thing.

Some companies make employees sign confidentiality agreements, trying to
stop them from reporting bad behaviour to outside authorities. The law should
make it clear that these agreements cannot be used to hide illegal actions.
Employees must always have the right to report wrongdoing, no matter what
they signed.

Even when whistleblowers are legally protected, many still face major career
setbacks. They might get blacklisted in their industry or have trouble finding
a new job. Because the personal cost can be so high, governments should
consider offering financial rewards to those who report serious wrongdoing.
This would help balance the risks they take and encourage more people to
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come forward with important information.
What if there are no Whistleblower policies/laws?

Blowing a whistle is not a fainthearted job. It needs an enormous amount of
courage for one to blow the whistle. In a study conducted by Grace and Cohen in 1998
on 233 whistleblowers in the US found that 90% had lost their jobs or were demoted,
27% faced lawsuits, and 26% had psychiatric or medical referrals after blowing the
whistle. Additionally, a survey conducted by Rothschild and Miethe among 761
whistleblowers in the US found that 69% lost their job or were forced to retire, 64%
received negative performance evaluations, 68% had their work closely monitored
by supervisors, 69% were criticized or avoided by their colleagues, and 64% were
blacklisted from getting another job in the same industry. These can be controlled via
the strong whistleblower policy or laws. A comprehensive policy encourages one to
blow the whistle if he or she becomes aware of any wrongdoing in the organization
because the policy also covers his or her protection from possible retaliation.

Why Whistleblower Mechanisms are Essential in Capital Markets?

Capital markets thrive on information and trust. Investors commit their
investment based on the belief that the system is fair and transparent. If that trust is
eroded by fraud, manipulation, or unethical practices, market confidence can quickly
collapse.

Whistleblower mechanisms serve as a crucial line of defence. They:
o Help to expose hidden wrongdoing that could otherwise go unnoticed.
e Protect investors against losses due to fraudulent activities.

e Act as a restrictive & discourages individuals and firms from engaging in
unlawful & unethical behaviour.

o Strengthen Regulatory competency by providing timely, actionable intelligence.
 Strengthen public faith in the fairness and integrity of financial markets.

Despite their importance, whistleblowers often face significant risks, from
losing their jobs, facing legal retaliation, or being socially ostracised. A strong, well-
structured whistleblower mechanism helps mitigate these risks and incentivises
ethical behaviour.
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Some of the Global Regulations and Reward Mechanisms: A Comparative

Overview
Country Key Legislation Features
USA e Dodd-Frank Wall e Whistleblowers can receive between 10%
Street Reform and and 30% of monetary sanctions collected
Consumer Protection if their tips lead to successful enforcement
Act, 2010 actions resulting in penalties over $1
million.
e Sarbanes-Oxley Act,
2002 ¢ Strict confidentiality is maintained.
o Whistleblowers can file anonymously
through legal counsel.
o Retaliation against whistleblowers is
prohibited and legally actionable.
United o Public Interest e Strong legal protection for individuals
Kingdom Disclosure Act (PIDA), disclosing misconduct in the public interest.
1998
e Covers financial irregularities, regulatory
breaches, and ethical violations.
e Unlike the U.S., no financial rewards are
offered.
e Regulatory agencies are mandated to
investigate and act on legitimate complaints.
Australia |e Corporations Act, | o Broadened definition of eligible

2001 (Amended in 2019)

whistleblowers to include former employees,
contractors, and their relatives.

Protection from «civil, criminal, and
administrative liability.

Anonymous reporting is permitted.

No financial rewards, but penalties apply
to organizations that retaliate against
whistleblowers.
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Regulations, 2015

e Companies Act, 2013
(Section 177)

%,%qut
India e SEBI (Prohibition SEBI’s informant mechanism allows
of Insider Trading) individuals to report insider trading

violations confidentially.

Rewards up to INR 10 million (~USD
120,000) are offered for credible information.

o Whistle Blowers | ¢ Whistleblowers are protected under the
Protection Act, 2014 Whistle Blowers Protection Act.

o Listed companies are required to establish
vigil mechanisms to handle complaints.

European| ¢ EU Whistleblower | » Mandates internal reporting channels in

Union Protection Directive companies with 50+ employees.
(Directive (EU)
2019/1937) e Public sector bodies are also required to

have reporting frameworks.
e Protects whistleblowers from retaliation.

e Does not mandate financial rewards,
focusing instead on safety and legal
recourse.

The State of Whistleblower Mechanisms in Nepal

Nepal’s capital market has grown considerably in recent years: both in the
size of investors and in the number of companies. With the help of technology and
the popular 10-unit policy in Initial Public Offerings (IPO), almost 22% of the total
population already have got DMAT account (CDS & Clearing Ltd, 2025). Currently,
268 companies are listed actively in the secondary market (Nepal Stock Exchange,
2025) and 89 more new companies are in the pipeline (Securities Board of Nepal,
2025) to raise funds from public offerings in the near future. This is the biggest size
ever in the Nepalese capital market, and this is going to grow. In this scenario where
most of the population is getting into the capital market and most of the companies
are entering into the capital market, the role of the regulator becomes crucial than ever
before. Upholding corporate governance in companies which raised funds from the
general public becomes essential. Whistleblower provisions in this scenario help in
maintaining corporate governance. However, compared to global standards, Nepal’s
whistleblower framework remains underdeveloped.
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Current Mechanism:

o SEBON, via it's Directives on Good Corporate Governance of a Body
Corporate, 2074, has mandated the body corporates to prepare an internal
control system regarding the matter of protecting a whistleblower.

o SEBON lacks a regulatory approach to create an external whistleblower
policy/law, which would help to proactively prevent any wrongdoing in the
market.

Relevant Legal Provisions in Nepal:

o Corruption Prevention Act, 2002 (2059 BS): Encourages reporting of corruption
with a condition of “fair reward”.

e Right to Information Act, 2007 (2064 BS): Facilitates public access to
information, indirectly supporting transparency.

o Securities Act, 2006 (2063 BS): SEBON has the authority to investigate
market abuses.

These are some of the legal tools that are related to corporate governance and
whistleblowing. However, no comprehensive whistleblowing-related legal provision
can be found in Nepal. Despite these available legal instruments, enforcement remains
weak, and public awareness is low. The fear of professional or personal consequences
often discourages individuals from speaking up.

Conclusion

Whistleblowers play a crucial role in maintaining the integrity of capital
markets. Their valour helps uncover hidden fraud, prevent financial crises, and uphold
investor confidence. While developed nations have made significant progress through
robust laws and reward systems, countries like Nepal still have much ground to cover.

Learning from international examples, Nepal can design a framework that not only
protects whistleblowers but also empowers them. By combining legal safeguards,
institutional support, and financial incentives, a strong whistleblower system can
become a pillar of Nepal’s evolving capital market landscape.

For that, Nepal can:

e Endorse a dedicated Whistleblower Protection Law for an overall financial
system that includes capital markets.

e Develop a reward program to encourage disclosures, especially of insider
trading and accounting fraud.
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o Conduct awareness campaigns to educate the public and employees about
whistleblower rights.

o Encourage listed companies to exercise comprehensive internal
whistleblowing policies.
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XBRL FOR STREAMLINED REPORTING AND
REGULATORY OVERSIGHT
Mr. Rabindra Dev Bhatta
Introduction

Timely communication and access to data and information are the corner-
stone of the financial sector. As they say it, “Information is power”. At such, having a
standardized, efficient, and transparent financial reportinghasbecome moreimportant
than ever before. A need to address this concern, gave rise to the eXtensible Business
Reporting Language, or XBRL. This global standard is improving how financial data
is reported and analysed. It helps everyone involved—regulators, companies, and
investors—get accurate, comparable, and timely information about finances.

Across the globe, regulatory bodies are adopting XBRL systems to minimize
errors and make compliance smoother. For countries like Nepal, organizations such
as SEBON (Securities Board of Nepal), can seize this chance to modernize their
financial processes, match up with global standards, and strengthen the country’s
capital market.

XBRL and XBRL-Based Systems
What is XBRL?

At its core, XBRL or eXtensible Business Reporting Language, is an elaborate
name for a standard way of communicating business and financial data electronically.
It's has been developed and maintained by the XBRL International and is built on
XML, which makes the data readable by machines. So, be it a company, a regulator, or
a financial analyst, one can prepare and exchange financial statements conveniently
and in a uniform style.

Key Components of XBRL

e Taxonomy: These are the building blocks of the XBRL reporting system, that
define various financial reporting concepts, like what is considered as revenue,
assets, or expenses and how they relate to each other.

e Instance Documents: These are where the actual financial data reside and are

* Assistant Director (IT) - SEBON
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tagged according to the appropriate/adopted taxonomy.

e Link-bases: They add more meaning to the data, outlining things like
calculation rules and how different elements should be displayed to the user.

What is an XBRL System?

An XBRL-based system is basically a digital setup that allows organizations to
automate the process of sending, receiving, viewing, and verifying financial reports
in this XBRL format. Unlike the old days of just sending static PDFs or spreadsheets,
these systems create a smoother experience with standardized digital workflows. This
leads to increased reliability and a way for businesses to operate more efficiently.

Key Features of an XBRL-Based Reporting System

o Consistency: Every financial report looks the same, with same format and
key-words, making it easier to analyse and compare.

e Machine Readability: With everything in an easily digestible format, complex
analytical tools can work their magic effectively.

e Reduced Manual Processing: The less humans have to intervene, the fewer
errors occur, and things move along much faster.

e Enhanced Oversight: Regulators can monitor submissions as they come in,
improving compliance effectively.

Global Adoption of XBRL in Securities Markets

XBRL isn't just something Nepal should consider; it’s taken off in many other
countries too, showcasing its worth and return-on-investment. Regulatory bodies
worldwide have put XBRL systems in place to boost efficiency and transparency in
how they oversee their respective markets. Let’s look at what some of the key players
are doing:

United States - Securities and Exchange Commission (SEC)

The U.S. Securities and Exchange Commission has integrated XBRL into
their EDGAR (Electronic Data Gathering, Analysis, and Retrieval) system. Public
companies now have to file their financial statements in an interactive online
format, i.e. through XBRL.

Later in 2018, the SEC introduced Inline XBRL, allowing documents to be
both easy for the humans to read while also being accessible by the machines. With
Inline XBRL integrated into EDGAR system, users can now view filings directly
through their corresponding web browsers without the need of any additional
software.
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United Kingdom - Financial Conduct Authority (FCA)

The Financial Conduct Authority (FCA) of UK has also adopted XBRL based
reporting, aligning with the European Single Electronic Format (ESEF) standards,
and have ensured that companies provide structured financial reports, through
it. This format enhances consistency across the industry, making it easier for the
FCA to further analyse the data.

In addition, the UK government has mandated the businesses to submit their
Company Tax Return filings in Inline XBRL format. This shows the broader
institutional commitment to standardized, digital reporting.

European Union - European Securities and Markets Authority (ESMA)

The European Securities and Markets Authority (ESMA) requires companies
trading on EU markets to use XBRL through the ESEF framework for their annual
reports; with the goal to enhance the accessibility, comparability, and analysis of
financial disclosures across EU markets.

Japan - Financial Services Agency (FSA)

Japan’s Financial Services Agency (FSA) leverages EDINET - Electronic
Disclosure for Investors’ NETwork (based on Japanese GAAP), which is an
XBRL-based system for financial disclosures. This setup lets companies file key
financial documents - including annual, semi-annual, and quarterly reports, so
that investors can access and analyse information more effectively.

India - Securities and Exchange Board of India (SEBI)

The Securities and Exchange Board of India (SEBI) is also on the forefront
among the Asian countries in adopting XBRL, and has mandated that companies
use this format for their regulatory filings. For SEBI, this has led to real-time
monitoring and the strengthening of corporate governance within India’s capital
markets.

Key Takeaways from International Implementations

The global shift toward XBRL-based systems demonstrates a collective recognition
of its advantages in modernizing regulatory frameworks. Among the observed benefits
are:

e Reduction in Manual Errors: Standardised reporting format minimizes
inconsistencies and improves the accuracy of financial data.

o Increased Efficiency: Automated business workflows shorten processing
times and reduces the administrative burden on both filers and regulators.

o Improved Accessibility: Inline XBRL formats allow both machines and
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humans to access and interpret data seamlessly.

o Enhanced Transparency: Timely and structured reporting supports informed
decision-making by regulators, investors, and other stakeholders.

XBRL for SEBON
Current Reporting Framework in SEBON

The current financial reporting setup in Securities Board of Nepal (SEBON) is the
Electronic Reporting and Retrieval System (ERRS). Despite being conceptualized as a
comprehensive digital reporting platform, ERRS suffers with numerous technical and
operational shortcomings.

e Restricted Data Usability: Documents communicated/shared via the ERRS
system are available only as scanned PDFs. This format is unsuitable for further
data extraction and processing, severely restricting any analysis of data.

o Absent Notification or Escalation Workflow: The system lacks in areas
like issuing deadline reminders or alerts for non-compliance to the parties
involved, resulting in delayed filings and reduced accountability.

o System Bugs and Approval Errors: Software bugs in multiple modules of
the system, obstruct SEBON’s ability to verify or validate submitted reports,
creating workflow bottlenecks to the users.

o Infrastructure Weaknesses: Hosting on the National Information Technology
Centre (NITC), now, Integrated Data Management Centre (IDMC) servers has
introduced several issues, including limited technical support and frequent
disruptions due to power outages.

These limitations not only reduce system usability but also undermine confidence
among stakeholders. Additionally, the system has been offline for an extended period,
and with no alternate systems in place, market participants are forced to revert to
manual or email-based submissions. As a result, SEBON’s departments face increasing
administrative strain, while investors and listed entities encounter uncertainty and
delays. The limitations of the existing system have given rise to limitations in the
SEBON’s working framework.

e Non-standardized Data Submission: Financial disclosures are often
submitted in various inconsistent formats, as suitable by the participants,
hindering comparative analysis.

o Manual Workflows: With no centralized, automated system in place, SEBON
staff must manually validate and process email-received reports, resulting in
inefliciencies and increased potential for errors.
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Lack of Real-Time Monitoring: The absence of automated checks and
dashboards limits SEBON’s capacity for proactive regulatory intervention.

Lack of Digital Interoperability: The current system lacks integration with
financial institutions, stock exchanges, and auditing bodies, hampering data
synchronization.

The first Step for SEBON

Transitioning to an XBRL-based framework will require foundational reforms
to SEBON’s current infrastructure and processes. The initial phase must focus on
laying a robust foundation through structural reforms and strategic planning. The
key prerequisites include:

Standardized Reporting Framework: The first foundational step for SEBON
is to create a digital reporting format that aligns with widely recognized
accounting norms such as the International Financial Reporting Standards
(IFRS) or Nepal Accounting Standards (NAS). This will ensure that all
reporting entities follow a consistent structure, and are on the same page.
Further, this step is critical for accurate taxonomy mapping in XBRL.

Data Harmony: It’s crucial for SEBON to harmonize all reporting documents
into a single structure. This process involves reviewing and aligning all
regulatory documents—such as financial disclosures, compliance reports,
and filings—into a unified digital structure. This cuts down on confusion and
streamlines taxonomy creation.

Infrastructure Readiness: While XBRL is a system/software, it requires
hardware infrastructure, both active and passive components, to be hosted
and run smoothly. This includes modernizing existing data centres or
procuring hosting providers, enabling secure and scalable API integrations.
Further, efforts should be made, like the implementation of strict protocols
to safeguard sensitive financial data against cyber threats and breaches, to
maintain a healthy cyber-security posture of the organization.

Raising Awareness: The success of XBRL implementation depends heavily on
the engagement of the stakeholders. SEBON should communicate the new
system's benefits through awareness campaigns, workshops, and consultations
with reporting entities, internal departments, and other regulatory bodies,
making the transition easier for everyone involved, by stating the changes that
XBRL adoption will bring.
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Potential Benefits of XBRL Adoption for SEBON

Adopting XBRL canlead to abunch of benefits for SEBON and the broader financial
scene in Nepal. SEBON can significantly enhance its regulatory capabilities, increase
transparency, and support market development, by digitizing and standardizing
reporting practices.

Uniform Reporting: Having all financial report submissions from listed
companies and market intermediaries, in the same format makes it easier for
regulators, investors, and analysts to compare and analyse data as required to
make more informed evaluations across industries and time periods.

Regulatory Oversight: The built-in validation mechanism allows for real-
time detection of errors, inconsistencies, or anomalies in financial data and
triggers an alert to SEBON, allowing SEBON to act quickly. These features
can be leveraged to proactively monitor submissions, identify red flags, and
initiate corrective actions, thereby improving the regulatory roles of SEBON.

Easier Compliance: With the structured nature of XBRL, companies/reporting
entities enjoy a simplified and habituated data entry and submission processes.
This dramatically reduces time and mistakes. Further, additional third-party
tools can be leveraged to directly extract data from accounting systems,
reducing manual efforts and the risk of errors.

Real-Time Insights: Since reporting is a timely and continuous process, the
system allows SEBON to receive structured data in a continuous fashion.
This data allows the regulator to conduct dynamic market surveillance and
trend analysis. The availability of real-time insights empowers the regulator to
respond swiftly to analysed risks and evolving market conditions.

Accessibility: XBRL portals allow financial information’s to be made publicly
available. This lets everyone get easy access to rich data which can be leveraged
as deemed fit, in turn fostering transparency and trust.

Challenges in Implementing XBRL in SEBON

While the advantages of XBRL adoption are substantial, transitioning to XBRL
won’t be without its challenges. Analysing and addressing these obstacles proactively
will allows SEBON to make smooth and sustainable transition.

Technical Infrastructure Gaps: SEBON must invest in new hardware (servers,
firewalls, switches, storage) and software. This requires significant investment
in this sector and necessary information sharing through vendor partnerships.

Regulatory Amendments: SEBON’s existing regulations and disclosure
guidelines will need updating to make sure everyone is on board with XBRL
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requirements. Legal mandates must be updated to make XBRL submission
compulsory for market participants. Additionally, SEBON must develop clear
technical specifications, reporting schedules, and compliance frameworks.

Capacity Building: Adopting a system/software is a technical domain that
requires specialized knowledge. SEBON’s staff, listed companies, auditors,
and IT vendors will require training to familiarize themselves with the XBRL
architecture, taxonomy usage, and submission protocols.

A Roadmap for Transition

Adopting a new business process, like reporting through XBRL system, comes
with its fair share of complexities. Therefore, SEBON should take a structured
roadmap to implementing XBRL. A phased approach will not only allow for thorough
planning and testing but also provide opportunities for feedback, course correction,
and capacity development at each stage. Here's a simple strategy they can follow:

Feasibility Study: The first step in the roadmap is conducting an in-depth
feasibility study. This study should evaluate SEBON’s current capabilities,
assess the financial and operational costs of implementation, and identify
potential risks. It should also define the scope, timeline, and key performance
indicators (KPIs) for the XBRL initiative.

Stakeholder Engagement: Timely and continuous engagement with
stakeholders is crucial for rolling out a system that is accepted by the market.
SEBON should organize roundtable discussions, consultations, and technical
briefings with listed companies, audit firms, technology providers, industry
associations, and stock exchanges.

Pilot Program: To minimize disruption and validate the successful working
of the proposed system, SEBON should launch a pilot program involving a
small group of market participants. This pilot phase will test the usability and
effectiveness of the XBRL platform, highlight technical or procedural issues,
and provide valuable insights for further refinement.

Legislative Updates: Once the pilot phase proves to be satisfactory, SEBON
must move to formalize the adoption of XBRL through legislative amendments.
This step involves revising disclosure requirements, issuing new reporting
standards, and establishing enforcement mechanisms to ensure compliance
across the board.

Full Launch: The final phase involves the full rollout of the XBRL system to all
reporting entities under SEBON's jurisdiction. This stage should be supported
by comprehensive training programs, user manuals, technical support
channels, and periodic reviews. Continuous monitoring and updates to the
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taxonomy and platform will be essential to maintain system relevance and
efficiency.

Conclusion and Recommendations

The upgrade to XBRL, presents a golden opportunity for SEBON to update
Nepal’s financial reporting and regulatory process. Given the increasing reliance on
data-drivendecisionsaround the globe, sticking to outdated methodslike unstructured,
paper-based, and inconsistent reporting mechanisms, will only put regulators at a
disadvantage. XBRL can boost transparency, accountability, and investor confidence
while making compliance smoother.

By converting to a standardized digital reporting format, SEBON stands
to transform its role, switching from just following up on compliance to actively
overseeing the market. The benefits range from real-time surveillance to improved
data analytics, and stretches across everyone involved from stakeholders, including
listed entities, investors, analysts, to policymakers and beyond.

Key Recommendations:

o International Collaboration: Partnering with parallel regulatory entities
internationally like US SEC, SEBI and more, who have successfully adopted
and leveraged the benefits of XBRL based system, can provide SEBON
with access to global best practices, technical guidance, and case studies on
implementation pitfalls and success factors.

e Localized Taxonomy Development: It is essential to develop a taxonomy that
feels/sounds relevant to Nepal’s financial scene to foster greater adoption. This
taxonomy should reflect local accounting standards (NAS, IFRS) regulatory
disclosure requirements, and industry-specific reporting details to ensure
practical applicability and stakeholder adoption.

o Infrastructure and Training Investment: A robust XBRL system requires
reliable digital hardware infrastructure, including secure data centres, hosting
environments, submission portals, and analytical tools. Equally important is
the investment in training programs to build internal expertise within SEBON
and equip reporting entities with the knowledge to transition smoothly to
XBRL.

o Awareness Campaigns: Educating and making aware the market participants
are critical to withstand resistance. SEBON should initiate targeted outreach
programs—webinars, workshops, manuals, and pilot demonstrations—to
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communicate the value addition, the new XBRL based system can bring to the
ecosystem.
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THE NUTSHELL OF THE CLOSED-END MUTUAL
FUND INDUSTRY OF NEPAL

Deepak Luitel

Mutual funds are well-recognised as an alternative investment option which
invests in different asset classes such as listed equities, debentures, and other money
market instruments by pooling money from multiple investors. These funds are the
best investment avenue for investors with limited financial knowledge to participate
in the capital market. In recent years, the Mutual fund industry of Nepal has seen
an impressive growth of schemes from a mere 2 in 2013 to a whopping 43 schemes
(including both closed and open-ended funds) as of 2025. This growth is primarily
driven by increasing participation in the stock market (i.e., the growth of demat
holders), limited investment opportunities, financial literacy, and the success stories
of the first two mutual funds.

The funds are managed by finance professionals, known as fund managers,
who possess strong acumen and a broad understanding of investment portfolio
management on behalf of unit holders. They have the expertise to analyze and
adapt to changing market dynamics, enabling them to make informed investment
decisions. Similarly, the returns generated by funds from investment are distributed
proportionately amongst the unit holders after deduction of applicable expenses, set
by the regulator. The dividend distribution is done after the calculation of the net
asset value (NAV) of the fund.

Current Industry size

With the foundation of mutual funds being set by the introduction of the
Mutual Fund Regulation 2010, the industry has been in a growing phase, with
numerous mutual fund schemes being introduced in the market. As of now, there
are 43 schemes in operation with a total fund size of approximately NPR 50 billion.
And out of these 43 schemes, 36 are closed-end schemes. Additionally, there are
new schemes in the pipeline for New Funds Offering (NFO) in the market. The
industry has witnessed substantial growth since the launch of the first mutual fund
by Siddhartha Capital in 2012, with the launch of an NPR 50 million fund size. Since
then, the industry has experienced significant growth, achieving a compound annual
growth rate (CAGR) of 36%. Over the decade, the total fund size of schemes floated

*  Former Portfolio Manager and Research Analyst
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has increased from NPR 1.25 billion to NPR 50 billion. This growth can largely be
attributed to the success story of the first two funds, which delivered returns exceeding
a CAGR of 20%. Additionally, limited investment avenues for market participants
and easy accessibility of higher returns for institutional investors through mutual
fund schemes have further driven investor interest. The changes in development have
lowered barriers to entry, making it easier for retail investors to participate in the
secondary market. However, the ratio of asset under management (AUM) of mutual
funds to the total GDP of Nepal is merely stands at 0.88%. For comparison, this ratio
was 13% to 15.8% of the total GDP of India, and the US 140% of the total GDP as
per World Bank 2021 report. Despite recent growth, Nepal’s mutual fund industry
still lags to advanced economies. However, the sector holds significant potential for
expansion and plays a crucial role in stabilising the secondary market of Nepal.

In comparison, Indias mutual fund Industry has seen substantial growth
in recent years, offering various schemes to cater to the growing population and
increasing GDP growth rate. Since the launch of its first mutual fund in 1963, the
value of the Indian mutual fund’s AUM stands at approximately NPR 108.8 trillion as
of Nov 2024, reflecting a 21.13% CAGR growth of fund value since 2014. Similarly,
Bangladesh started its journey with the flotation of a closed-end fund “First ICB”,
by the Investment Corporation of Bangladesh in April 1980. As of the 2022 report,
there are 58 registered asset management companies (AMCs) managing a total of 36
closed-end and 88 open-end mutual funds in the country. Among these, the AUM of
closed-end funds stood at approximately Bangladesh Taka, BDT 61.96 billion, while
AUM under open-end was BDT 56.07 billion, according to the 2023 research report
by EBL Securities Bangladesh. While the total AUM grew at a CAGR of 7.72% from
2017 to 2022, its share to the total GDP declined from 0.31% to 0.24% over the same
period.

Correlation of Mutual Fund Index and NEPSE Index

The graph below clearly indicates that mutual fund performance is often
correlated with the overall market index (i.e. NEPSE Index). It is due to mutual fund
schemes typically allocating a significant portion of their assets to equity shares of
listed companies. As a result, the bullish NEPSE index typically leads to an increase in
Net Asset Value (NAV), along with potential for higher dividends and market prices
for unit holders. Additionally, many mutual funds adopt portfolio strategies that
closely align with the NEPSE index. This approach is mainly done to mirror the risk
and return profile of the broader market, allowing these funds to capitalise on market
trends while offering diversified exposure to the overall market performance.
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Chart 1- Correlation relationship between Mutual Fund Index and NEPSE Index
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Role of the Mutual Fund Industry

The mutual funds industry has emerged as a significant investment vehicle for
global investors today, and Nepal is gradually becoming a part of this growing trend.
These funds mobilized pool money from individual investors and allocate it across
various classes of assets (ranging from equities to short-term liquid assets), aiming
to provide incremental value of funds, wealth creation, stability, and regular income
(i.e. dividend return). However, the ultimate core purpose of every mutual fund is to
deliver consistent returns to the unit holders while adhering to its investment goal.

Moreover, these funds are managed by a professional fund management
institution, which can be considered a new concept in Nepal. And these funds allow
individual investors to gain exposure to a professionally-managed portfolio and
potentially benefit from economies of scale, while spreading risk across diversified
investments. Likewise, these types of funds often act as market stabilizers as such
funds intervene by offering extra liquidity into the secondary market, especially for
low trading volume. Further, these funds help bring about a greater amount of liquidity
in the financial markets, and this in turn leads to economic growth, as businesses can
access larger sources of funding, which are offered by the pool funds of mutual fund
schemes.
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Case study on Mutual Funds scheme performance across different phases-i.e.
Matured, Current, and their behaviour in the bull rally of FY 2020/21.

Matured Mutual Fund Performance

In Nepal, Mutual Fund as an alternative for investment has now existed
for more than a decade since the launch of the first mutual fund, SIGS1, in 2012.
Over the years, some matured mutual funds have already completed their tenure
and redeemed their funds, while others remain active. The graph below shows the
compounded annual growth return (CAGR) of various matured mutual funds, along
with a comparison of NEPSE returns and fixed deposit returns over the same period.
Out of 12 matured mutual funds, almost all funds have performed well, significantly
outperforming the average return of fixed deposits, except 3 funds not performed well,
which are considered new alternative investments in the context of Nepali investors’
norms. However, 11 out of 12 matured mutual funds have been able to beat the NEPSE
in a very convincing manner, which further cements mutual funds’ position as the
best alternative investment of financial assets in the capital market.

While SIGS1 and NBF1 were able to generate very high annual compounded
returns in comparison to the other 11 mutual funds. The reason for generating such
a higher compounded return is mainly due to the right time of entry into the market
and/or adjusting their portfolios effectively to capitalize on growth opportunities.
Likewise, these two mentioned funds were launched at the onset of the 2013 bull rally,
which helped them position superbly to capitalize the full momentum of the bullish
rally.

Additionally, their fund sizes- NPR 500 million and NPR 750 million were
substantial relative to market turnover, which was close to NPR 1 billion at the peak
of 2015/16. Apart from those two funds, other funds that had relatively lower CAGR
were still able to beat NEPSE, except NIBSF1. Moreover, SEBON (i.e. Securities Board
of Nepal) has made a mandatory 5% IPO allocation policy, which provided the best
opportunity to SIGS1 and NBF1, allowing them to generate abnormal returns. Since
there were only a few mutual funds at that time, the additional IPO quota benefits
allowed fund managers to leverage maximum returns. On top of that, hydropower and
microfinance have been the dominant sectors in Nepal’s Initial Public Offering (IPO)
from FY 2013 to FY 2023, with an average of NPR 3.50 billion IPOs issued annually.
A higher number of IPOs offering provides mutual funds with new investment
opportunities, enhancing funds’ performance, and attracting more investors.
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Chart 2- Performance of Matured Mutual Funds
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The attractive returns delivered by matured mutual funds have set a promising
precedent, attracting the growth of new mutual fund schemes and increasing investor
participation. This has also reinforced the idea that a well-structured managed fund
by professionals can offer safer and more rewarding returns compared to randomly
selected stocks, with proper financial research.

Current mutual fund scenario

While the past historical performance of matured mutual funds reflects a
promising outlook for the Nepal mutual fund industry, this study aims to evaluate
whether such exceptional performance persists in the current market scenario.
Similarly, the study focuses on returns of mutual funds launched in FY 2019, using the
Net Asset Value (NAV) report published on January 26, 2025. The study has shown
that the average CAGR return of these funds is 11.66%, while SFMF and NMB50 have
led the sector by generating returns of 15.52% and 15.76%, respectively, which is quite
a superior performance compared to the sector’s average return. However, it is quite
low compared to matured mutual funds; an average return of CAGR stands at 12.05%.
One of the major reasons for low performance could be the timing of their issuance.

Most of these funds seem to have entered the market while the bear market had
already begun after the peak of FY 2016/17, exposing them to unfavourable market
conditions from the outset. In the same manner, increasing average fixed deposit
rates have also signalled a headwind for the market. The average fixed deposit rate for
three-year terms from the beginning of 2019 till the end of 2023 stands at 9.54%, as
per NRB data. Further, there are a few funds, such as SEF and CMF1, that have still
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managed to generate returns almost a par or slightly above with that average fixed
deposit return of 8.65%. Notably, NMB50 and SEMF have delivered returns exceeding
15%, positioning them among top top-performing funds, yet these two funds’ return
comparison with NEPSE CAGR is slightly below. Similarly, the remaining funds'
performance relative to NEPSE returns has not been able to beat the market strongly.
The reason could be the prolonged bearish market following the peak of FY 2020/21,
aggregated by the high average fixed deposit rate of 9.87% from July 2021 to January
2024. As a result, dwindling liquidity further caused interest rates to shoot up, as well
as slowing down economic growth, contributing to a downturn in NEPSE, making it
challenging for fund managers and investors to trade off against high interest rates.

Chart 3-Current Mutual Funds Performance
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Mutual Fund Performance in the Bull Rally of FY 2020/21

Since the inception of the first mutual funds in 2012, the industry is still in
its early growing stages. Given that various funds commenced operations at different
times, studying their performance of all funds in one basket would not provide a fair
or justified thesis for this study. The recent big bull, which occurred between mid-2020
and end mid of 2021, has significantly changed the narrative of the capital market of
Nepal. Massive growth of market participation in number, online trading, and ample
margin facilities fuelled unprecedented growth, pushing the NEPSE index a time high
of 3200 in 2021. This surge has fundamentally transformed the investment landscape
in Nepal.
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Chart 4 - Performance of Mutual funds in bull rally

NEPSE VS FUND CAGR in the Bull rally of FY 20/21
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As shown in chart 4, all existing mutual funds have performed exceptionally;
however, only two funds NIBLPF and SAEF have shown superior performance,
coming very close to beating the NEPSE Index. Similarly, not a single fund-apart
from the two aforesaid funds has been able to generate superior returns to the NEPSE
index. Likewise, the returns of these existing mutual funds show range from 33.66%
to 70.43%, falling short of NEPSE index return i.e. 80.87%. With a limited scope of
investment and close correlation to NEPSE trends, fund performance is often tied to
overall market fluctuations. This could be the reason for the mutual fund schemes
being unable to generate excess returns. However, unlike India, where mutual funds
can invest in wide range securities as per SEBI guidelines such as real estate investment
trusts (REITs), guilt fund, derivative instruments, gold ETFE, and other assets to hedge
risks and enhance returns. Despite limited investment avenues for mutual funds
institutions, fund managers have managed to deliver stable returns, which cannot
be underestimated. However, their inability to fully capitalize on favorable market
conditions represents a significant lost opportunity.

Conclusion

Nepal’s mutual fund industry is still in its early stages. Given the growing stage
of the capital market, while there are few experienced fund managers who have done
well, but not exceptionally, the market comes with its own set of unique challenges.
The foremost challenge for a fund’s manager is to generate additional excess returns
based on navigation of solid research, security selection, information in hand, and
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strategic asset allocation with respect to market behaviour.

The debate over the ideal number of stocks in a mutual fund’s portfolio for
achieving a 13% to 15% return while minimizing unsystematic risk remains ongoing.
According to their published NAV reports, most mutual funds hold an average of 60
to 70 stocks. However, modern portfolio theory (MPT) doesn’t focus on a specific
number of stocks but emphasizes diversification across uncorrelated asset classes to
reduce risk efficiently. To optimize returns and minimize risk, the optimal portfolio
theory suggests holding between 20 and 30 stocks, which can help achieve a higher
Sharperatioandlower standard deviation. Adding stocks beyond this would only create
overdiversification and can lead to a dilution of returns, and increased management
expenses. Additionally, it may not contribute much to mitigating the risk. The stock
holdings in many mutual fund portfolios often resemble those of index funds, closely
mirroring overall market performance. Therefore, mutual funds should consider
reducing the number of stocks in their portfolios, allowing fund managers to dedicate
more time to thorough research on each holding and select potential investments
with sharper strategies aimed at generating returns that surpass the market average.

Thus, the current structure of closed-end mutual funds with relatively
short duration (5 or 7 years), exposes them to market cycles and volatility. At least,
the duration of the funds to be a bit longer (10-12 years) allows funds to ride out
market cycles and generate higher compounding returns. Similarly, encourage retail
participation, requiring few regulatory reforms such as tax rebates for unit holders,
and introducing new financial instrument can drive the growth of the mutual fund
industry. These changes will not only strengthen the industry’s prospects but also
foster trust among retail participants, reinforcing the belief that long-term wealth
creation is achievable through professional fund management institutions.
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FUTURES: AN IMPORTANT
DERIVATIVE INSTRUMENT

Dwaipayan Regmi

Introduction

Futures are exchange-organized contracts (which are traded on the stock
exchange) that determine the size, delivery time, and price of a commodity. Futures
can easily be traded because they are standardized by an exchange. Futures are highly
governed, and contracts are guaranteed by an authorized body.

They are a form of derivative financial instrument, meaning that their
values are derived from an underlying asset. Future contact simply refers to a legal
agreement among two parties for buying or selling assets at some specific price on
a future date. Such contracts are standardized and traded on organized exchanges
like Intercontinental Exchange (ICE), Chicago Mercantile Exchange (CME), New
York Mercantile Exchange (NYMEX), London Metal Exchange (LME) etc. Here,
underlying assets are taken into consideration, and any commodities - crude oil,
gold, wheat, stock indices, currencies, interest rates or bonds could act as underlying
assets. Crude oil, natural gas, and precious metals are underlying assets traded on the
NYMEX. A futures contract clearly defines underlying assets, their contract size, and
their expiration date.

During the type of settlement, there is either physical delivery, where the asset
is delivered, or cash settlement, where the difference between the contract price and
the market price is exchanged. The sole purpose of a futures contract is to hedge
and speculate. They are used to stay safe from price fluctuations. For example, an
airline company may buy fuel futures to lock the fuel prices and define consistent
ticketing prices to avoid market volatility. On the other hand, traders also use it for
profit from price movements without actually owning the assets, and there when the
trader believes that they aim to profit from price movements without actually owning
the actual assets (Deventer et al, 2013). When the trader feels that the oil price will
rise, they will buy oil futures and sell them later at higher prices.

Types of future contracts

Depending upon nature, futures are classified in various forms - from
commodity futures where just commodities are taken as underlying assets or financial

*  Deputy Manager, Rastriya Banijya Bank Ltd.
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futures where stock indices, interest rates, bonds, and currencies are taken into
consideration. In today's digital world, cryptocurrency futures are also in practice
where Bitcoin and Ethereum are underlying assets (Kang., et al, 2020). However, the
major classification of futures is described as under:

Equity Stock Futures: Through these types of futures, one can purchase stock
at a future date and certain value that would be pre-decided. For example, in
India, if someone wants to buy Reliance stock, but the investor does not have
money in hand. He can buy Reliance's future today. If the price goes up, he will
be in profit otherwise, he will be in loss. The amount should be paid anyway
at some future date.

Equity Index Futures: Rather than taking the risk of stocks, one can buy or
sell index futures as a whole. They are used to speculate on the movements of
indices, like whether NEPSE will go high or low. These forms of futures are
used for hedging and arbitrage in general. They are used by portfolio managers
to hedge their equity position.

Currency Futures: These types of futures allow buyers to buy or sell the
currency at a specific rate, through which one can bet on currencies and protect
currency payment or receipt risk. For example, if an importer is expecting that
the dollar will be stronger in comparison to NPR (or INR as pegged), they can
buy USDINR futures.

Commodity Futures: It is the type of future that would allow hedging of price
changes in the future of different commodities that would include agricultural
products, gold, petrol, silver, nickel, copper, aluminium, zinc, etc. There is
a crude oil product that trades on its own in one of the world’s most liquid
(no pun intended) contracts. Since initial margins are low in commodities,
players in commodity futures can take significant positions. Of course, the
profit potential is enormous, but the risks tend to be high.

Interest Futures: Interest rate futures represent a contract to buy or sell
government securities or T-Bills at a specified price on a predetermined date.
It is simply a contract to buy or sell a debt instrument at a specified price on a
predetermined date.

Features

Futures turn out to be an important derivative instrument. The features of Futures are
as under:

Settlement of Gain or Loss: Futures contracts are marked to market daily,
meaning their value is recalculated at the end of each trading day to reflect
the current market price of the underlying asset. Any changes in value are
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immediately settled in the trader’s account, ensuring that gains and losses are
realized daily. This process helps manage risk by preventinglarge, unrecognized
losses from accumulating over time. It ensures that both parties in the contract
maintain the required financial stability to fulfil their obligations, as accounts
are adjusted to reflect daily market movements.

Delivery of Assets: Futures contracts specify the terms for either physical
delivery of the underlying asset or cash settlement. Physical delivery requires
the seller to provide the actual asset at contract expiration, while cash settlement
involves exchanging the monetary equivalent of the asset’s value. This feature
provides flexibility, catering to traders who may want to take possession of the
actual commodity (such as agricultural products or metals) or those who are
speculating on price movements and prefer to settle in cash.

Standardization: Futures contracts are standardized, meaning they have
predetermined terms regarding the quantity, quality, and delivery date of
the underlying asset. This standardization ensures uniformity and makes the
contracts interchangeable, facilitating easier and more efficient trading. For
example, a crude oil futures contract might standardize the delivery of 1,000
barrels of a specific grade of oil at a set location, ensuring that every contract
for crude oil futures is identical. This uniformity helps create a more liquid
and efficient market.

Exchange Traded: Futures contracts are traded on organized and regulated
exchanges, such as the Chicago Mercantile Exchange (CME) or the
Intercontinental Exchange (ICE). These exchanges provide a centralized
marketplace where buyers and sellers can meet to trade standardized contracts.
The exchanges also establish and enforce rules for trading, offer transparency
in pricing, and ensure the smooth functioning of the market. This organized
structure promotes market integrity and efficiency, making it easier for
participants to trade.

No Default Risk: The clearinghouse of the exchange acts as an intermediary
between buyers and sellers in futures markets, guaranteeing the performance
of the contracts. This eliminates the risk of default by either party. If one party
fails to fulfil their obligations, the clearinghouse steps in to ensure the contract
is honored. This guarantee is made possible because the clearinghouse requires
traders to post a margin and maintain it, providing a financial buffer against
potential losses. This system enhances the security and reliability of futures
trading.

High Liquidity: Futures markets are characterized by high liquidity, meaning
there is alarge volume of contracts being traded at any given time. This liquidity
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allows traders to buy and sell contracts quickly and with minimal price impact.
High liquidity is especially beneficial for large institutional traders who need
to move substantial amounts of money in and out of the market efficiently. It
also ensures that there is usually a small bid-ask spread, reducing trading costs
for all market participants and making the market more attractive.

e Margin Requirement: Traders in futures markets are required to post an initial
margin, which is a percentage of the contract’s value, as collateral. They must
also maintain a maintenance margin to cover potential losses. If the account
balance falls below this maintenance margin due to adverse price movements,
the trader receives a margin call and must deposit additional funds. These
margin requirements help to ensure that traders have a vested interest in
fulfilling their contracts and provide a financial cushion to cover losses,
protecting both the trader and the clearinghouse.

e Regulated: Futures markets are regulated by governmental and industry
bodies to ensure fair trading practices, market integrity, and the protection
of traders. For example, in the United States, the Commodity Futures Trading
Commission (CFTC) oversees futures trading to enforce rules that prevent
market manipulation, fraud, and abusive trading practices. This regulatory
oversight helps maintain confidence in the futures markets, ensuring that they
operate smoothly and transparently, which is crucial for attracting a broad
range of participants.

e Transparent: Futures exchanges provide high levels of transparency with
readily available information on prices, trading volumes, and open interest.
This transparency allows traders to make informed decisions based on current
market conditions and historical data. Real-time price quotes and extensive
historical data are easily accessible, reducing information asymmetry and the
potential for market manipulation. Transparent markets are more efficient
and fair, as they ensure that all participants, regardless of size, have access to
the same information.

These features make futures contracts a robust tool for hedging, speculation,
and investment, providing security, flexibility, and efficiency to market participants.

How Futures Work - An Example

A tea shop has been running successfully in some corners of Kathmandu.
However, he is worried about fluctuating gas prices. He is scared that if the price of gas
goes high, he will have to raise the price of tea from Rs 20 per glass to Rs 22 per glass.
This could result in losing customers. So, he will buy a gas futures contract, locking
in today's price for the next three months. Now, if the market price goes up, he saves
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his money and can offer tea at the same price of Rs 20. If the price goes down, he will
have to pay a higher price, but at least he will have price certainty. Similarly, he can opt
for a futures contract in the case of sugar, tea leaves, milk, or any other commodities.

Challenges and Problems of Future Contracts

Itis not that futures are all safe. There is a set of challenges that futures contracts
need to go ahead with as well. Futures allow traders to take control of large positions
with just a small margin. This amplifies potential profits and also magnifies losses.
Futures are marked to market daily, which means that gains and losses are settled every
trading day, resulting in the fact that daily cash flow demands could move against the
position. Further, it could force the premature whole set of positions upon the case
when margin requirements are not met. Further, if the account equity falls below the
maintenance margin, it will trigger a margin call where one must immediately deposit
additional funds, and failure to meet such margin call can rather result in automatic
liquidation of the whole position at their loss (Lamphiere., et al, 2021). The worst
part of any derivative instrument is that they are complex enough to understand,
and understanding such figures would require technical knowledge about pricing,
margin mechanics and expiry dates, their rollovers, and market behaviour and could
be challenging for beginners. Further, it goes through liquidity risk, contract expiry,
and rollover costs, basis risk, and settlement risk, along with regulatory and legal risk,
which creates further challenges in smooth operation. Psychological pressure lies in
future trading because it can be emotionally intense, considering the whole market's
movement, as it would require strong discipline, strategy, and emotional control, too.

Conclusion

Futures contracts do offer significant advantages and provide spaces for
hedging and speculation in the global financial market. Their application in the
case of Nepal has not been tested yet, and they certainly provide huge spaces in
the Nepalese financial market as well. The absence of a fully functional derivative
exchange, the absence of investor awareness, and insufficient regulatory frameworks
make the whole implementation and management of future contracts more difficult
here. Further, Nepalese investors and institutions do face challenges like low literacy,
limited risk management tools, and exposure to currency and commodity price
fluctuations intend to offer protection only if the right systems are kept in place. To
obtain benefits from such instruments, Nepal needs to strengthen its whole financial
base and come up with appropriate legal and regulatory measures. They need to
educate market participants about opportunities and risks that would be associated
with future trading.

It certainly is a boon to meet issues like high leverage risk, complex margin
requirements, and extreme price volatility (Hull., et al, 2013). The technical nature of
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future trade can also lead to substantial losses. So, with the rise of electronic trading
platforms and new asset classes, the growing need for robust regulatory framework is
required in the global market for better risk management too.
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PARAMETRIC INSURANGE IN
NEPAL: WRY FORWARD

Nischal Raj Baaniya

Introduction

Nepal stands at the 20th list of the most multi-hazard prone countries in the
world. The country is ranked 4th, 11th and 30th in terms of climate change, earthquake
and flood risk, respectively (DRR, 2019). The country ranked 11 with High Risk in the
Climate Risk Index of 2019. Climate Risk Index of 2019 analyses the extent to which
countries have been affected by weather-related losses between 1998-2017 (German
Watch, 2019). Similarly, as per MoHA (2017), More than 80% of the population is
exposed to the risk of natural hazards, which include earthquakes, droughts, floods,
landslides, extreme temperatures, and glacier lake outburst floods (GLOFs). On top of
all these, as stated by the Fifth Assessment Report of the Intergovernmental Panel on
Climate Change (IPCC), the risks associated with extreme weather events will further
increase with rising temperatures (IPCC, 2014). Hence, Nepal is undoubtedly highly
prone to climate risk.

Such climate-related risks are increasing in frequency and severity. And it needs
to be managed proactively. When we talk about managing climate-related losses, an
escalating field of Disaster risk financing comes into play. Disaster risk financing is a
strategy that helps countries and communities prepare for and manage the financial
impact of disasters by pre-arranging funding and developing anticipatory plans.
The risk layering approach in disaster risk financing even highlights and suggests
the usage of insurance (Climate risk insurance) as an ex-ante risk transfer financial
tool to be used with disaster and climate-related risks. Hence, a modern approach
to managing losses arising from climate risk is through insurance and especially
Climate Risk Insurance (CRI). According to the Munich Climate Insurance Initiative
(2016), Climate risk insurance, when applied in conjunction with other disaster risk
management measures and strategies, can protect people against climate shocks by
acting as a safety net and buffer shortly after an extreme weather event. To mitigate
the financial risks associated with climate risks, one can propose different insurance
measures at different levels.

*  Assistant Director | Nepal Insurance Authority
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a) Macro Scale: Sovereign Insurance and Pool solutions like African Risk
Capacity (ARC) in the African Union

b) Meso Scale: Weather Insurance like R4/ HARITA

¢) Micro Scale: Microinsurance (Inclusive Insurance)

Here, the article talks about the meso-scale intervention in the context of
Nepal. This intervention is already been tried and tested in Nepal to some extent.
This article will be discussing about Weather based parametric insurance, myths
surrounding the solutions and some guiding principles governing it. Lastly, the article
also looks for the legal strategy and communication strategy to guide this product.

Weather-Based Insurance

Weather-based insurance is commonly referred to as parametric insurance or
index insurance. It is an innovative solution catering to climate risk and to farmers
and vulnerable people. Index-based insurance poses a great advantage over traditional
insurance, which is based on indemnity. A very important advantage is the exclusion
of Moral Hazard and Adverse Selection, which is minimised to a great extent in index-
based insurance.

Fast payouts, high flexibility, and the ability to cover losses that are challenging
to forecast are all benefits of index insurance. According to Munyukwa, Parametric
insurance: The panacea for agricultural resilience (2023), Parametric insurance is
objective in the sense that only a single and independent source of data is used to
define the mechanics of any claim settlement. As a result, it is a fair and accurate
approach to policy analysis. Additionally, it can give smallholder farmers in less
developed nations a reliable and economical means of defending themselves from the
unpredictable effects of climate change. Similarly, owing to Feed the Future Innovation
Lab for Markets, Risk and Resilience (2022), An expanding body of research points to
agricultural index insurance as a key risk management tool for significant resilience-
based efforts, such as the G7 InsuResilience program, which aims to expand insurance
coverage to an extra 400 million families globally by 2020.

Nepal is new to the practice of weather-based index insurance. At present,
there are only two weather-based insurance policies in Nepal, which are operating in a
limited number of districts. Apple Insurance and Flood Insurance have been existing
in the country with limited scope as of now. The country has only begun exploring the
diverse and enriching solutions of parametric insurance. And therefore, the country
lacks innovation in insurance solutions regarding index-based insurance. Whether it
be the Flood index or Apple index or let’s say some other future index-based insurance
in Nepal, one must be well aware that these products, at their initial stage, are aimed
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specially for agricultural products.

To start with, this product more aggressively and confidently, we must first
be well-aware of the facts about it, which would clear misconceptions regarding the
product. Hence, some myths surrounding parametric insurance and its real scenario
are presented:

(i) Parametric insurance is always more expensive than traditional indemnity
insurance

Cost or ‘rate on limit’ is often a concern that arises when parametric insurance
is mentioned. The truth is that parametric and conventional indemnity insurance
cannot be compared like for like, as they do not cover the same things. Critically,
parametric insurance fills the protection gap left by indemnity insurance from
deductibles, excluded perils, scarce capacity, or to address situations like contingent
business interruption or wide area damage.

Indeed, it’s important to remember that parametric insurance is not designed
to replace traditional insurance, but to complement it for pure financial losses or
uninsurable perils.

(ii) Parametric insurance is complex and difficult to understand

The opposite is true! Parametric insurance is quite simple and more transparent
than traditional insurance: If a defined event occurs and the index threshold is met,
the policy is triggered and a pre-agreed payout is made within days of the occurrence.

Some of the perceived complexity might come from the structuring process,
which often involves a few iterations but is key to tailoring the solution to meet the
specific needs of a client. With parametric insurance, there is no fine print. Since the
asset vulnerability does not enter the equation, the underwriting and claims payment
process are much simpler than for traditional insurance: no site surveys or risk
mitigation assessments, no tedious loss adjustment processes.

(iii) Parametric insurance is like gambling

This misconception is somewhat related to Myth 4. Fundamentally, the
difference between insurance and gambling is the existence of exposure and thus
an insurable interest. Whilst parametric insurance executed as a derivative could
technically result in a positive basis risk (i.e., a payout without an actual financial loss
sustained), most risk transfer solutions in the corporate world are written as insurance
contracts requiring a brief confirmation of loss.

In any case, we're looking at parametric insurance as risk transfer instruments,
and it’s highly unlikely that any risk manager would have an interest in paying a
premium for a ‘corporate gamble’
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(iv) You can use parametric insurance to cover all uninsurable risks

Parametric insurance can certainly expand the scope of coverage, but they are
not the panacea for every risk. The fundamental requirement is always to have a trigger
that is fortuitous, can be modelled and is correlated with the financial exposure of the
insured. As such, they certainly can complement traditional insurance programs and
fill some gaps left by conventional programs, but there will be residual risks that the
insurance industry has no appetite for. Pure business risks like performance-related
exposures or product development risk will remain difficult to transfer to an insurer
and stay with the shareholders, for example.

(v) Parametric insurance only applies to Nat Cat events

Whilst Nat Cat events are a very common scenario for parametric insurance,
there are dozens of other scenarios and applications for “index-based” covers. Any
index that has a fortuitous element, that can be modelled, reported independently
and consistently, and that correlates to future financial loss can theoretically serve as
a trigger. Nat Cat events — and weather in general - are just very prominent scenarios
because they fulfil the fortuity requirement, are well monitored and usually impact
the financial performance of businesses.

Besides the more common weather triggers like temperature, irradiation,
wind speed or precipitation, we have structured covers involving a range of other,
non-weather-related triggers like evacuation orders or the number of power outages
in a service area.

After debunking myths surrounding parametric insurance and designing
solutions, certain things needed to be pondered upon to reach to a refined parametric
product. Hence, the parametric solution proposed needs to be guided by principles
and that too pro-poor principles. The said principles distil experience, evidence and
good practice in realizing climate and disaster risk finance and insurance solutions
that increase the resilience of poor and vulnerable people.

Pro Poor Principles of Insuresilience group are aspirational principles towards
the fulfilment of which all members of the partnership should strive. Similar to other
related frameworks mentioned in the preamble, the InsuResilience Principles are a
set of voluntary principles for incorporating a people-centred approach to Climate
and Disaster Risk Financing and Insurance Solutions. They were developed building
on an inclusive and consensus-based approach, encompassing a call for submissions,
different webinarsand a workshop. The principles originate sequentiallyand intertwine,
thus highlighting that various aspects related to the planning and implementation of
Climate and Disaster Risk Financing and Insurance Solutions require different angles
to ensure cohesive operational frameworks.

19



BTN '
) St fIdT A f
= %gw«“f

These principles need to be fulfilled to make our weather-based insurance
more effective and prudent.

Legal Strategy

Building catastrophe-resilient societies through the adoption of financial
mechanisms and increased investment in disaster management is discussed in both
the Sendai Framework for Disaster Risk Reduction 2015-2030 (2015) and the Paris
Agreement on Climate Change. On top of that, the Constitution of Nepal (2015) has
included disaster management in the list of exclusive powers of the Local Level, and in
the list of concurrent powers of the Federal, Provincial and Local Levels. The Disaster
Risk Reduction and Management Act and Rules in Nepal also provide provisions for
selecting and carrying out disaster risk transfer instruments and processes, such as
insurance and social security. Likewise, National Policy for Disaster Risk Reduction
(2018), states that insurance of agriculture and livestock and business for risk sharing
and risk transfer of vulnerable communities will be promoted and made it easily
accessible. Similarly, Disaster Risk Reduction National Strategic Plan of Action 2018-
2030 (2018) envisions increasing risk information-based private and public financing
to enhance entrepreneurship and promoting disaster resilience through risk sharing,
insurance and other instruments amongst its various priorities. Also, the Agriculture
Development Strategy 2015-2035 (2015) has prioritized the establishment of
Farmers' Welfare Fund and Disaster Response Fund, and promotion of agriculture
insurance. The insurance industry, too, has already crossed the 50th year and always
supports innovative products like index-based insurance. These are all the regulatory
frameworks comprising of international and national context, which is boosting the
use of insurance, and in our case, index-based insurance, as a mechanism to build
resilience and establish it as a disaster management instrument.

Some recommendations to legally implement the reform are presented below
in bullets:

» Climate risk insurance should be made an integral part of the Disaster Risk
Management strategy of the Nepal Government. This way government as a
duty bearers are legally bound.

» 'The Agriculture Ministry should include in their long-term strategy (The
Agriculture Development Strategy (ADS 2015-2035), the proper application
of Climate risk insurance.

» 'The reform programme (IBFI) should be incorporated every year in the
national budget.

» 'The State Government could even implement their legal framework to support
this programme.
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» 'The programme should be made compulsory for farmers as they are rights-
holders in this particular programme. However, premium payment will be
facilitated by a subsidy from the government and donors.

» 'The insurance act and regulations should be updated to comprise this kind of
programme (Index-Based Insurance)

» 'The Government of Nepal should jointly, with neighbouring countries in the
region, start a macro-level programme for such risks in the future, which again
would be legalized in the country context.

Communication Strategy

The reform programme’s internal and external communication efforts are
foremost dependent on the proper identification of stakeholders. There exist many
methods for identifying stakeholders, and this study have used the OUI (Outward,
Upward, Inward) Model.

Some of the relevant stakeholders are:
e Central Government
e State Government
¢ International Development Agencies
e Insurance Regulatory
e District Agricultural Offices
e Banking Sector
e Insurance Companies and their Employees along with Insurance Agents
e Weather Stations/ Departments (Index Provider)
e Non-Government Organisations
e Flood Experts and Scientists
e Farmers and their Co-operatives
e Village Influential Persons
e Media

Stakeholder mapping will be done to understand their position and their
exact relevance in this reform programme and to identify the key stakeholders. After
identifying the key stakeholders, conveying information in an effective and efficient
way is crucial. For that, communication strategy template, derived from ROMA
(Rapid Outcome Mapping Approach) can be used.
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With an objective of ‘Establishing Index Based Insurance for the farmers’
resilience in Nepal’ a communication strategy initially would be:

Stage Action Target Group
Inception Conduct an inception meeting to Government, Farmers and
meetings disseminate information co-operatives, Donors, NGO’s,

Insurance Regulator and
Companies, Banks

Co-ordination
meetings

Periodic coordination
and networking meetings
with stakeholders

NGOs, donor agencies, the
banking sector, insurance
companies and agents,
government officials, and farmers.

Awareness
Building

Creation of insurance through local
radios, pamphlets, farmers' co-
operatives, and insurance agents.

Production of Education Materials
like posters, leaflets with messages
about the rationale, facilities,
application and access to climate
risk insurance and specially index-
based flood insurance

Farmers

Capacity
Enhancement

Conduct capacity building trainings
and workshops

Insurance Agent including Claim
officers, Farmers and Agricultural
extension workers

Early Warning
Signs

Early warning signs/ weather
update through text messages and
local radio (During the
programme)

Farmers

Time Resource

Ensure at least 100 working
days with 2 human resources
(one dedicated) for awareness
building, meetings, and capacity
enhancement.

Monitoring
and Evaluation

Perform an independent impact
evaluation.

Stakeholders

With the given strategy, the policy would be better communicated, and the
engagement process would be effective in bringing change. And the change will not
just establish climate risk insurance but also improve agricultural resilience and the
livelihood of farmers and vulnerable people, on top of providing the country with an
effective disaster risk financing tool.
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Sy
DISCLOSURE IN FINANCIAL MARKET:
COSTS AND BENEFITS

Roshan Rai

Background

A market can be inefficient when the parties involved in transactions have asymmetry
of information available to them. Information asymmetry can lead to adverse selection, which
is the situation when one party has more information than the other so that better-informed
party can take advantage of the other party. Economists George Akerlof (1970), Eugene Fama
(1970), Michael Jensen and William Meckling (1976) have argued that information symmetry
is the key foundation to a fair and efficient market. The modern financial market has adopted
this notion of information symmetry. Financial market regulators have mandated periodic
financial disclosures globally to protect investors’ interests and develop a fair and efficient
market.

Corporate financial disclosure is defined as the process by which firms disclose
financial information to the public periodically. It is any deliberate release of financial
information, whether numerical or qualitative, required or voluntary, via formal or informal
channels (Gibbins, Richardson, & Waterhouse, 1990). Firms can disclose information through
quarterly and annual reports, prospectuses, and notices. The primary aim of disclosure
requirements is: (a) to protect investors’ interests, to enhance their confidence in the market,
(b) address the agency problems, (c) ensure prices reflect all the relevant information for
efficient allocation of resources (Enriques & Gilotta, 204). The modern financial system
relies on disclosure-based regulation to ensure a fair, transparent and effective market. The
arguments for or against disclosure regulation reflect debate regarding regulatory intervention
versus market forces. In the absence of regulatory oversight, market forces could potentially
address information problems (Pan, 2024). The essay is structured as follows: First, the essay
explains the history of disclosure — how it came into existence. Second, it discusses costs
associated with disclosures from the firm’s and investors’ perspectives. Third, it explains the
current situation of the disclosure-based regime in Nepal.

Tracing the History

The corporate financial disclosure could be traced back to the 17" century with the
emergence of joint stock firms. Voyages were sponsored by firms, and the earnings were
divided among shareholders after each voyage. In 1633, the revenue of the East India firm
declined, and the shareholders requested access to the records of the firm. But the governing
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committee denied access to the records, arguing that no one is allowed to “ravel and dive” into
the records of the firm. In 1841, the Select Committee reviewed the laws related to Joint Stock
Firms and concluded that shareholders have the right to the financial statements of the firm.
The Joint Firms Act 1844, which was enacted based on the report of the select committee,
ensured the rights of shareholders to access the audited books of accounts of their firms.

The modern corporate financial disclosure came into practice after the Wall Street
Crash and the Great Depression of 1929. The Securities Act of 1933 and the Securities Exchange
Act of 1934 introduced mandatory disclosure requirements for firms. According to Leuz &
Wysocki (2015), three developments have spurred the disclosure requirement globally. First,
a series of financial crises (the Asian financial crisis of 1997 and the global financial crisis of
2008) and scandals (the Enron scandal) pressured the regulators for more reforms. Second, an
increase in the adoption of IFRS to harmonise and converge the reporting standards globally.
Third, an increase in internationalisation of capital markets has contributed to the mandatory
disclosure regulation.

Market Works because of disclosure

Akerlof(1970) inhisseminal paper “The marketforlemons” explained thatinformation
asymmetry between buyers and sellers can lead to adverse selection and market failure. He
argued that buyers can’t assess the quality of products due to asymmetric information, so they
are unable to determine the price of the products. In the financial market, investors have a
number of financial asses to chose for investment. They have to assess the expected returns
from different financial assets and make investment decisions based on their risk preferences.
Lack of sufficient and quality information will hinder their ability to assess the financial assets.
This can, in turn, lead to poor investment decisions and ineflicient allocation of resources.'
Adequate information ensures that market prices assets accurately (Grossman & Stiglitz,
1980; William, 1989). Because disclosure enhances pricing accuracy, mandatory disclosure is
the key component of securities regulation globally. Further, disclosure also promotes market
stability and liquidity through increased transparency and enhanced investor confidence
(Bushman et al., 2004).

Disclosure benefit Firms

Disclosure increases the transparency of a firm by making relevant information
publicly available. It reduces the informational advantage of certain groups like insiders. This,
in turn, narrows the bid-ask price of the stock, which improves the stock's liquidity. Narrow
bid-ask price also reduces the volatility while enhancing market efficiency. The broader base
of investors is willing to participate in the market due to increased liquidity,

1 Market efficiency is the situation in which market has achieved both allocative and productive efficiency.
Disclosures enhance investors’ investment decision making so that they provide capital to firms that uses it most
efficiently. In case, the return from the firm decline, investors can shift their investment to other firms providing
higher return. Hence, the firm has to use the resources to produce desired output by use of minimum resources.
This leads to both productive and allocative efficiency.
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reduced volatility and transparency. Leuz et. al. (2008) concluded that foreigners are
reluctant to invest in firms with insider control and opaque earnings when these firms are
domiciled in countries with weaker disclosure regulation and outside investor protection.
Investors also seek lower returns due to reduced information risk premium, which ultimately
reduces the cost of capital for the firm (Diamond & Verrecchia, 1991).

Jensen & Meckling (1976) argue that agency” the problem arises when there is
a conflict of interest between the principal and managers. Disclosure promotes corporate
governance by addressing agency problems by decreasing both monitoring costs by principals
and bonding costs by the agent. It forces managers to continuously collect information about
the firm, making them aware of activities and circumstances that they would not have known
otherwise. This can have a positive effect on managers’ performance (Enriques & Gilotta, 2004).
Monitoring costs arise when shareholders need to supervise managers’ activities to prevent
their opportunistic behaviours (excessive executive compensation, earnings manipulation),
while bonding costs are incurred to align managers' interests with shareholders’ goals.
Managers involved in opportunistic behaviour are likely to engage in obfuscation to hide
their manipulation and to mimic the properties of normal earnings or financial reports (Leuz
& Wysocki, 2015). Periodic financial reporting, timely updates on operational activities make
the firm transparent so that shareholders can scrutinize managers’ performance and hold
them responsible. With tight and well-designed disclosure practice, a manager with ill intent
has to devise a more ingenious, complex and costly plan to conceal his actions and escape
punishment (Enriques & Gilotta, 2004).This reduces the cost of monitoring: costs related to
external audits, and costs to set up internal control mechanisms. Transparency of executive
pay fosters trust between agent and principal by reassuring that executive pay is tied to their
performance. It reduces the need for restrictive covenants, reduces the bonding costs.

Investor Protection

Enriques & Gilotta (2004) argued that mandatory disclosure protects the investors
along three dimensions: First, it provides investors with all information needed to make
investment decisions. Availability of a firm’s information on financial health, business
strategies and associated risks helps investors to find the kind of investment that matches
their preferences. It also reduces the cost of searching for information for investors. Second,
disclosure enables them not to be exploited by traders having superior information. It
establishes a level playing field between unsophisticated and professional investors, i.e. it gives
equal access to the same information to all investors. Third, it protects investors from fraud
and other opportunistic behaviour on the part of managers. It reduces the probabilities of
earnings manipulation by managers that could be exposed in public filings. Disclosure is
crucial for protecting investors’ interests, which increases their confidence in the market.

2 Agency relationship is a contract under which one or more principals engage other
person (agent) to perform some service on their behalf which involves delegating deci-
sion-making authority to the agent (Jensen & Meckling, 1976).
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Disclosure also reduces the costs of gathering information for investors. Without disclosure,
investors may overinvest in information production that leads to: (i) redundant production,
i.e. two or more investors engage in production of the same information, (ii) overinvestment,
which occurs when investors are incentivised to beat the market. Disclosure eliminates these
inefficiencies by centralizing information production (Enriques & Gilotta, 2004).

Disclosure costs can’t be ignored

Disclosure is so important for firms and investors both. But why aren't firms
voluntarily disclosing information? The reason is that firms need to incur costs due to
disclosure. Information exhibits the traits of a public good.> Though investors are free riders,
a firm has to incur costs while producing useful information. The costs include as following:
First, firms incur compliance costs in the form of accounting fees (data recording, processing
costs), and auditing fees. The Sarbanes-Oxley Act, which came into enforcement after the
series of corporate scandals (Enron, Worldcom), strengthened the powers and independence
of the audit committee. The compliance costs averaged around $2.3 million annually for large
firms (Leuz & Wysocki, 2015).

Second, the costs are in the form of strategic costs. Disclosure is likely to provide
useful information not only to a firm’s shareholders but also to competitors, which can reduce
the disclosing firm’s competitive advantage.* This shows that disclosure includes externalities®
(Enriques & Gilotta, 2004). Assume that Ncell’s financial statement shows a 25% increase
in the capital expenditure compared to last year. Now, NTC can gauge the strategic plans of
Ncell. This shows that transparency can possibly reduce the competitiveness of a firm.

Third, the risk of litigation rises as the frequency and amount of disclosed information
increases. With a higher frequency of disclosure, the probability of disclosing incomplete or
misleading information rises, which leads to a greater risk of litigation (Enriques & Gilotta,
2004). With a hint of incomplete or misleading information, it can damage the reputation of
firms. Senior executives are required to spend a significant amount of their time to ensure
disclosed information is accurate. These costs are burdensome for both large and small firms
but tend to be higher for small firms. It is because most of these costs tend to be fixed. This
puts small firms at a competitive disadvantage versus larger firms.

3 A good is public good when it is both non-rivalrous and non-excludable. Non-rival-
rous means consumption of a good by a consumer doesn’t reduce the quantity for other and
non-excludable means the good is available to all the consumers who are paying or not for
the good.

4 The competitive advantage lost by disclosing firm is the private cost to the disclosing
firm. It is offset by the benefit received by rival firms and customers. Voluntary disclosure is
governed by private cost-benefit trade-oft which leads to disclosure of less information than
socially optimal (Enriques & Gilotta, 2004).

5 Externality is the indirect cost/benefit to a party not involved in transaction occur-
ring between other parties.
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For investors, disclosure costs come in the form of information overload, contrary
to the belief that mandatory disclosure assists investors in making optimal investment
decisions. Enriques & Gilotta (2004) argued that disclosure can sometimes have unintended
consequences. Information overload can impair individuals’ ability to process information
correctly and make the right judgment. If investors are unable to make meaningtul use of
information, the system of mandatory disclosure is rendered useless.

What is the optimal level of Disclosure for a firm?

Traditionally, it was believed that more information is always better. However, Edmans,
Huang & Heinle (2016) argued that the optimal level of disclosure is the trade-off between
financial efficiency and real efficiency. The manager has to decide the level of disclosure such
that he/she can balance between the lower cost of capital and lower investment. The manager’s
decision depends on the disclosure of “hard & soft” information. Hard information includes
measurable data like sales revenue, assets and liabilities values, while soft information includes
intangibles like training and development, corporate culture. Disclosure of hard information
increases financial efficiency and lowers the cost of capital.

Usually, regulation forces firms to disclose certain levels of hard information, but it
has ignored the soft information. However, these intangibles are important for the growth
and stability of firms. The obligation to disclose hard information can encourage managers
to focus on short-term goals. They can cut intangible investment to boost earnings, but it
reduces real efficiency. Imagine a company has $10 million. The manager can decide to invest
the cash in research and development, which can have a positive impact in the long run, but it
will have no impact on shareholders' value in the short run. By not choosing to invest in R&D,
the manager can boost earnings today and raise the stock price and bonuses they receive.

Edmans, Huang & Heinle (2016) further suggested that managers could find the
optimal balance between real and financial efficiency when there are no mandatory disclosure
requirements. With disclosure requirements, managers are likely to disclose hard information
because it is easier to report. They argued that firms are likely to sacrifice disclosure when they
have growth opportunities. However, when growth opportunities are strong, firms exploit
those opportunities even with high disclosure. So, the disclosure is high for firms with low
and high growth opportunities and low for firms with intermediate opportunities.

Disclosure in Nepal

Corporate disclosure is not a new concept in Nepal. Public companies were required
to publish a prospectus before issuing shares, and financial statements were to be made
available to shareholders if they desired (Company Act, 1964). The Company Act 2006 has
mandated public companies to prepare and present annual financial statements, an auditor’s
report and a directors’ report at an annual general meeting (section 77). The Securities Act,
2006 (section 30) and the Companies Act 2006 (section 23) have obligated companies to
publish a prospectus before issuing securities. Similarly, Securities registration and issue
regulation 2073 has a mandatory provision for publication of quarterly and annual reports
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within a certain time frame every year for listed companies. Banks and financial institutions
are subject to disclosure of financial statements from multiple acts: the Companies Act 2006
as a public company, the Securities Act 2006 as a listed company and the BAFIA 2017 as BFI.
Even with all these regulations, the listed companies are found to violate these legal provisions.
In 2021, the Securities Board of Nepal directed listed companies to publish annual reports on
time. In November 2023, SEBON fined 88 listed companies for the delayed submission of
financial statements.

Regulators Nepal Rastra Bank, Securities Board of Nepal, and Nepal Insurance
Authority have adopted the disclosure-based regime to ensure a fair, transparent and efficient
market. However, the question arises from time regarding the quality of reporting. A report
by Nepal Economic Forum (2013) stated that there is a high likelihood of window dressing in
Nepal as internal and external audits are not conducted exhaustively, and the monitoring and
verification by concerned regulatory bodies are not stringent enough to counter these frauds.

This raises another question. Is protecting investors’ interests via disclosure a proper
policy? There is no doubt that disclosure can assist in investors’ protection. But policymakers
must understand that too much information is not always better, and it depends on the quality
of disclosure. Regulators also must understand the level of financial literacy of retail investors
to understand what sort of information investors can utilise for optimal decision-making.
This can help regulators determine the information to be disclosed by the companies. The
effectiveness of the disclosure system depends on the capacity and quality of regulators: weak,
inept and corrupt regulators can easily spoil the virtues of a well-designed disclosure system
(Enriques & Gilotta, 2004).
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INVESTOR PROTECTION DURING BROKER OUTAGES:
GLOBAL PRACTICES AND REGULATORY SRFEGUARDS

Mr. Sajan Napit

Introduction

In todays world, where everything seems to be going digital, electronic
platforms have become the backbone of trading. Nowadays, both individual investors
and large institutional firms are stepping into the marketplace through broker
applications, online platforms, and sophisticated algorithms. While this shift to a
digital landscape has made it easier to access markets and improved efficiency, it has
also brought along its own set of problems—namely, technical failures and broker
outages. Even though these issues don’t happen all the time, when they do, they can
create serious disruptions. This is especially tough for individual investors who might
not have the right number of resources to circumvent such incidents.

Unlike traditional financial problems like bankruptcies or fraud, outages
are mostly due to technical errors—like software bugs, overloaded systems, server
failures, or even cyberattack threats. In this article, we'll take a closer look at how
different countries manage these technology-related issues and what regulations are
in place to protect investors. We'll focus on real-life examples from major markets
such as the U.S., UK., Australia, and India, hoping to shed some light on emerging
markets like Nepal.

Nature of Technology-Driven Broker Outages

A broker outage happens when investors cannot access trading services
because of a technical failure on the brokerage platform. Even though these outages
often last for a short time, they can strike at critical moments, like when markets are
opening or during times of high volatility, creating substantial loss for the investors.

i.  Software Failures: These usually involve bugs in the software, updates that
weren't tested well, or compatibility issues between different software products.
Even a small problem in the code can lead to larger failures, especially if the
software is used across multiple platforms.
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i. Hardware Overload: When lots of users suddenly start accessing the trading
platform—Ilike during market openings or major news events—it can stress
the server infrastructure. If the hardware isn't strong enough to handle the
traffic, it can lead to crashes or slow performance.

iii.  Cyberattacks: Brokerages are prime targets for hacks and cyber threats, with
attackers often using techniques like Distributed Denial of Service (DDoS)
attacks to flood systems with traffic, rendering them unusable. These attacks
can not only crash platforms but may also put sensitive investor information
at risk.

iv.. . Connectivity Failures: Sometimes the problem doesn’t lie within the brokerage
itself. Internet providers, data centres, or issues at the exchanges can disrupt
communication, impacting how brokers serve their clients.

v.  Third-Party Vendor Failure: Many brokers depend on outside vendors for
crucial services like cloud computing or market data feeds. If one of these
vendors experiences an outage, it can create problems for the brokerage and,
ultimately, the investors.

During these outages, investors often find themselves unable to place trades,
change their positions, or even access important market data. For those who rely on
fast trades, even a few minutes of inaccessibility can lead to major losses.

Global Incidents
Robinhood Outage - USA (March 2020)

In March 2020, just as the COVID-19 pandemic was sending financial markets
into a tailspin, Robinhood—a popular no-fee trading app—suftered serious outages.
At a time when investors were eager to react to the rapidly changing market, many
found themselves locked out, unable to trade.

Cause: The platform simply couldn’t handle the surge in user traffic, which left many
users in the lurch.

Impact: As a result, customers missed out on important investment opportunities
and faced financial losses. These outages lasted several days and coincided with key
market movements, including the largest single-day point gain for the Dow Jones
Industrial Average since 1933.

Regulatory Response: In 2021, Robinhood was hit with a record $70 million fine from
FINRA, a reaction to the “significant harm” faced by customers. The fine addressed
not just the outages but also the company's failure to deliver clear information and
maintain a strong business plan to handle such crises.
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ASX Outage - Australia (November 2020)

Australia’s main stock exchange, the Australian Securities Exchange (ASX),
faced a full-day outage shortly after rolling out a new trading platform developed in
partnership with Nasdagq.

Cause: A software glitch caused a data corruption resulting into systemic failures,
halting all the trading activities.

Impact: This outage not only disrupted the market but also harmed the exchange's
credibility, as the investors, brokers, and market makers were left unable to transact.

Response: The Australian regulators ie. Australian Securities and Investments
Commission (ASIC) took note, launching a review that found ASX had failed to meet
required regulatory standards and lacked effective risk management protocols. ASIC
mandated enhanced oversight for future technology rollouts.

NSE Trading Glitch - India (February 2021)

On February 24, 2021, India's National Stock Exchange experienced a trading
halt that lasted nearly four hours, creating a significant disruption. This was one of
the most significant market disruptions in recent Indian financial history, as it lasted
for hours.

Cause: The cause was a connectivity issue between NSE’s trading systems and multiple
telecom service providers which created a communication breakdown. Despite being
designed for redundancy, all failover systems failed to activate as expected.

Impact: As the trading was suspended, a shift in the trading volume were seen to
the Bombay Stock Exchange (BSE), the country's other major exchange. Investors,
particularly day traders, involved in that particular day’s trading activities, faced
substantial inconvenience and losses.

Regulatory Response: The Securities and Exchange Board of India (SEBI) India called
for a thorough investigation and pushed for improvements in NSE's disaster recovery
systems. It further instructed NSE to review its disaster recovery (DR) mechanisms
and implement stricter failover and continuity protocols, as repercussive measures for
the future.

Regulatory Safeguards and Global Frameworks
International Organization of Securities Commissions (IOSCO)

IOSCO works with regulators from over 100 countries to create a standard
approach to securities regulation. They give advice on how to handle the technology
risks in financial trading. Some of their recommendations include:
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Business Continuity and Disaster Recovery (BCP/DR): Regulators should insist
that companies have and regularly test their BCP/DR plans to handle outages.

Incident Response Protocols: IOSCO stresses the need of clear steps for dealing with
system failures impacting trading.

Mandatory Outage Reporting: Timely and transparent reporting of major outages
to regulators is considered essential for systemic risk monitoring and coordinated
response.

Investor Notification Systems: Firms should inform investors quickly about outages,
expected recovery times, and alternative access options.

U.S. SEC & FINRA Guidelines

In the United States, the SEC and FINRA have set strict rules for ensuring that
firms can handle technical challenges effectively. The U.S. SEC and FINRA require
broker-dealers to maintain robust operational resilience,

Regulation SCI (Systems Compliance and Integrity): This regulation requires
significant market players to establish solid technology management, conduct regular
checks, constantly monitor system capacity and report any significant disruptive
events (e.g., disruptions, degradations) to the SEC.

SEC Rule 15¢3-5 (Market Access Rule): Broker-dealers must have pre-trade risk
control safeguards in place to prevent issues like erroneous orders and system
overloads.

Business Continuity Planning (BCP): Specific BCP plans must be tested regularly
to prepare for various crises, including cyber threats and power outages. These plans
must also account for communications with clients, regulators, and third parties.

UK’s Financial Conduct Authority (FCA)

The FCA is leading the push for operational resilience in the UK financial
system, introducing a set of regulations focused on making sure crucial services can
continue during disruptions. The regulator has introduced a formalized operational
resilience regime that came into effect in March 2022, that requires systems to be
tested for high-stress scenarios.

Stress Testing and Scenario Planning: Firms must regularly test their system’s ability
to remain within the risk tolerance appetite during severe but plausible disruption
scenarios. This includes cyber incidents, software failures, or third-party outages.

Defined Important Business Services: Each regulated entity is should identify vital
services and how they would continue to operate.

End-to-End Continuity Plans: Firms must be able to demonstrate how they would
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continue delivering essential services related to market, even during major technology
failures, including reliance on third-party cloud providers or data centres.

Securities and Exchange Board of India (SEBI) - IRRA Platform

Recognizing the growing dependence on online trading systems and increasing
complaints related to broker downtime, SEBI collaborated with market infrastructure
institutions (MIIs) to launch Investor Risk Reduction Access (IRRA) in 2023.

IRRA is a cloud-based platform connecting to all stock exchanges of India,
and is available to the trading members supporting internet-based trading through
wireless technology for their investors.

¢ Functionality: This platform activates for brokers facing technical issues,
enabling investors to manage their trades even when their primary platform
fails.

e Communication: When the platform is invoked, it notifies investors through
SMS or email, giving them essential updates and tools to stay engaged.

SEBT’s Investor Risk Reduction Access (IRRA) platform, is a modest example
of proactive investor protection during technology outages. This is especially valuable
for high-frequency and derivatives traders, who face higher exposure during outages.
However, it is not available for algo trading and institutional clients at the moment.

Technology Safeguards and Market Infrastructure Strategies

The cost of an outage can be high, affecting both market trust and financial
stability. To tackle potential issues, many brokers and exchanges are putting in place
various safeguards and strategies. Some key initiatives are mentioned below:

e Redundant Systems: System redundancy is fundamental to ensuring
uninterrupted operations. Having backup systems in different locations can
guard against failures, ensuring operations continue smoothly. Cloud-based
platforms such as Amazon Web Services (AWS) and Microsoft Azure offer
built-in fault tolerance and disaster recovery tools, enabling seamless failover
across data centres. These architectures ensure business continuity even during
hardware failures, regional outages, or sudden traffic surges.

e Load Testing and Simulation: Frequent and realistic load testing is essential
to understand how trading systems perform under borderline stress. By
simulating peak trading volumes, flash crashes, or high-frequency order flows
in mock trading environments, brokers and exchanges can identify bottlenecks
and optimize system performance before real-world failures occur. These
stress tests become even more important before the rollout of new features or
updates, helping to validate stability and scalability.
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Cybersecurity: With financial systems increasingly targeted by cyber threats,
both nationally and internationally, comprehensive cybersecurity measures
are non-negotiable. Brokerages must deploy multi-layered defence systems,
including:

o DDoS mitigation tools like WAE, load-balancer and more to absorb
and neutralize attacks that aim to crash platforms via excessive traffic

o Intrusion detection systems (IDS) to flag unauthorized access attempts

o Endpoint protection to secure user access points from malware or
phishing attacks

Transparency and Real-Time Communication: In the event of an outage,
proactive and transparent communication keeps the investors trust intact.
Leading exchanges like the New York Stock Exchange (NYSE) and London
Stock Exchange (LSE) have real-time status updates and use different
communication channels like texts and emails, or web banners for quick alerts
on maintenance events, and ongoing technical issues.

Best Practices for Investors

While broker outages are often unexpected and driven by technical

difficulties, investors can adopt several proactive strategies to mitigate the impact of
such disruptions. The following best practices can help investors better digest broker
outages and protect their financial interests during periods of platform inaccessibility.

Maintain Multiple Accounts: By maintaining accounts with more than one
brokerage, investors reduce their dependence on any single platform. This
ensures that, in the event of an outage, they still have the option to monitor
markets or execute trades through an alternative service. While managing
multiple accounts may require additional oversight, the redundancy it offers
is critical—especially during volatile market conditions or in time-sensitive
trading scenarios.

Monitor Broker Disclosures: Most regulated brokers provide status
dashboards, incident alerts, or downtime schedules to keep users informed.
Investors should routinely monitor these disclosures, particularly during
periods of planned maintenance or high trading volumes (e.g., earnings
seasons, major economic announcements). Timely awareness of such updates
enables better decision-making and preparation, reducing the likelihood of
being caught off guard.

Familiarize With Alternative Platforms: Certain jurisdictions and brokers
offer alternative trading platforms or disaster recovery systems that can be
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activated during outages. For instance, in India, platforms like IRRA (Investor
Risk Reduction Access) allow investors to square off open positions in case of
broker failure. Investors should take the time to understand how to access and
use these emergency systems ahead of time.

Record Communication: In the event of an outage, it's essential to maintain
a record of all communications with the brokerage—whether via email, chat,
or helpline. This documentation can serve as critical evidence if there is a
need for dispute resolution or to claim compensation for losses incurred due
to service disruptions. Clear and detailed logs help establish timelines and
support a stronger case in dealings with both brokers and regulatory bodies.

Recommendations for Emerging Markets like Nepal

As markets like Nepal advance towards more digital trading, it’s crucial to

establish strong regulations and infrastructure to ensure reliability and consumer
protection. Drawing from global best practices, several strategic interventions are
necessary to maintain an efficient Nepal's capital market infrastructure. Here are
some ideas based on what has worked elsewhere:

Real-Time System Status Updates: Regulators should mandate that brokers
provide clear, real-time updates on system status, including outage alerts,
maintenance schedules, and how theyre dealing with downtime. These
updates can be communicated through centralized dashboards, mobile alerts,
or web notifications. Such visibility helps investors make informed decisions
and reduces uncertainty during critical trading periods.

Develop a Central Fallback Platform: A central fall-back system like India's
IRRA could be beneficial for investors in Nepal, enabling them to manage
trades during broker outages. This platform, ideally hosted by NEPSE (Nepal
Stock Exchange) or CDS and Clearing Ltd., would allow investors to monitor
and square off positions in the event of a brokerage outage.

Periodic Technology Audits: With increasing digital dependence, mandatory
periodic technology audits should be mandated for broker-dealers and
market infrastructure entities. These audits should assess software integrity,
cybersecurity protocols, scalability of systems, and disaster recovery
capabilities.

Educate Investors on Technology Risks: Investor education must evolve
alongside technological progress. Running awareness campaigns about the
risks of digital trading can prepare investors for potential issues and help them
remain calm during disruptions. At the same time, training should be provided
on safe digital practices, like using secure internet connections, enabling two-
factor authentication, and understanding order types.
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e Align Regulations with IOSCO Principles: Nepal should aim to align its
regulatory framework with global standards such as those outlined by the
International Organization of Securities Commissions (IOSCO). These
principles emphasize system continuity, operational resilience, and investor
protection. Adopting such internationally recognized norms would not
only strengthen domestic market infrastructure but also enhance investor
confidence and attract greater foreign participation.

Conclusion

Broker outages, especially ones due to tech issues, are a real threat and can
occur unexpectedly. When every second counts, even a short outage could lead to
financial losses and trust issues. Global regulators are moving from simply punishing
firms to creating proactive actions like IRRA, mentioned in the article, aimed at
preventing these scenarios.

As markets like Nepal push into digital trading, learning from these global
practices will be essential. Building a solid tech infrastructure, ensuring clear
communication, and educating investors can go along way in protecting their interests
in this digital age.
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MARKET INFRASTRUCTURE INSTITUTIONS: THE
TECHNOLOGICAL BACKBONE OF NEPAL'S SECURITIES MARKET

Sunil Kumar Karki

Introduction

Nepal's capital market has entered a dynamic phase of transformation, which
is not only driven by policy reforms and financial reforms but increasingly by the
implementation of digital technologies as well. Market Infrastructure Institutions
(MIIs)—the gateway enablers of the functioning of capital markets such as stock
exchanges, clearing corporations, and depositories—are emerging as the drivers of
technology for accessibility, transparency, efliciency, and investor confidence.

The securities market of the world is already using automation, AI, and
blockchain. Nepal, while in a developing stage, has already taken huge strides as far as
integrating technology in capital market infrastructure goes. Online trading, digital
payment systems, mobile apps, cloud computing, and APIs are no longer future
prospects but a reality in everyday life. This paper discusses Nepal's evolving MIIs'
technology environment, reviews the achievement to date, identifies the ongoing
challenges, and establishes a vision-driven roadmap founded on global benchmarks
and indigenous innovation.

MIIs of the Digital Age

Market Infrastructure Institutions (MIIs) are the foundation institutions that
assure the securities market about the market's integrity, transparency, and efficiency
in functioning. Globally, MIIs are usually stock exchanges, central counterparties
(CCPs), central securities depositories (CSDs), and clearing corporations. In the
context of Nepal, the key MIIs are the Nepal Stock Exchange (NEPSE) and the Central
Depository System and Clearing Limited (CDSC) with a network of depository
participants, brokerage houses, and merchant bankers.

In traditional financial infrastructures, MIIs functioned on manual processes
and paper-based transactions, which resulted in long settlement cycles, low
transparency, and high operational risk. With the passage of time and development in
digital technologies, these institutions have undergone huge transformations. In the
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digital era, MIIs are highly sophisticated web networks of software platforms, cloud
computing infrastructure, real-time databases, Application Programming Interfaces
(APIs), cybersecurity infrastructures, and Al-based monitoring systems.

NEPSE now operates with a fully computerized, NEPSE Online Trading System
(NOTS) supporting online trading from broker websites, Trading Management System
(TMS). The CDSC supports dematerialization of securities, maintains records of
investor holdings, and supports clearing and settlement through electronic interfaces.
Mero Share-type services also offer investors the capability to see their demat accounts,
subscribe for Initial Public Offerings (IPOs), and examine transaction histories over
the web, pointing to greater digitization of back-end infrastructure.

Globally, MIIs' roles have moved beyond mere execution and clearing. They are
actively engaged in market surveillance, investor protection, compliance oversight, and
real-time analysis. In developed markets such as the U.S., Singapore, and India, MIIs
are entirely digital, interfaced with payment gateways, risk management platforms,
and regulatory platforms. Nepal's market, though still developing, is rapidly bridging
the gap by embracing many of these digital themes.

Digitization of MIIs is not just a technical upgrade—its impact is far-reaching
and wide, transforming financial inclusion, investor confidence, and resilience of
markets. With lower manual work, errors, and time, digital MIIs cut down entry
barriers and stimulate greater participation in the securities market. For a country
like Nepal whose capital market literacy is evolving, the launch of easy, mobile-based,
and language-friendly platforms by MIIs can serve as a catalyst for democratizing
investment opportunities.

Historical Evolution and Key Milestones

Nepal's stock market's path towards becoming an empowered technologically
driven capital market has been guided by incremental reform and milestone
developments over the last two decades. The development of MIIs has run in tandem
with increasing interest among Nepali citizens to invest in the stock market, most
notably after 2000 when financial sector liberalization started to take more solid roots.

¢ Pre-2007: Manual Operations and Limited Participation

Before computerized systems were introduced, the Nepalese stock
market operated mainly on paper and manual systems. Investors themselves
would visit brokers, fill in order forms by hand, and handle physical share
certificates. Settlements were days or even weeks long, involving large
counterparty and processing risks. The limited character of operations also
meant participation was mostly confined to Kathmandu and surrounding
districts.
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2007: Inauguration of the Computerized Trading System (CTS)

Thefirstsignificanttechnologicalleap was with theinception of NEPSE's
Computerized Trading System (CTS) in 2007. It marked the retirement of the
open outcry system and brought electronic order matching, along with more
discipline, traceability, and speed to trade executions. Although still broker-
based input needing, it laid the ground for greater digital innovation.

2010: Inauguration of CDS and Clearing Ltd. (CDSC)

A milestone in the history of Nepal's MII was the establishment of
the Central Depository System and Clearing Ltd. (CDSC) in 2010. CDSC
was assigned dematerialized securities management, i.e., physical certificates
replaced by digital records. This had reduced fraud in transactions by a
significant amount, made tracking easier, and opened the door to online
settlement systems.

2016-2019: Diversification of Digital Services and Broker Integration

With growing people interest in the stock market, MIIs began
spreading their online presence. Following that, Mero Share was included to
allow investors to view real-time account information and subscribe for IPOs
online using ASBA (Application Supported by Blocked Amount). Different
media sources brought integration with Mero Share to facilitate effortless
fund blocking and verification. NEPSE, the other organization, on the other
hand, concentrated on building Mero Share's backend infrastructure to allow
countrywide connectivity with broker offices.

2020: Launch of NEPSE Trading Management System (TMS)

NEPSE launched its Trading Management System (TMS) in early 2020
as a move against the COVID-19 virus and the subsequent lockdowns. This
enabled the brokers to have online trading platforms. Investors could now
place buy/sell orders at the comfort of their homes, view live market data, and
get digital confirmations for the trades. This marked an incredible surge in
retail investor trading.

2021-2023: Centralized and Video KYC Adoption

In achieving the significance of enhanced onboarding of investors,
CDSC launched Centralized KYC with the support of commercial banks.
This was also supplemented by Video KYC, by which users may open demat
accounts through digital verification without coming to office premises. All
these eased access to the capital market, particularly for those outside the
Kathmandu Valley.
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2024 and Beyond: API Integration, Mobile Trading, and Next-Generation
Infrastructure

The focus today for MIIs is enabling API integration between NEPSE,
CDSC, brokers, and banks. The integration enables real-time trade settlement,
KYC authentication, and fund transfer. There are some brokerage houses
that now offer mobile applications for direct selling and buying, portfolio
management, and news alerts.

Digital Enablers of Capital Market Access

Nepal's MlIs are not an isolated entity. Their own success in going digital has

a direct connection to the broader digital ecosystem of payment gateways, telecom
providers, internet infrastructure, banking APIs, and mobile technologies. They all
constitute an enabling environment to support effective, inclusive, and scalable access
to the capital markets.

R/
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Mobile Banking and Payment Gateways

Easily the most significant trend of recent years is the convergence of
mobile wallets, banking apps and capital market services. e-Sewa, Khalti, IME
Pay, Namaste Pay and Fonepay have enabled real-time applications for ASBA-
based IPOs, blocking funds and account verification based on linked banking.
Such facilities have made physical bank visits and documentation obsolete,
especially in the context of public issues where speed and convenience are
paramount.

For example, in the case of high-demand IPOs of hydropower
enterprises or insurance companies, the ability to apply via mobile wallet in
seconds has facilitated tens of thousands of retail investors, including many
new market players, to participate with ease. The interoperability among
mobile wallets, bank APIs, and CDSC systems is a best-in-class example of
public-private partnership.

Internet and Telecom Infrastructure

The access to trade platforms, transaction posting, or portfolio
monitoring is reliant on internet connectivity. In Nepal, the Internet Service
Providers such as Worldlink, Subisu, Vianet, and telecom companies NCell
and Nepal Telecom (NTC) have been revolutionary in granting even rural and
semi-urban citizens access to capital markets through laptops or smartphones.

With over 80% penetration of smartphones and widespread 4G
coverage, access to capital markets is not just confined to cities anymore.
NEPSE price live stream, real-time Mero Share notifications, and mobile
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app-based trading are now standard features made easy through constant
improvements in telecom and ISP infrastructure.

% Mero Share and Investor Empowerment Platforms

CDSC's Mero Share platform is now the primary investor interface
for retail investors. It allows customers to see demat account balances, apply
for IPOs, transfer shares, and receive corporate action updates—all through a
single login. Mero Share, since its inception, has eliminated paper depository
statements, reducing both administrative expense and paper-based fraud.

The most widely used feature of the platform—application for IPO
online via ASBA—has experienced rapid growth, particularly after 2020.
CDSC indicates that more than 1.5 million applications are filed during high-
profile IPO windows, facilitated through electronic payments and national
availability.

+ API and Middleware Integration

In the background, much of this smooth functionality is powered by
API-driven integration between financial institutions. Banks are connected to
CDSC for verification of ASBA fund blocks; brokers bridge trading systems
with the core of NEPSE; and SEBON is given periodic data feeds to monitor
real-time compliance.

As one of the fintech roadmap initiatives under SEBON, an integrated
market infrastructure framework is being created so that the entire MIIs and
intermediaries follow uniform regulatory habits and API standards to allow
them to be centrally supervised, enjoy improved audit trails, and quicker
troubleshooting in outages or peak-volume stages.

Nepal's Tech-Driven MII Landscape Challenges

While the direction towards digitization is well-defined, Nepal's MIIs also face a
number of issues that must be addressed for sustainable growth.

% Lack of Real-Time Settlement and No CCP

Nepal operates on a T+2 settlement cycle in the present times, which
is slower than that of most international standards (India has moved to T+1,
whereas America is aiming for T+0). The delay increases counterparty risk
as well as intraday liquidity. The absence of a Central Counterparty Clearing
House (CCP) suggests NEPSE's bilateral netting of trades with no institution
standing as the guarantor for settlement in case of default, which opens
opportunities for exposures systemic in times of high volatility or high volume
of transactions.
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% Broken System Integration

Despite efforts toward a seamless digital environment, NEPSE, CDSC,
brokers, and banks are currently operating on half-integrated platforms. Trade
execution, settlement, and fund reconciliation involve many handoffs and
often suffer from downtime, duplication, or user interface limitations. Traders
often face failure to log in, delayed funds confirmations, and subpar back-end
support, particularly during busy periods like IPO subscription or unexpected
market corrections.

¢ Cybersecurity and Data Protection Risks

As MIIs have been collecting and storing increasing volumes of
sensitive investor data, cybersecurity attacks have been on the increase. While
CDSC and NEPSE have established rudimentary encryption practices and
policies, the lack of an intrinsic cybersecurity audit process, response teams,
or Security Operations Centres (SOCs) leaves the infrastructure vulnerable to
breaches, phishing, and illegitimate intrusions. A significant data breach can
erode public confidence in electronic trading systems, as there are no effective
cyber hygiene policies in place.

» Digital Literacy and Regional Disparities

Although Nepal has made significant strides in digital inclusion, a
number of first-time investors, especially from remote districts, find it difficult
to navigate using Mero Share, TMS, or ASBA systems. Hardship with intricate
interfaces, lack of native language support, and financial illiteracy hinder
bulk adoption. Lack of education on order types (limit vs. market orders),
diversification of portfolios, and management of risk also makes investors
susceptible to hype, misinformation, or panic selling.

% Restricted Regulatory Flexibility to Fintech Innovation

Nepallacksaregulatorysandbox culture, whichin other countriesallows
for startups and MIIs to test new technologies in a sandboxed environment.
This environment restricts innovation in areas like robo-advisory, algorithmic
trading, Al surveillance, and decentralized clearing. SEBON has made efforts
to address this in small measures, but policy implementation and stakeholder
interaction remain sluggish.

Emerging Opportunities and Innovations

With the challenges, however, Nepal is able to bypass the intermediate
stage and reach the next generation of capital market infrastructure by surfing the
international trends and emerging technologies. These technologies are not merely
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a pipedream but increasingly a necessity to catch up with market requirements and
investor expectations.
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Blockchain and Distributed Ledger Technology (DLT)

Blockchain offers a tamper-evident, decentralized, and transparent
method of record-keeping. For MlIs, this implies the prospect of real-time
settlement and clearing of trades, tamper-evident audit trails, and smart
contracts for the automatic allotment of rights issues, dividends, and IPOs.
Australia and Singapore already pilot blockchain-based clearing systems.
Nepal can benefit from deploying permissioned blockchains in CDSC or
NEPSE for secure and transparent operations.

AI-Powered Surveillance and Compliance

Artificial Intelligence can revolutionize supervisory regulation by
scanning millions of transactions for market manipulation, wash trades,
insider trading, or fraud activity. Al-powered chatbots may respond to
investor FAQs, handle complaints, and provide reminders about compliance.
The use of AI in SEBON's monitoring frameworks would not only improve
the integrity of the market but also reduce reliance on manual audits.

Web-Enabled Mobile Trading and Portfolio Analytics

Brokerages and MIIs should take the lead in creating mobile
applications featuring easy-to-use dashboards that offer real-time portfolio
monitoring, Al-based investment suggestions, risk alerts, and carefully picked
market news. These features are especially useful for millennials and Gen Z
investors, who prefer mobile interfaces over traditional desktop terminals.

Cloud-Native Market Infrastructure

NEPSE and CDSC can move from antiquated in-house servers to cloud-
native infrastructure, unlocking scalability, resilience, and disaster recovery.
Cloud infrastructure allows dynamic management of load on high volume
trading days, improved data analytics, and connecting with international
markets and service providers.

ESG and Sustainability Integration

While Environmental, Social, and Governance (ESG) investing gains
momentum globally, Nepal's MIIs must begin to integrate ESG data into
trading systems. These include tagging listed companies with sustainability
ratings, promoting green bond trading, and nurturing ESG-themed mutual
funds. ESG disclosures, investor grades, and climate risk analysis can also be
placed on online platforms to benefit responsible investors to make informed
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decisions.

Strategic Recommendations

To reshape Nepal's Market Infrastructure Institutions (MIIs) as internationally
competitive, digitally enabled, and investor-friendly, concerted strategic actions
are necessary. These proposals are based on domestically ascertained gaps and best
practices in international markets such as India, Singapore, and the United States.
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Establish a Central Counterparty Clearing House (CCP)

SEBON and NEPSE must prioritize implementing a Central
Counterparty (CCP) to manage settlement risk. A CCP is the buyer to every
seller and the seller to every buyer, delivering guaranteed settlements for
trades even in case of participant default. Implementation of a cloud-based,
real-time CCP system would not only bring Nepal to the level of international
standards but also reduce systemic risk during the occurrence of unfavourable
trading conditions.

Implement Full API Standardization and Interoperability

One of the largest barriers to market operations in the current day is
fragmented architecture. NEPSE, CDSC, brokers, and banks will have to move
towards open API architectures governed by standardized protocols. Secure,
seamless, and scale-out integration of trading, clearing, settlement, and
compliance systems shall be provided—supporting real-time reconciliation
and consolidated dashboards.

Create a Regulatory Sandbox for Fintech Innovation

In order to enable experiment and innovation, SEBON needs to
implement a regulatory sandbox policy, either inspired by the Monetary
Authority of Singapore (MAS) or Reserve Bank of India (RBI). The sandbox
would allow fintech's, startups, and MIIs to pilot blockchain, robo-advisory,
digital ID, and other emerging technologies in a risk-reduced environment
before extensive roll-out to the wider market.

Increase Cybersecurity and Data Governance

Nepal's MIIs shall have to adopt a sector-focused cybersecurity regime,
including real-time surveillance, intrusion detection systems, penetration
testing, and encryption standards. Set-up of a separate Cybersecurity Cell in
SEBON supported by a national data protection policy would be the beginning
of safeguarding investor data and critical systems.

Enhance Financial Literacy and Regional Access
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For online reforms to function effectively, investors must be able to
apply them confidently. SEBON, in association with CDSC, NEPSE, and
banks, should start mobile-based tutorials in different languages, such as
Nepali and local languages. Regular investment awareness training programs
in rural towns and user-friendly interfaces on platforms like Mero Share will
minimize the digital divide.

% Develop an Integrated Market Infrastructure Master Plan

There should be a master plan for the long-term phase setting the
digital transformation of MIIs, to be formulated jointly by SEBON, NEPSE,
CDSC, and the Ministry of Finance. The roadmap should include financing
requirements, milestones, private sector partnerships, and international
cooperation in building capacity and technical assistance.

«» Foster Public-Private Innovation Consortia

Institutionalize collaboration among MIIs, fintech's, universities, and
IT firms through innovation consortia or labs. These places can co-design
tools like Al-based surveillance engines, investor education apps, blockchain-
based clearing systems, and ESG data repositories.

Conclusion

Market Infrastructure Institutions are the proverbial "scaffolding” upon which
securities markets stand. In Nepal, MIIs have already begun their digital journey—
with initiatives like Mero Share, NEPSE TMS, digital KYC, mobile IPO apps, and
API integrations building foundations for an inclusive, efficient, and resilient capital
market.

Yet, the journey to the future is long and arduous. Without real-time
settlement, a central counterparty, robust cyber architectures, or full interoperability,
Nepal's capital market infrastructure is as vulnerable and under-optimized as ever
before. Technology is a clear path forward, but its promise must be realized through
visionary leadership, activist investment, and participatory policymaking.

Nepalhasaunique opportunitytoleapfroglegacy models and build world-class,
technology-driven market infrastructure that is specifically suited to its own needs.
By embracing global best practices, localizing innovation, and building collaborative
ecosystems, the country can unlock not just capital—but trust, transparency, and
change in the financial markets of the country.
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IMPORTANCE OF GREEN BONDS IN NEPAL

Umesh Thapa

Background:

The global economy poses a significant risk due to climate change and global
warming phenomena. Institutions being increasingly exposed to climate-related
financial risks; categorized as: physical risks, which include threats such as rising
temperatures, extreme weather events, damages to infrastructure from sea level rise,
productivity reduction, and elevated operational costs; and transition risks, which arise
from the shift toward a low-carbon economy and include a broad range of potential
shocks, including changes in climate policy, reputational impacts, evolving market
preferences, and technological advancements. These risks highlight the urgent need
for comprehensive strategies to mitigate climate impacts and transition to sustainable
economic models.

Most of the investors and regulators globally are placing growing emphasis
on understanding climate risk exposure. Consequently, managing these risks has led
markets to explore innovative financing mechanisms, such as green bonds. These
instruments are designed to fund environmentally friendly projects, supporting
investments in areas such as renewable energy, energy efficiency, green buildings, clean
transportation, sustainable agriculture, and other clean, low-carbon technologies.

Many climate change solutions can deliver economic benefits while improving
our lives and protecting the environment. There are global frameworks and agreements,
such as the Sustainable Development Goals (SDGs), the UN Framework Convention on
Climate Change and the Paris Agreement, that aim to cut emissions, adapt to climate
impacts, and finance required adjustments. The number of countries in the World are
committing to net zero emissions by 2050, emissions must be cut in half by 2030 to keep
warming below 1.5°C. Achieving this means huge declines in the use of coal, oil and gas:
production and consumption of all fossil fuels need to be cut by at least 30 per cent by 2030
to prevent catastrophic levels of climate change. Globally, states, local governments, and
sovereign governments, entities issue green bonds to finance green classified assets
and contribute to overcoming the impact of such climate risks.

* Senior Officer- Risk Management (Prime Commercial Bank Limited)
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Principle of Green Bond:

A green bond is a financial instrument where investors lend money at a fixed
interest rate to an entity, business, government agency, or other organization, and
subscribers get their investment back in the form of periodic interest payments called
coupons and the redemption of principal upon maturity.

The International Capital Market Association (ICMA) is defined as green
bonds are any type of bond instrument where the proceeds or an equivalent amount
will be exclusively applied to finance or re-finance, in part or in full, new and/or
existing eligible green projects and which are aligned with the four core components
of the Green Bond Principles (GBP).

The ICMA created the GBP, which offers issuers a thorough framework for
creating, disclosing, and overseeing green bonds. The Green Bond Principles (GBP)
are voluntary process guidelines that recommend transparency and disclosure and
promote integrity in the development of the green bond market by clarifying the
approach for issuance of a green bond.

The GBP recommend a clear process and disclosure for issuers, which
investors, banks, underwriters, arrangers, placement agents and others may use
to understand the characteristics of any given green bond. The GBP emphasize
the required transparency, accuracy and integrity of the information that will be
disclosed and reported by issuers to stakeholders through core components and key
recommendations. The four core components for alignment with the GBP are:

1. Use of Proceeds: The keystone of a green bond is the utilisation of
the proceeds of the bond for eligible green projects, which should be
appropriately described in the legal documentation of the security. All
designated eligible green projects should provide clear environmental
benefits, which will be assessed and, where feasible, quantified by the
issuer.

2. Process for Project Evaluation and Selection: The eligible green projects
should have environmental sustainability objectives. The issuer should
communicate the process by which it determines how the projects
fit within the eligible green projects categories, and complementary
information on processes by which the issuer identifies and manages
perceived social and environmental risks associated with the relevant
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project(s).

3. Management of Proceeds: The net proceeds of the green bond, or
an amount equal to these net proceeds, should be credited to a sub-
account, moved to a sub-portfolio or otherwise properly tracked by
the issuer, and attested to by the issuer in a formal internal process
linked to the issuer’s lending and investment operations for eligible
green projects.

4. Reporting: Issuers should make, and keep, readily available up-to-date
information on the use of proceeds to be renewed annually until full
allocation, and on a timely basis in case of material developments.
The annual report should include a list of the projects to which green
bond proceeds have been allocated, as well as a brief description of
the projects, the amounts allocated, and their expected impact. Where
confidentiality agreements, competitive considerations, or a large
number of underlying projects limit the amount of detail that can be
made available, the GBP recommend that information is presented in
generic terms or on an aggregated portfolio basis.

Unlike traditional bonds, green bonds are specifically designed to fund
projects with clear environmental benefits, including investments in renewable energy,
improvements in energy efficiency, and initiatives for climate change adaptation. The
issuer is obligated to use the funds for green assets and projects. The funds should
be deployed transparently, and coupon rates are relatively lower than conventional
bonds. Green bonds are seen as a source of sustainable investment.

Green Bond in the context of Nepal

The emergence of green finance can be traced back to the 1990s, when the
United Nations Environmental Program Finance (UNEPF) Initiative was launched and
the Clean Development Mechanism was established, leading to the creation of carbon
markets. During this time, the Equator Principles and the Principles for Responsible
Investment were also adopted, marking the first investor network that focused on
responsible and green investments. As the concept of green finance began to gain
momentum, the European Investment Bank and the World Bank issued the first green
bonds in 2007 and 2008, respectively.

The issuance of institutional bonds started from FY 2054/55 in Nepal.
The number of bonds listed at Nepal Stock Exchange (NEPSE) reached 30 in FY
2076/80. Out of the total listing, 14 are government bonds worth NPR 135 billion
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and 16 are institutional bonds worth NPR 46.48 billion. Nepal’s bond market is
still underdeveloped due to factors like a small pool of investors, inadequate market
infrastructure, and a low-risk tolerance appetite. Green Bonds are not been issued yet
in Nepal. However, the country could have benefited by using green bonds. Green
bonds can be a useful instrument to fund sustainable assets in Nepal. Green Bonds
can be an option for climate finance in Nepal.

Currently, Nepal has experienced massive pollution, leading to the poorest
air quality index, worsening biodiversity losses. Extensive use of fossil fuel, zero
emphasis on climate-resilient infrastructure, unplanned and unmanaged cities, and poor
initiative for renewable energy and clean transportation management are warming the
temperature. Various innovative financing tools, such as green, social, sustainable and
sustainability-linked bonds that can be used to finance environmental projects to fight
such climate risk. Green bonds can help achieve the Sustainable Development Goals,
as Nepal aspires to be a middle-income country by 2030 while graduating from a
developing economy by 2026. The country also needs to achieve long-term economic
growth and meet sustainable development goals, and be net-zero by 2045. These
are ambitious goals and need a focused approach to development activities. Green
Infrastructure remains the key sector so essential to achieving the stated milestones.
The Public Private Partnership route has become inevitable in mobilising resources
to achieve the goals of development and to improve the commercial viability of green
sectors.

In the case of Nepal, the country has a robust history of investing in eco-
friendly initiatives, particularly in the energy sector, with a strong emphasis on
hydropower. Although the Nepal Rastra Bank has implemented measures, such as
requiring financial institutions to invest in the energy sector and extending credit to
hydropower projects, 10% of the loan portfolio is within FY 2083/84. The introduction
of guidelines on Environmental and Social Risk Management by the Nepal Rastra
Bank (NRB) in 2018 has been a major driving force, however, more work is needed.

The cost of capital for green projects can be reduced by using green bonds, concessional
loans and blended finance.

Nepal requires substantive financial resources to meet its climate and
environmental ambitions. The resource requirements are vast, and the public sector
alone cannot meet the estimated financial needs for climate action targets and green
growth aspirations. The private sector plays a crucial role in bridging the financial
resources gaps by enhancing their technical skills and capabilities and streamlining
their “green” investments, which can complement and contribute to the government’s
efforts to invest in sustainable solutions and create a green future.

%Y



Nepal needs to green its financial system in the context of increasing climate
vulnerability and the need to reduce carbon emissions and accelerate adaptation and
resilience actions. The financial sectors in Nepal are at an early stage of promoting
green finance. The Banking and Financial Institutions, capital markets and insurance
companies have taken various initiatives to transition towards green and sustainable
financing. Nepal’s financial system is predominantly dominated by banks, with most
of their assets invested in brown sectors such as agriculture, industries, construction,
hydropower and real estate, exposing them to high environmental and climate risks.
NRB has prioritised directed lending for agriculture, energy, tourism, and small,
micro, cottage, and medium industries (MSMEs). Ranking among the top ten nations
globally, Nepal is severely impacted by climate change, and the damages caused by it
could amount to billions of dollars by 2050. It is an opportunity for financial institutions
in Nepal to invest in green assets by acquiring green bonds and contributing to the
green economy.

The insurance sector in Nepal has huge potential to transition towards green
finance. The Government of Nepal has initiated the agriculture and livestock insurance
program. There are many non-life insurance private companies providing agriculture
and livestock insurance services in Nepal. The federal government offers an 80 per cent
subsidy on insurance premiums in the sector. Besides, the non-life insurance covers
insurance for cold storage, hydropower generation, renewable energy generation,
electricity transmission and distribution, cable cars, and tourism. Furthermore, a
few insurance companies have been piloting index-based flood insurance, which
covers possible damage caused by flood hazards based on an objectively measured
parameter. However, there is a need to address large-scale disasters through a
regulatory framework and increase coverage for transitioning to a risk-based regime
and reducing Nepal's rising economic cost of climate change. In this regard, the
insurance sector can also benefit by adopting the green bond initiative.

Nepal Rastra Bank has developed a Green Finance Taxonomy to encourage
the flow of domestic green finance and support initiatives such as green bonds,
climate risk reporting, and capital mobilization across the financial sector, including
the insurance industry. The Green Finance Taxonomy provides a classification
of economic activities (assets, projects, and sectors) that qualify as “green” or
environmentally sustainable. This classification is intended to help financial sector
actors identify, track, and demonstrate the credentials of their green activities, and
to direct capital, resources, and capacity toward Nepal’s green, resilient, and inclusive
economy. The full implementation of the Green Finance Taxonomy ensures a strong
platform for the green bond initiative in Nepal.
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The Securities Board of Nepal (SEBON) has revised its Initial Public Offering
(IPO) regulations through the seventh amendment to the regulations on securities
registration and issuance. The revised regulation states that organised institutions
can issue green bonds for environment-friendly projects, including sustainable
development and climate change projects, where foreign investors can also invest.
However, SEBON should develop a large framework incorporating standard
operating procedures, guidelines and directives regarding green bonds at the earliest.

There is a need to streamline various green initiatives taken by the BFIs,
insurance, capital market and broader private sector market participants. There is an
opportunity to promote and leverage sustainable financing through green products
and instruments like green bonds in Nepal. Greening the financial system would
encourage more private sector investment in environmentally friendly industries
and meet the financial needs that Nepal has raised ambitions for a green future and
climate action. The financial sector urgently needs to transform its operation from
business-as-usual to meet the objective of a green, resilient, and inclusive development
approach by adopting green bond initiative.

Challenges:

e Compared to conventional bonds, green bond issuance has greater upfront
costs. These are mainly caused by certification fees, legal and consulting
fees, and expenditures associated with carrying out in-depth sustainability
and environmental impact analysis. It is frequently necessary to handle the
complexities of green bond standards and regulatory requirements with the
help of legal experts and consultants who specialize in sustainable finance. The
green bond issuance process is more complex and resource-intensive due to
the higher starting expenses, which guarantee that the projects supported by
the bonds meet strict environmental, social, and governance (ESG) standards.

e If a green bond is issued in foreign currency, bond issuing entities may
employ various hedging techniques to reduce the adverse effects of currency
fluctuations to manage Foreign exchange risk. Because this risk may affect cash
flows, profitability, investment returns, and financial performance. Hedging
against currency risk in Nepal is markedly more expensive. Significant interest
rate differences can also increase the carry costs of hedging instruments.

e For an economy like Nepal, it is difficult to develop an effective secondary
market for green bonds. International investors are unwilling to invest in
Nepal due to political uncertainty, polices dilemma.
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A Way Forward

Green finance is a structured financial practice that ensures a better
environmental outcome. An integrated green finance strategy aims to promote a green
economic transformation towards low-carbon, sustainable, and inclusive pathways
as its primary objective. Nepal should establish a special framework related to green
finance for the development of the scope of green bonds. Nepal’s membership in
the Sustainable Banking Network brings a promising outlook for the country’s green
finance regime. Regulatory institutions like Nepal Rastra Bank, Securities Board
of Nepal and Nepal Insurance Authority can play a pivotal role in developing and
expanding the green bond market in Nepal.

The expansion of sustainable finance depends on investor knowledge regarding
green bond investments. Green bonds are more enticing when there is transparent
and thorough reporting on the environmental impact and usage of revenues. So,
a multifaceted strategy combining financial innovation, strategic alliances, and
supportive regulations is needed to address the issues with these sectors’ commercial
viability and foster an atmosphere that encourages sustainable investments in Nepal
through green bonds.

Green finance has become an increasingly popular field of investment
worldwide, and Nepal needs to capitalize on green investment opportunities to
transition toward a sustainable economy. The country is vulnerable to climate change,
with most of its financial assets in the brown sector, leading to potential climate and

environmental risks; so, one of the most popular green financial products can be green
bonds.

Green bonds are not just fanciful hype, they are a genuine and useful tool
for funding sustainable assets. They offer a concrete means of allocating funds to
environmental projects, including energy efficiency, renewable energy, and sustainable
infrastructure. The market for green bonds is expanding, indicating both its potential
and the growing interest from investors who are eager to promote sustainable
development.

Adopting green bonds can be a calculated decision for nations like Nepal to
finance their sustainable development objectives and green infrastructure. To draw in
both foreign and domestic investors, Nepal should first establish a strong regulatory
framework that complies with worldwide green bond requirements. To boost the
market, the government can also offer incentives like tax cuts or subsidies for the
issuance of green bonds.
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Green bonds can help achieve the Sustainable Development Goals (SDGs) of the
United Nations, and can also be pivotal in supporting the global net-zero target.
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AN OVERVIEW OF THE OTC MARKET IN NEPAL

Bipana Majhi

Background

Financial marketsrefer broadly to any marketplace or system where the trading
of securities occurs. These markets facilitate the flow of capital between surplus units
of society to deficit units of society, enabling investment opportunities. Moreover,
financial markets play a vital role in mobilizing capital, facilitating economic growth
and innovation in the country. Financial markets are complex organizations with their
own economic and institutional structures that play a critical role in determining
how prices are established. These structures also shape the orderliness and indeed the
stability of the marketplace. There are two basic ways to organize financial markets:
One is formal exchange, and the other is over the counter (OTC).

What is the OTC market?

The over-the-counter (OTC) market is the platform or system that involves
the process of trading securities of those companies which are not listed on a formal
exchange. Securities that are traded over-the-counter are traded via a broker-dealer
network as opposed to on a centralized exchange. These securities do not meet the
requirements to have a listing on a standard market exchange. OTC market is one
of the kinds of financial markets where in mobilizing funds are mobilised through
trading securities outside of the formal exchange market. The OTC market is quite
different from the formal stock exchange. The comparison between the stock exchange
and the OTC market is presented in the following table.

Senior Assistant, Securities Board of Nepal
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Comparison to the Stock Exchange
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Understanding the differences between OTC markets and traditional stock
exchanges is crucial for investors. Here's a comparison of key aspects:

Basis Stock Exchanges OTC markets
Have strict listing requirements,
Listing 1n§lud1ng m1n1mum S.h ar‘e Generally, have more relaxed
. prices, market capitalization, .
Requirements . . requirements.
and financial reporting
standards.
Offer high levels of transparency May l}ave l.ess transparency,
T . . o especially in lower tiers, though
ransparency with real-time pricing and trade : ; : .
. . this has improved with electronic
information. .
trading platforms.
. L Can have lower liquidity,
Liquidity Generally, offer higher liquidity, potentially leading to wider bid-
especially for large-cap stocks.
ask spreads.
Reportlng Highly required. Fewe'r and no reporting
Requirements requirements.
. . Have varying levels of regulation,
. Ar.e heavily regulated Wlth. with higher tiers (like OTCQX)
Regulation uniform standards across listed havi .
. aving more stringent
companies. .
requirements.
Tvpes of Trade a wider variety of securities
YP . Primarily trade stocks and ETFs. | including stocks, bonds, ADRs,
Securities o
and derivatives.
OTC Market in Nepal

In Nepal OTC market is operated and managed by the formal Stock Exchange,
i.e. Nepal Stock Exchange (NEPSE). It was operative after the circular provided by
the SEBON to office of the company registrar (OCR) for the purpose of making
transactions of the delisted and unlisted securities of public limited companies
through NEPSE, along with giving guidance provided to NEPSE for systematizing the
OTC market. Initially, Nepal Bank Ltd. and the other two companies' securities were

registered and traded in the OTC market in Nepal.
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After the circular provided by the OCR on Magh 18, 2072, regarding the
transaction of delisted, non-listed companies not meeting listing criteria in the OTC
market, the pace of OTC trading was significantly increased. The history of listing
companies, traded shares and turnover is presented in the following table.

Table 1. History and Present Status of the OTC Market in Nepal

Fiscal Year No. of Traded No. of Total Traded Total Turnover
companies Shares (in cr.) Amount
(in Arba)
2073/74 25 0.21 0.24
2074/75 54 1.30 1.30
2075/76 61 1.52 2.01
2076/77 24 0.72 1.89
2077/78 46 1.12 2.63
2078/79 43 2.02 2.35
2079/80 43 1.96 2.69
2080/81 63 3.65 5.04
Total 359 12.5 18.15

Source: NEPSE and the annual report of SEBON

From the table, it can be observed that the number of companies and trading
volume through the OTC platform has increased, leading to 359 companies trading
and a turnover of Rs 18.15 Arba.

Legal Provisions

The Securities Act, 2063, is the foundation of legal provisions in the Nepalese
securities market. By using the authority given by Section 117 of the Securities Act,
2063, under Rule 23 of Securities Market Operation Regulations, 2064, Nepal Stock
Exchange has issued the OTC Market Operation Bylaws, 2065 and implemented from
Jestha 22, 2065, by taking approval from SEBON. Moreover, the OTC market in Nepal
is operated and guided by the provisions made by this bylaw. NEPSE is undertaking the
role of operation and management of the OTC market in Nepal. The major provisions
outlined by the OTC market operation bylaw, 2065, have been presented as below:

Tradable Securities in the OTC market:
e Securities of the companies that are delisted by the stock exchange,

e Securities of the companies that are not listed and have not fulfilled the listing
criteria as provided by the market,
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Securities issued by other publiclimited companies and government institutions
that are not in the listing process.

Trading Procedure: The securities listed in the OTC market are traded through the
following process.

The seller of securities will have to submit the sale order for the sale of the
company that the seller wants to sell, along with the required documents, after
verifying or signing the sale order and the signature of the concerned company.

Received sales orders will be registered by the stock market in an orderly
manner,

The buyer of the securities will have to register with the securities purchase
order of the company that they want to purchase.

The securities market may require the buyer to submit the number of securities
mentioned in the purchase order filled by the securities buyer and ten percent
of the price of the securities to be purchased, if needed, the stock exchange may
require the buyer to submit an advance.

The name of the company and the number of securities mentioned in the
purchase and sale order received are mentioned on the price board for the
information of the investors. The stock market will have to increase or decrease
the price based on the order received.

Securities Trading can be done if the price and number are matched as per the
required procedure.

Securities not available for trading in the OTC market

Securities withheld from the Government of Nepal or the concerned bodies of
the Government of Nepal,

Securities withheld by banks and financial institutions,
Securities withheld from related companies,
Securities withheld by SEBON and the Stock Market,

Securities listed on the stock market.

Clearing Process

The seller has to submit the deed filed as per schedule 7 for clearing and transfer
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of name, written in accordance with schedule 8 and the certificate of securities
issued by the seller to the specified partner within three days.

The amount should be paid by the buyer for the securities purchased; name
transfer fee, etc. should be deposited in the specified bank within three days
and submitted to the specified branch.

Documents received from the seller should be signed by the buyer and sent to
the concerned company or designated institution for registration.

Things not to be done by the seller and buyer of securities

Spreading rumours to cover up the real situation of a company and sell its
securities at a higher price,

Tempting the investors,

Creating an artificial market,

To act against the interest of the investors,

Unnecessary reduction and increase of price through circular trading,

Acts provisioned as not to be done by the Securities Act, 2063.

Obligations that need to be fulfilled by companies

Any decision or action that affects the price should be made available to the
stock market immediately.

If there are changes in the company's annual report or financial statements, the
stock market must be notified immediately.

The company has to submit quarterly details to the stock market within 30
days,

Certificates of securities issued by the OTC market for repossession should be
rejected and returned by the company as soon as possible.

If an investor wants to consolidate or split the securities he has invested, the
company will have to consolidate or split the certificate of securities based on
his request.

Trading Fees
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The Trading fees to be provided while doing transactions through the OTC

market are as mentioned below:

Transaction Amount SEBON Fee NEPSE Fee Capital Gain Tax

Rs. 25,000 0.015% 0.20% As per Income Tax
Rs. 25,000 to 50,000 0.015% 0.18% fict’ 2058, Section 95
Rs. 50,001 and above 0.015% 0.15% (ka)

Importance and benefits of OTC Trading

OTC platforms offer several advantages for both investors and companies,

particularly for those seeking alternative investment opportunities or struggling
to meet the requirements of formal exchanges. These platforms provide access to a
wider range of securities, including those of smaller or less well-known companies,
and can offer greater flexibility and privacy in transactions. Despite the risks, OTC
markets offer several advantages that make them an important part of the financial
ecosystem:

For Companies:

Access to capital for smaller companies: OTC markets provide a way for
companies that cannot meet the listing requirements of formal exchanges to
access capital and funding.

Access to growth Opportunities: OTC markets provide access to early-stage
and emerging companies that may offer significant growth potential.

Lower listing costs: OTC markets typically have lower listing costs compared
to formal exchanges, making them an attractive option for smaller companies
or those seeking to minimize initial costs.

Lower Regulatory Burden: OTC markets are generally less regulated than
major exchanges. Fewer regular compliance, reporting and disclosure
requirements are required in the OTC market as compared to listing on the
main board.

Flexibility for companies: Companies traded OTC face fewer regulatory
requirements and lower costs compared to listing on major exchanges,
making it easier to raise capital.

For Investors:

Access to alternative securities: OTC markets allow investors to access shares
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of companies that may not meet the stringent listing requirements of formal
exchanges, potentially offering investment opportunities in smaller or emerging
businesses.

Potential for higher returns (with higher risk): While OTC securities can
be riskier, they also offer the potential for higher returns, particularly if a
company's performance improves significantly.

Greater flexibility and customisation: OTC transactions can be tailored
to specific needs and risk profiles, offering more flexibility compared to
standardized exchange-traded instruments.

Private transactions: OTC trading often provides more privacy compared
to open order book trading, which can be beneficial for large institutional
investors or those seeking to avoid public scrutiny.

Risks Associated with OTC Trading

Given the complex and bespoke nature of the OTC market, trading in it

comes with some risks and challenges. The OTC market is generally less regulated
than a formal exchange, so it carries several risks as pointed out below;

Limited Liquidity: OTC securities often have lower trading volumes compared
to those on major exchanges. This can make it difficult to buy or sell large
positions without significantly affecting the price, potentially leading to
substantial losses.

Information Asymmetry: Companies traded on OTC markets generally have
less stringent reporting requirements than those on major exchanges. This can
result in less publicly available financial information, sometimes making it
challenging for investors to make informed decisions.

Volatility: The combination of lower liquidity and less information can lead to
higher price volatility in OTC markets. Prices can fluctuate dramatically based
on relatively small trades or new information.

Counterparty Risk: In OTC transactions, there's always the risk that the other
party may default on their obligations.

Fraud Risk: The reduced regulatory oversight in the OTC market can make it
more susceptible to fraudulent activities, such as pump and dump schemes.
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International Practices

Unlike the Nepalese OTC market, trading of different financial securities such
as stocks, commodities, derivatives and currencies takes place in the advanced OTC
market. The OTC market around the world is digitalized and has adopted the online
platform for trading, but in Nepal, still manual model of trading is still prevalent.
Quite different from the Nepalese OTC market, the presence of dealers on the OTC
market acts as market makers by quoting the prices at which they will sell (ask or
offer) or buy (bid) to other dealers and to their clients and investors. OTC dealers
convey their bid and ask quotes and negotiate execution prices by telephone, mass
e-mail messages, and increasingly, text messaging.

The OTC market group has organized securities into three markets: OTCQX,
OTCQB, and Pink market based on the quality and quantity of information
companies disclose. The OTCQX (the market for leading companies) to qualify for the
OTCQX market, companies must meet high financial standards, follow best practice
corporate governance, demonstrate compliance with securities laws and be current
in their disclosure. The OTCQX (market for innovative companies) to be eligible,
companies must be current in their reporting and undergo an annual verification and
management certification process. The pink market is the most unregulated and open
platform of all trading markets.

Conclusion: Way Ahead

The OTC market is a key part of the financial system, offering flexibility and
access to securities not available on formal exchanges. However, it also poses unique
risks and challenges. The OTC market in Nepal is in a crawling phase as it is traded
on a manual model and operated under the roof of Nepal Stock Exchange, which
is quite different from the rest of the world's practices. The regulatory bodies and
concerned bodies should take initiatives or reform actions for the improvements in
the OTC market in the following matters;

» Developing a separate institutional framework for OTC trading, enhancing
the capacity and making a sound OTC market, segregating it from the Nepal
stock exchange.

» Transforming from the manual model to the electronic model of trading is
necessary as the listing number and trading volume increase.

> Encouraging some level of disclosures related to registered securities,
making it easier for investors to make informed decisions.

» Grading of the OTC securities based on disclosures, quality and quantity
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of shares registered in the OTC market, making it flexible and providing an
alternative to companies and investors to choose based on their preferences.

Hence, consistent efforts and the priority of concerned stakeholders
are vital for the development of a sophisticated OTC market in Nepal. With the
infrastructural, technological and institutional development of the OTC platform,
the number of listing companies, traded shares, and trading volume will increase,
which will contribute to increasing the revenue of the government, and it will also
add extra mileage to the development of the capital market as well. As technology
advances, OTC markets are likely to improve in transparency and efficiency. Still,
the core differences between OTC and exchange-based trading will remain, securing
OTC's unique role in finance.

References
https://www.investopedia.com/terms/o/over-the-countermarket.asp
https://www.sebon.gov.np/annual-report
https://www.nepalstock.com/notices

https://www.imf.org/en/Publications/fandd/issues/Series/Back-to-
Basics/Financial-Markets

OTC (Over the Counter) market operation bylaws, 2065
https://www.otcmarkets.com/corporate-services/overview

https://www.researchgate.net/publication/386333866_AN_OVERVIEW_OF_
OTC_MARKETS_Over-the Counter_markets

R4



UNSUBSTANTIAL NATURE OF INSIDER TRADING AND ITS SITUATION
IN THE CONTEXT OF THE NEPALESE CAPITAL MARKET.

Prashant Rai

Context

The reality of insider trading is complex. It can vary in definition and its
applicability. Simply defined on the basis of a similar core principle, insider trading
means using non-public, material information for trading. The difficulties in
specifically defining insider trading arises due to the fact that insider trading is very
hard to prove. Proving someone’s intent is incredibly difficult without indisputable
evidence, which is one of the reasons. Another is finding the evidence or the sign
of manipulation, or the blatant violations of clear-cut rules. It is similar to finding a
needle in a haystack. On top of that activist investors campaign, finfluencers and use
of social media have further burdened the proving of insider trading.

There is seen limited number of concluded cases. While this may suggest
a limited number of insider trading cases, it also highlights significant gaps and
weaknesses that need to be addressed.

In Nepal, insider trading is punishable by penalties and up to a year in jail under
the Securities Related Act, 2063, while directors are prohibited from having conflicts
of interest by corporate governance regulations. Nepal’s regulatory framework has
several shortcomings, including weak monitoring mechanisms, ambiguous legal
provisions, a lack of whistleblower protection and disproportionately low penalties.
Adopting an automated real-time market surveillance system monitoring, explicitly
defining material non-public information, stiffening penalties, boosting cross-border
collaboration, and raising investor awareness are among suggestions for bolstering
enforcement. Otherwise, insider trading will continue to jeopardize investor
confidence and market fairness in the absence of stronger regulations.

To effectively combat insider trading in Nepal, there should use of an
automated real-time market surveillance system, define what constitutes unlawful
information sharing, and improve whistleblower protections with incentives and
safe reporting in order to stop insider trading. To track cross-border violations,
international cooperation should be paired with harsher sanctions like longer jail
terms and earnings clawbacks. Mandatory trade audits and blackout periods are

* Senior Assistant, Securities Board of Nepal
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examples of corporate governance improvements, and investor education initiatives
should teach market participants how to spot questionable activity. These coordinated
actions would improve detection, enforcement, and deterrence and thus, protect
market integrity.

Insider Trading

Securities Related Act, 2063 has defined insider trading as, “If a person trades
securities based on inside information or knowledge that is not public and may affect
the price of securities, or if the individual causes others to trade securities, or if the
individual provides information or knowledge that the individual knows to anyone
other than in the course of performing his duties, such person shall be deemed to have
engaged in insider trading in securities.”

The U.S. Securities and Exchange Commission has defined insider trading as
generally buying or selling a security, in breach of a fiduciary duty or other relationship of
trust and confidence, while in possession of material, nonpublic information about the
security. Insider trading violations may also include "tipping" such information, securities
trading by the person "tipped," and securities trading by those who misappropriate such
information.

From various definitions of insider trading, we can simply understand insider
trading as the act of buying or selling stocks of a publicly traded corporation while in
possession of significant information that is not yet in public knowledge. Any and every
information that could significantly influence an investor's choice to purchase or sell the
security is referred to as material information. By "non-public information,” we imply
that only a small number of persons have direct access to it and that it is not legally in the
public domain. So, we can sum up the core principles that are the purchasing and selling
of securities with non-public material information.

Types of Insider Trading:
Classical Insider Trading

Insider Trading committed by the individuals who are amongst the
people inside the company is called Classical Insider Trading. This type of insider
trading perfectly fits the understanding and definition of insider trading.

Individuals or groups inside the company have significant knowledge
and information which are not yet public; therefore, there is a huge chance of
insider trading happening is this type. Example: Insider trading committed by
the Board of Directors, the CEO or the Chairman.
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Misappropriation Insider Trading

This type of insider trading is committed by individuals outside the
company. It means that these individuals do not have direct access to those non-
public materials. This sensitive and significant information is supplied to them
by another individual or groups from the inside or gained through the study of
the company’s various reports.

Example: An Analyst might know significant information that s/he uses
to commit insider trading, or Investors might get information from his/her close
relations inside the company.

Why is Insider Trading so Hard to Prove?

Proving that insider trading has actually occurred is like trying to solve a
puzzle—fitting the pieces together or finding the perfect solution using a trial-and-error
method, relying on one's intuition and the available facts. John Reed Stark, former Chief
of Internet Enforcement at the SEC, stated that he had investigated numerous cases of
insider trading where he was convinced that wrongdoing had taken place and that it
was clearly a case of insider trading, but it turned out not to be. Conversely, there were
instances where he investigated cases that initially appeared to involve no impropriety,
yet they turned out to be insider trading.

Daniel J. Taylor, a Forensic Accounting Professor at the University of
Pennsylvania, stated that insider trading is incredibly difficult to prove, and the typical
insider trading case often involves individuals one might not expect. A surprising
statistic is that the median insider trading profit in cases where the U.S. Securities and
Exchange Commission (SEC) files complaints is just USD 58,000. This suggests that the
SEC often investigates and brings cases involving relatively modest gains. Still, this raises
the question: what is stopping the SEC, the regulator of the U.S. capital market, from
going after the "big fish"?

Even when insider trading is detected, it is very difficult to provide solid proof
unless there is clear, concrete evidence that can be used against the insider. Finding such
evidence is itself a challenging task. It must be proven that the insider used non-public
information to make trades and that the information served as the impetus or primary
reason for the transactions they made.

Proving someone’s intent can be particularly challenging without incontrovertible
and incriminating evidence. It often requires delving into a person’s motivations and
thoughts, which are not always apparent. While direct evidence, such as confessions
or eyewitness accounts, can be helpful, circumstantial evidence, such as actions and
statements, is often used to infer intent. For example, the individual under investigation
might claim they had no wrongful intent. In such cases, proving mens rea (criminal
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intent) becomes a crucial step.

Insider trading is largely governed by judge-made law, meaning decisions are
primarily based on legal precedents (past judicial decisions).

Even when evidence is available and intent is proven, linking the individual to the
original source of the insider information presents another major challenge. As noted
earlier, in cases involving the misappropriation theory of insider trading, the actual
source of the information may differ from the individual who executed the trades. The
challenge then becomes connecting the trader to the person who initially supplied the
insider information. Without substantial or compelling evidence, it is extremely difficult
to establish this link.

Therise of social media has made executing certain types of market manipulation
more complex. At the same time, it has made coordinating retail investors remarkably
easy and cost-effective. Activist campaigns linked to meme stocks can have a significant
impact on securities prices, often not due to a company’s fundamentals, but because
of excitement and hype generated by retail investors. Currently, there are no legal
obligations placed on influencers regarding how they influence their followers. This
raises an important question: if an individual possesses insider information and knows
how to incite mass buying behavior through social media, leading to a sharp increase in
stock prices, how can it be proven that insider trading has occurred?

Legal Provisions
1. Securities Related Act, 2063 (Sections 91-93, 101)

e Definition (Sec 91): Illegal trading using undisclosed price-sensitive info,
influencing others to trade, or leaking confidential data.

o Potential Insiders (Sec 92): Directors, employees, advisors, and their associates
with access to confidential info.

o Public Information (Sec 93): Info is "public” if legally disclosed, market-
accessible, or published. Trading was then permitted.

e Penalty (Sec 101): Fine (per loss) and/or up to 1-year imprisonment.
2. Various Regulations

e Mandates timely disclosure of records by stock
markets/brokers/dealers/merchant bankers to SEBON and the public to curb
insider trading.
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3. Corporate body Good Governance Directives, 2074
e Sec 13 (Code of Conduct for Directors):

o Disclose contracts, shareholdings, affiliations, and family employment
within 15 days.

o Bansroles in competing listed firms (except govt-appointed directors).
o Allows parent companies to appoint subsidiary directors.
o Sec 14 (Acting Against Company Interest):

o Bans conflicts of interest, self-dealing, and trading company shares
during tenure + 1 year post-exit.

o Permits public offering trades unless the Board flags a conflict.
e Sec 15 (Misuse of Position):

o Prohibits personal gain, tampering with records, or exploiting
company resources.

e Sec 16 (Confidentiality):

o Directors/employees must safeguard corporate secrets unless legally
required to disclose.

Purpose: Ensures market integrity, director accountability, and protection of sensitive
information.

Challenges

Archivable data shows that Securities Board of Nepal has concluded only one case of
insider trading. The reason could be various challenges. Some of the seen challenges
are as follows:

A. Surveillance & Enforcement Limitations
1. Lack of Real-Time Monitoring Systems

- SEBON relies heavily on manual disclosures and periodic audits rather
than automated trade surveillance (e.g., Automated real time market
surveillance system anomaly detection used in advanced markets like the U.S.
SEC or India’s SEBI).

- No algorithmic red-flagging of unusual trading patterns (e.g., sudden spikes
in volume before major announcements).
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Delayed Investigations & Prosecutions

Cases are often identified after suspicious trades occur, allowing insiders to
escape scrutiny.

Lengthy legal processes lead to low conviction rates. The reasons behind the
lengthy process is could be due to lack of human resources in SEBON.

B. Ambiguities in Legal Definitions

1.

Unclear Definition of "Price-Sensitive Information"6bc

The law does not explicitly define what constitutes material non-public
information (MNPI), leading to inconsistent enforcement. Example: Is a
rumored merger "price-sensitive” before an official announcement?

Grey Areas in "Public Information”

Section 93 allows trading once information is "public," but the criteria (e.g.,
"available upon request") are vague.

Insider trading can still occur during the information dissemination gap (e.g.,
between board approval and public filing).

C. Weak Whistleblower & Reporting Mechanisms

1.

No Formal Whistleblower Protection

Unlike the U.S. (where whistleblowers get financial rewards under Dodd-
Frank), Nepal lacks incentives for informants.

Fear of retaliation discourages employees/directors from reporting violations.
Over-Reliance on Self-Reporting

- Directors must disclose trades, but enforcement depends on voluntary
compliance—no independent verification.

D. Structural Loopholes

1.

Joint Family & Subsidiary Exploitations

- Insiders can bypass restrictions by trading through family members or
subsidiary companies. Example: A director’s relative trades shares before
earnings announcements without direct scrutiny.

Cross-Border Trading Weaknesses

No mechanisms to track offshore transactions or foreign-listed subsidiaries,
enabling "wash trading" abroad.
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E. Inadequate Penalties

1. Low Deterrence Effect

- Maximum 1-year imprisonment (Section 101) is insufficient compared to
global standards (e.g., 20 years in the U.S.).

- Fines based on "loss incurred" are hard to quantify, allowing offenders to
retain illicit profits.

2. No Disgorgement of Profits

- Unlike the US. (where offenders must return illegal gains), Nepal
lacks mandatory profit clawbacks.

Recommendations

Technological & Regulatory Reforms

Implement an Automated real-time market surveillance system, trade
Surveillance deploy automated monitoring (like SMARTS by Nasdaq) to flag
suspicious trades in real time.

o Flag abnormal trading volumes linked to insiders.
o Detect wash trades (buying/selling to manipulate prices).
o Track connected-party transactions (e.g., trades by directors’ relatives).

Integrate with depository systems (CDSC) to monitor beneficial ownership and
prevent hidden trades.

SEBON can achieve above mentioned recommendations through
partnering up with global stock exchanges and regulators for technical
support. SEBON can start a pilot program for high-risk stocks with BFI’s and
corporate bodies.

A Clear Definition of "Material Non-Public Information" is necessary
to distinguish normal information from MNPIs. Adoption of a clear legal
threshold (e.g., information that could move stock prices by 5%+) should also
be done. For a clear definition of MNPI, the Securities Related Act, 2063 must
be amended and furthermore, should publish a red flag list of common insider
trading scenarios.

Legal & Institutional Improvements

Introduce whistleblower rewards by offering 10-30% of recovered
fines (like the U.S. SEC) to incentivise reporting. Along with rewards, security
or protection of such a whistleblower must also be prioritized. For this there is
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need to have a separate legal provisions for the whistleblower protection and
there is huge need to have 24/7 hotline or online portal for confidential tips
from the whistleblower.

As the risk of insider trading rises with the increasing rate of investors
and the growing capital market, there is a need to strengthen penalties
and punishments. Amending the Act by increasing jail terms to 3-5 years,
imposing mandatory disgorgement and lifetime banning for repeated
offenders.

Insiders exploit offshore accounts or foreign listed subsidiaries to
evade detection; therefore, enhancement of cross-border cooperation through
partnering through signing of an MoU with foreign regulators to track offshore
insider trading, share real-time trading data and freeze illicit accounts.

Corporate Governance Tightening

Mandate independent audits of insider trades and train Nepalese audit
firms on forensic auditing. The imposition of blackout periods (e.g., before
earnings releases) is to prevent abuse.

Market Awareness & Training

Educating investors on spotting insider trading (e.g., sudden price jumps
without news) is equally valuable in fighting insider trading. Brokers are the first
line to suspect insider trading therefore, training brokers to report suspicious
client activity. Developing and operating workshops for directors on compliance
(e.g., what constitutes illegal tipping).

Conclusion

Insider trading involves buying or selling securities using confidential, non-
public information that could influence stock prices, or sharing such information for
trading advantages. It is categorised into classical insider trading (by company insiders
like directors) and misappropriation insider trading (by outsiders who obtain leaked
data). Proving insider trading is difficult due to challenges in establishing intent,
linking traders to undisclosed information, and detecting social media-driven market
manipulation. In Nepal, the Securities Related Act, 2063 penalizes insider trading
with fines and up to one year's imprisonment, while corporate governance rules
restrict directors from conflicts of interest. However, there is a need for improvement
in surveillance and the amendment of legal provisions to ensure adequate protection
of whistleblowers and to improve appropriate penalties.

To effectively combat insider trading in Nepal, there should use of an
automated real-time market surveillance system, define what constitutes unlawful
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information sharing, and improve whistleblower protections with incentives and
safe reporting in order to stop insider trading. To track cross-border violations,
international cooperation should be paired with harsher sanctions like longer jail
terms and earnings clawbacks. Mandatory trade audits and blackout periods are
examples of corporate governance improvements, and investor education initiatives
should teach market participants how to spot questionable activity. These coordinated
actions would improve detection, enforcement, and deterrence and thus, protect
market integrity. Without stricter measures, insider trading will continue to threaten
market fairness and investor trust.
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