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JATEAT BRI R FHATHATT, MTEGIMHT TRAT THRRT TETS T AT T T T&T §5 | Iqal A,

IEGHN, ShIE, AT, S0 3ThE ST T SRR (e T cIaUehNehT MTaHTehRT FehNicHe TRUTHEE a=8 |

7 HiiEenr fafere awar & |

HTHATTAT FAL €AY T ?
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ST T AT a7 TS 3 WTeHTeHs fgHar (Emotional Intelligence) WS | STTHAT HAHT 3c0=T
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AT §F SEIF & | ATCHHSHATRT FI TN T 6 T §T 1 |
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TSR Tl JTfedaRel SAT=faaar T a7 | drestieh Jar &roT Tl Tiert ae THrET
TS, T | T IS ave fe 9 [ 38 T Rl &9 |

frene

T HERTehT ST S chehl HATCHHSITAT & | ST STTCHTSHTAThT 3T T i swhriEenid fd & |
HH HTY, A, STEGHN, $EYUT ATATSUTHT TLTSHAT ST FIAGERq Tra g | Ffqol raer, desr,
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3=9 3cATEehed BITES THHT SHATER 3 7@ g0 | fhm silfass, sTieie, dear anfe ddmemes Ame dremer
T UfETe 6 | SHETAET Taueadsh T T TRl TR gie T AT g5 | SIRITGER AHfdeh Sa-Tara=T
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TIRWH & 083, YA a9, faoell : TSIl Trg dveT WehTe |
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Subedi, Bishnu (2078), Spirituality at Workplace, Paper presented at HRMD, Knowledge Sharing
Program, Nepal Rastra Bank

Weinstein, Bruce (2011). Ethical Intelligence: Five Principles for Untangling Your Toughest Problems
at Work and Beyond. New World Library
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Foll GLAUVTHT [gTage
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af=

FeIl UaTe Taedier Heereeel el oiTHT &l §7 oM TrTiad SIiEd T T 0Tl dhale TeImTd
ST St vaTfed sheiiehl Gkl Feamfd T wRICTs el Greavr W= | @8 T SHT q9r geher
FFERET g St 3TTE IRl 7T GHEET HEIFTd el 0 T 1ae Jig T faxier uga aers
FSTT GUEIUTeh! TR Taehfad Ueh! W57 | 3TSH! STaTsaiicr JUOehT Tt JeerT JMT Jerfieset
U 3Tehichl FUTehT STHTHIERT GATHT eoTel RINUST HIETedt WSt MY el Gafur shishl ST TehT SHEw |
Ty et rarRitel SIET Femfdsht ST TREeHT ot eruee STH=Tier &9ar difd fou |

fawamr &9 2:30 & ffw w=dles fawfaa vuar foxdr ez fafe=r varueea™ &t geamor
UTTEART TN et T TfeTT UveT sholl GUaioT shiiet STU=TieRdT ITush! fe=s | 3T favar g5
AT 99 HR o fawaid g ARt g o faut srdTedieh Staiat STEYET el guEr qel a9
STRTeRT FIeeel SATTRAT TIST HheT WU | STeT fovaeht STfehisT HgeAT el GUalul eweTee ar]
TNUHT |

fagraar frmior

7 anffr Samms foxfer uger sl T @7 qUT P SEEREET YaTE g Feiiars SiedeT
feques 1 farvaraaTdt STarRoT WehT & T AT STCHATT T Sholl GUauT 30 3UTRT &7 | Fell YReavT ST
I e fagTaeesh gremr e T ufea™, Ufduied qem weieed T fava S aE T
% (Financial Sector Reform & Strengthening, FIRST) ffaufeser & 084 AT THUHE HIEH
BREGTR! THTHT fava e ST | 3% HRIGeT THTT Sige aferi-ad Siewga Fhetdd
(ufEeR), SRS T e, TR 31% 3Tk SUTUH WA giRe=ed, JUReH wHiaueT
I GETeT RN HIETEIST, & ol SN RN Hedeh T SfRewie 31% Y HISATHeh! qheTe
yidtfuee affmfad fa | fava Serent Igeet a8 gldifmueeter @MT quT MBI SFaERITs afed T
AT TNEhT TSl (eh &rTehT o1l GReAT Hraefl STHeT ST ATdehT TIvoIaegetalls ol GUeivrhl fagrmehr
T SRR T Afehes |

fergrEe

sl GLeIvTehT T T TehT STEeH, TeivT ol SAhATeE WTe FYehNeTe T T HhielT ST
FSTlehl g QIS holl GUEUEHT AT GIo GRS HigdIag, TRehl § | TSIk sholl e
HEEATH! AHSAATR] AT T FHISH IR Jed &sfhl &1 dfea W iauried fagraars et
STTAHETE. ST TR |
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(@) lofoll d2N forrNaAfDdA Giam  (Legal and Regulatory Framework)

STl GLIUTeRT 3THE STRITHERT AT SfeTar HEITTA TR STEwh UGS | Hecl hell GUayul SFaeeh!
AT o Ui GegohT T Tl AT T o G | TTg ShIgHT STaeT Hithd il GLaTvTehl ThHash
T GIIES | I &SRS el GUevishT IR 9T fagiaes uee |
q. TEAR W el T ga

Fell GLEIUT STATR] TR FIRART TN Toel qul T FOHT fohe TRUaRr T qom
Tramferer s afedenr g WA MR AT gIues I FUTs a9 fagrer et e & |
oIl GLEAT T feRTHT TehTehT TTfiea Hifq qer FerrmT g eI Ide THd T gIUas | J6eh
T TR Tfatfe Hedt T b T, ThReT T HI-=Tel GUdeuT T4 aTridehT faemT aredr
TIIES | TARICSTHT TIHT TN, HodTereh AATd T SAGTIehT ShIEHT g HIT qoT STTIE Treeht
TawmT T gfeaiyd Tigs | 3% el fa=r qor guiaeries Hriers e FHameRaTT dederie]
FTIETE ST TRISES T FoTl GReauT THehTehT SHaEeTaish Tad==IdT qeT SaThaiadT g T JednT s |
1l GUEIUThT SHTAHUhT ToaTer quT T e Wkt ATHT T STt FaeerT Hfedeh! a- e
FEARH S | T Tl TR el HRINTT STER Jferl SH15 el GUaior T+ fehrael HfawsT T
Taverafrear sifafs s |
R.UAT FIEH GEAT AT T TN §T

1T GUEUT T TTehTIeT ShTshushl TTaIshil Shia e TR ST o1 gTieet 7 aqet forfer aaefieror
A GEITRT ST GHTad T I YSTIohINR! HEAT GIeRT AT TR Taciisr TeanT STavash
o favees o9 fagaer St fawsht ® | e feafor ment fifwra e qo faxie arfae ag men
HETIR! HTHRHT STIRAT ST FHITRT T AT T Hih | TAL GSfehIvenT T T ThREhT
Toreitr TrEimTaTe | ShsTl GUatur ATSHT TUTERRT FOHT HoaTerd T ik | il GUaavT T {ehrmT TR
TAT 31T ARSI 3[& ST AT T o Gsfl, TS TTEdehT TawermT Jud T F9HT Hidagar
FEE §9 | T Sifew 7 T FIgH Taamare ¥ Soie diehie, STgaM aul grvren! ar fved
|7 Ao HUTs THa I8 fagT=iel 97 e el S |
3. fasfia rarfircas gagq T sreuEEnd duvaHuly aHaTEE HaE ™

79 TagTaer Fei g T Terreh! fasfia w@nfie Juelians Jae o fawrers s fauer & |
TR HRTHTAT SI@Ts T frenfiteh STgvaeh! Uge S@rs WUAfde quT a1 Yotk SHT RWe ety
T S T80T T e T fawrenl a9 fagT=iel 38 TRl § | eI Gkl IgHT qu R
T WIEHE FeTeh! T TEWIRTATETS Uera T fau it stfam 1 o 5o | fefiq w@nfae gar
ICITETF TIEHThT IUNfaeh! et T4 THAmes R Thgaes | frsfia @i yomefier aferd
I TAT STl ANAT STHRRT I &, T8 AT ST STRR0T T T&ST G4, TqshdTeh! Hehe
FAROT T TEART g, Amfech AT T aReRiar seE aeaeRt fawemr an e T At |
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¥. TSt GILEAUT SqFEATRT T T THTEGHRT FALREA0T T

HoATET HUHT HRIHA T HaTel W9 TeRT SITEH STIaTqen FomehT STTURAT Shell GUaivT SFaeeen!
W T UMEERT FHT GOl gUes W HIRIAT 99 fagieel drhel © | dweferd Sig qer
frmferr Samr weT greT SaETeh guiaeie ITETE fhe TRuRr gues T JuehT e
TAT HTEIIRT T STEHT TISTHRT UGS | TGN H Goheh! ot &rveht guiiaeroreh! et
TS TReRT THehTIeT SRSl GUauT SarweTehl GUator T Tae | Gl STehit shrishwehl Tepfa T
STT@HeRT STTRAT Feae g7 daae |

() JRMOTA JRIRAGT I INRIdA RIakATuel (Corporate governance and risk management)
el GUEUT FRITE TITEehRT AT Tode T+ SEINTd §emed T ey aeera-aT faem e
fequds | 78 TR Faia e amifem ar fagraes W & |

Y. AT GREIUT TG T QAT SaedTge g

I fagr SRS el GrvTehl STaeT Teh! UF FHIGTHT el G gl Sawer e e
TRUET gIUee | g Trafarenr faee aT STieqarimT Saedr gt |1 STavshdT SHITS qiwTS T
T forfmenr ofa gIuds | a9 TrawemT T Aifq qor srEifafs gyer ot ufskam aresft gques | @
TTiuehT WHITTHT W T AOE T SeaTe e §Iues |
%. @€ HEARTA FEEA LA (RAIUT T T qareleh @t g

Foll GUEOT TSRt I &S a7 AT SR 9T SREeet, guicEeh, dedletsh |rdtd T
HTETIHR] FRTTISH IJUYh A IS | HITH ST Hodlersh GiHiqenl =T T g
ATSHATehT UGSt ST U §IU6S | ToaTeish HTHIqeh! Heweteh] T =JAan Jwar, fafvea ofafy,
oI GREAUhT T fadehT ST @Y FaTBURT §Iu ST favagE SigHT SR ¥ Y Seoid
qUHT GICS | HoaTersh AHfqaT s 3Tag THUHT NS Haeteh! Ufdiiied T Tad Tae g0 &
o 79 fagTaer SRR T @ |
o, g ST FEW T EA AANE FEeT g sraed ™

T g STTAR SR Toel ST=INEh TI-=I0T JUlTell STaeiee T{Uas Seel sIaetaes Fea
T FATHATT ITYh qETE HodTer HUERT & W~ FHUhT HITET 148 | FodTeteh THIT a7 3= Feai-ea
Affder FTaETIer ST TReRT STT=INEh TRIT JUTTeien! STafush FIHT JIaeh TUes | TR
TRETIEOT qIT INUTETRT SaElT YU §Ues | HodTelsh Hidfqeh! awafed suafafaer fausr smmesr
TS ST AGTRIEVT T GRUTeHT Sh1E o FaserT STga-a 7 ge gues |
o, JETEERT T ATH T AGH HGEATH el JTEoT T

T TegT=iel Fell GUvmT T8 SITEH aeTa SreTelts ST TRI=0Th A~ 3fehT F9aT
ST T TS SIS TG & | FoaTereh AiHfqel e SGH FHE=0T e Tliehd T el
TIIE® T HEhhdTas Tatar faT sTafuesh §98T aclie T SIawT §gies | GTeiul SadTeeT
IS | 99 fagT=a SHIfsT et SIfEW, TietdT auT a5TR SiEd T Jsee SaHaTs Jed Siaweht
FIAT TASUhT &, ST AT AT 3 el AMadIes |
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(a1 J>dIoTol Gidl (Operational framework)

TSI GUETUTRT HIshHEE 39 datele ToaTeld T T2 HodleH @l qaR §lIes | a6 STRITTHT 8
JHITSTHT TagT<Iee &ahl & |
Q. JIM, FHUEMT T TG ATIAZEH! TRIATH! HUGUSHT TTLAT g

79 fagra SIS 3eW, RUETAT { O ATEFeteh! JWIaeh HIUEUE T  UREEl gIues | 3%
HIIGUEEE TTSTI-eh FIHT STHERRT TSI T STTafereh FTHT STEIdT SHINTT JAIEeeh T e e |
STl GUEAUT T TehTIct Tfeqd dTE TTe%eh! Srientul Tuae S dTe] gsi T aFTHT for | TeieT shoil geeqor
EITHT Zooh! L&AV Y& T+ FaelT gIUe |
qo. FIEUT TN gt TEE, ufkuww T faim fumamt avqem afafea ™

GUEUT T UG ST Yol ST, el fastr T uftqiek T forfr ferdt fomeht dnqe s e
TS o fogT=aer STl TRl & | JTcHeh T9HT AT SholGeHT Uehal GU&IT GNEehioT T T ShoTieeHT
TEHITAAT LT GhERIVT ITh g HUWT 76 Tagiaer S fauant o |
Q. GWFRSSRIUT FIRERT TRt T T FT TS S TEd SUese e R srifi geeten
S T

70 fagraer iR G e Sie faunr @ orid afqenr sifaw qul &qur eI geer T
ey feg ga o axfagfdent STquTa weme wfderd wwaT S W gageT | G effqufd STu geeT
TR T ol ek HErferrehl TRBIATHT T2 $9HT Joaliad gIUes | 3th STJUTd aIferd & T8N Bk
U IS | I STIUTT hsiiehl TaTden! gifdenl Taaur T STey SSTieh! faehTaehT STaEITeTs fo=oT T fenfamenT
§ITES | Uohel GUEUT JUTTeTeh! H=aT UIShITerl GUator JuTeiien &ffddid STgard sl g TR Feer e |
GUEIUThT TESTHHT e ITe% WUHT T FHT TRBIATHT GHIE 94 | ITdae ol SHGH =JHTHuTehT ST
faaeEsh THmeh! T T T ST HaThelTs Ted SUeted TS T Tegues |
R, TR ¥ qAENT SR S e A ad T

9 fagTa SN Feil GUaTuehl S[oeh J9el S8 T SITGHAT TR 96 | oo Hifd IRash
FRIHTRT TI-EId HITSITAHT Hiedas §IIeD | ol Yarieh quT THT FofehT fed aud vereT o faxier
TeoRar M T FETE detel ook ETOT gIUas T AT eI ThHNT ST gIIes |
R. FA, L FRAHRAH TREAT I HGEATIT JUTATRT a1 G T

79 fagrer Fufiel ol BT T+ THHAT ol YGTTheT Holishl ST T Hal TITHT TRBIAMHT T
AT G FHURT THTAd RN & | I 7T ARIehy TuRIafer, sl Jarishel FOATs hIAT HRETE IR
PRI & TR aTelt 7 ure feRfameRT I T g, T TR el TR T |feh T W ™
ferremr gregor fehmr T Sl YT feRrr foreehr anpamT T Socifed gIu fasemT a9 fagiaer Sire
feuent © |
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(a1 3Tc]oldiel a2l dcAidal  (Monitoring and evaluation)
FHSIT GV ATl HoaTe THehT FAThAIIEE qT hid TFTGoh] T T Yediohshl 3raa

ST IS | TH STRMNT 38 auitery fagiaee &ohr &7 |
9¢. FAIE fachia gfaed quTelt saamew ¥ faefi faavomet s sremierer TRe |

79 Tagra amife il geear Tepmrer swdtar aft arfier s fadier faamor qom w ardsiTs
e | Ty faerres arafead gl oRame SHIRTH G U T 266! aTe SRaTIEoT THu
T o fagr=mT @ &7 |
iR foxim aerEe smafi son aEstE e

FSI GLAUh! FedTeeT drafad R i gemmee arfves &9 Sfdee T T desten Ty o
oI o9 fagTauT WeRT & | HeTesh |iafd RTRIGeRT HEIRTd uTeh] ST T STaweh Hifqee
grafl gerTeE qUd TSt TGS | ST Hiaiden! Tawehl JRNHT, ST, quT fsiars s
YRR FTaroT STrIaehT TRt STHeRIe AT Tues | fosfia wie susht fepmr soar @t
HTEHT, STUTETs AT IR, TR T UIEHS HREHT forer 7 Trpidr YUl Ut 3% JRbidr
TRTIdeRT fawer |ud Gresties T s a9 fagaer St fauwr @ |
9%. ol GIEAUT TEEATR! FEHTFA T T T WO fqomee qresttes T |

1l AT T T a9y T Fare YU uge i, aitgien T farir feerareRr wunefiag T statas
FIHT GoAieh THY e skt faserenl At THue fawerers e fagaer e e @ |
HoaTieTd FHAThATIEEh! 1 TFITGeh! SATHeh qT SR Yodihehl ATHT STPTH qT GoishT grel
TIR TTHUhT §IUEs | I Togra amifs el Graivreh! hf qeaTe-en! sedar diF i dter aar faega
oA IS |

Summary of Principles for Public Credit Guarantee Schemes for SME

World Bank Group Tthe FIRST Initiative & public credit guarantee schemes 3T FTeT FHT SN
T JEuT TR fafie STSTREE ell GUavTelTs Saafeerd S9HT HeaTerTehT ST favaeardt fagTrenr &amr
T ST THUHT T | Hriaeiel SATTHT THT T TeT SATHRIHT AT HTSTTeh sholl YLy STaeTeh
e fawraede® <8 SIS ol & |

The 16 principles cover four key areas that are critical for the success of Credit Guarantee
Schemes conveyed by World Bank.!

Principle 1

The CGS should be established as an independent legal entity on the basis of a sound and
clearly defined legal and regulatory framework to support the effective implementation of the
CGS's operations and the achievement of its policy objectives.

e | Publication of World Bank Group, Principles for Public Credit Guarantee Schemes (CGSs) for SMEs
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Principle 2

The CGS should have adequate funding to achieve its policy objectives, and the sources of
funding, including any reliance on explicit and implicit subsidies, should be transparent and
publicly disclosed.

Principle 3

The legal and regulatory framework should promote mixed ownership of the CGS, ensuring
equitable treatment of minority shareholders.

Principle 4

The CGS should be independently and effectively supervised on the basis of risk—proportionate
regulation scaled by the products and services offered.

Principle 5

The CGS should have a clearly defined mandate supported by strategies and operational goals
consistent with policy objectives.

Principle 6

The CGS should have a sound corporate governance structure with an independent and
competent board of directors appointed according to clearly FHTRTYH STs=w|

Principle 7

The CGS should have a sound internal control framework to safeguard the integrity and
efficiency of its governance and operations.

Principle 8

The CGS should have an effective and comprehensive enterprise risk management framework
that identifies, assesses, and manages the risks related to CGS operations.

Principle 9

The CGS should adopt clearly defined and transparent eligibility and qualification criteria for
SMEs, lenders, and credit instruments.

Principle 10

The CGS's guarantee delivery approach should appropriately reflect a trade—off between
outreach, additionality, and financial sustainability, taking into account the level of financial
sector development of the country.

Principle 11

The guarantees issued by the CGS should be partial, thus providing the right incentives for
SME borrowers and lenders, and should be designed to ensure compliance with the relevant
prudential requirements for lenders, in particular with capital requirements for credit risk.

Principle 12

The CGS should adopt a transparent and consistent risk—based pricing policy to ensure that the
guarantee program is financially sustainable and attractive for both SMEs and lenders.
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Principle 13

The claim management process should be efficient, clearly documented, and transparent,
providing incentives for loan loss recovery, and should align with the home country's legal and
regulatory framework.

Principle 14

The CGS should be subject to rigorous financial reporting requirements and should have its
financial statements audited externally.

Principle 15

The CGS should periodically and publicly disclose nonfinancial information related to its
operations.

Principle 16

The performance of the CGS—in particular its outreach, additionality, and financial
sustainability should be systematically and periodically evaluated, and the findings from the
evaluation publicly disclosed.

frwat

fava Sehel Akt fava FriaeTer ol GUeAUTh! T fuT TEhT T, THETT qoT SAhIE UTed
fvereeTe AT T AYPIeAT STSETEHT Fotlhl UEe S@T3 ol GUaTvrhT AT gqu- SAaeTeeelTs fagi=deht
FHT SfqUIE TReR! & | 3 TagT-ashT Tavarets aniaei-ert &9uT fofs ael awifsr STeaeem g TehAT el
LRI TR T hRIa T Hiched T J8eT 7 T qoioheh! (o U8 g TISgent a1 foxfr
ToRaT FEW T FEEED |
(FEHT IeAtad FaTeHt UTIIhT RIgTTee favey deaie JeTiIa G<¥geiaT eaiad iaae=ar S YTamT SeqaT fvaaegs
FIAHT e T GRITF ST GIR TRTH &, 4 G SRIHRE ST §157)

SRRl
* The World Bank and FIRST Initiative 2015 Principles for Public Credit Guarantee
Schemes for SMEs, Washington DC, World Bank
*  www.google.com

198 qUT FHIT GEIUT FHINRT ITETES TAT FHRHEE
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qEHH TR faawsfier IuanT: 2Rauat
AT T UHT ITIET

O THeEET Fdt

IUgtad, T geATAY

fawm gam:

T G AT AR T =T fo fd 1 v i 7R 21 | steafes ot ek o €
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Tfed srfa=as ATenfnit, @aer T 3=fasfid sAse auTSEmEsgE Wa- { 99g rfa-=eh! fasww
T et Hifd @err @ | WIS ool qufend oTfie STUReRT Teeliehr T 3w T Figerata
grdiier FurenT faasheiier 3T T WG fauhl @ | RoT UMEsR 39T T A fasiT,
e sit fmfor T oTfier gigur arer q=ms gquee | |fqa, =fifd, JSHT T Ut ST STawmeR
STTURAT JHRT TR HETIT §T TOFaT AT FUTRI AR Ig 95 HT TELT IcaTaTahT
¥R.%% UfASTd YRl & | T, S-S qT 3edra Jhg, At festam, it fmior, erivier gfgermaa
eoheh! JEaT SISHT JHeh! faaehafier WM g TodaT AuTereh! Tefd=mT &R THeT SfaueT & |

AW HUTH JLTEE
ATdsTieh TS ool 7 Tad aftme T didenl STeushiela qur dielehrefi T T
TERT TG I WH T | A1, 3T IS SSTITIHR TEA THURT
(F) TR AT T ATeF faeehl 7 @red [ R Jeieen! HEaa T,
(@) YThiae T G TeehT 3eaay SUINT T, o T faedi e wnfae s,
() e St faforerr AremeTe GmTietes T oM faskmaent niaes diear feT | Ara-areeR
Iuetsydr giafeed m qatur faswe ™,
(1) FAETIROMETTY HRT IR w7 7, 37T A=<iehl qmEET 7T,
(3) garewita fFarmor T qo feerdr wem T,
(&) U fastr, sttt gi, it framor T famr aurastt stife gfe arfaer ),
() AFFHATUHRT TThT TATIHT T,
(
(
(

4 d 3

W) TsTel AATRERTTdeRT SataTfae g T,

) Hgicta fahTeshT SATHT SreifHeRaT UTed &1IHT Hideh! gifeeraar Em T,
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(2) vTkfaen faug T HETHRIGRT ROT g &ffden! GHIHIOT oI I FATOHTRT 1 Fouled T,
(3) v, Hamasa T fusfeuanr o, &= T agerer stiie T gmfes Sfamer 39T s e,

(z) s nfafafr dgpfad s auemT srfd=es IAIEE TS TYE FRITRATS Tasfier
AT,

(=) wefiaament quf wEfeeT ™ |

qEHM U eiTw doage:

TSI 0T qohel hid TG T, STRgEar aTided shid sed-qior 7, 3Tifer gfg T
faspraent nasftemT a=qe S T Hiden! STaRTa el o qur st e g afeErer
faeam ar degee Hiq fem T asieent SR Fiq T3 ST deag®e T T4 | JuTeteh! srefdw=rT
ATt ST FeTTeRT deat JERSER &

F) "R fauenr efde Hifaswr @, wHifa,
@) fasft et aemdmeRr ot T 3ufefq,
T)  ETEST ekl TR 3Tewe,

HIET |

HTEWH FHUTHT TREE:
q. SAf® FOT(Internal Debt):

TR AR qUT HEATETE Teuil GEMT 33134 0T Sk FOT & | =ik FuT AT
I ST TR LT U, ot feret T faehmer SoTast STTiaeht UTEAHETe T et siohalle TmE fasir
U& etk gar "fsata T sAfafaeny tifaesht areamaTe Heherd TS | SATINE 0T 3313 T eI
T R T AT STUEHT AU T Sohel oS | T Sehel SN 0T 3313 fashi 0TI,
T TeRTERT SEdus e SeIaus, AT S=ausT T defeTeh USHTR S=raus q9T I YehRehT Soil feet
(Re fa smaferenr, <2 feq stafuml 2¢x fo safumnt T 35y foq smafue) frshem o | eafew
FUThT |IAT T TSR BT AT Tcdeh Suehl el e TTNUHRI § | 3Tk oTel
3TTffer faeficTaTeRl 1T oIl Aieldl 7 148 T Yod JeRias | aX, Al Sl JaT e 58
T A W TeUETa% TGS | BTceRT f&HT SUTel SRRl AT 0T qETerehl WM SHAST:
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TGS T e KT Hrde ST Hifd ik Mehr T | Tfeleh I Roco /< FT ITHT ATH FOT
%. 28¢o.R0 ITd U HA M IcUTGThI 0,90 FAYd Eehl & |

3. agd *uT (External Debt)

foeeft TR qur fHepmRiT fa 0T STET T BT | STET SUTSRT ATHT THRERT ETHMNT R
JMEYIF UGS | aed For fguefir T aguefir T g5 U g | AuTerer fguefir ®UET ) UHT T
TgIE T EHT © T G R SSfTh 0T AT T4 STUhT & | &t fava ook JqTeiehl Herw=aT
3T Tguefi FUTETAT Wl B | TRl FoT daferen Fumed fgusfr okl o9 Hig 23 wfawd T
TG FOTRT I <o TAd Wohl & | aTed Johoh! YSiiasTRETE AUTeiel 0T feigaal qeviy arg
TeiehT (CCR) IS | BTt HuTeteh! et SfshammT @bt @ | 37fdeh v Roco/ <2 &l SFreaem
. ¢RUR T 7T FoT MR ScTETRT 8.4 HTawTd Wehl & |

TTEAR FUTRT JAT=THT THTE:

(F) TARRHE TATE: AITEeeel dasiiaeh FT a9d { IS Hecariad T, AT
FHTITUHT FH ST, ITT=HT §aT @H T §F THEEHT Saehl a0 3T Hlhall gv, Hifgsh dvger,
oo FeoraT T STt SreraT Sfdeet SR O U 359 JafeTe ool WIYRAT S TsASedr TRRIcHe
T U ool TRl 3 |

(@) TRTHF THTE: e TEsel AT SNUT Wehl T Hehe T YSft fmior 7, =mer sre
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ST SOTT FfshaT THfthe QESAR AT &5 AT | 30, 3ote HaT a5 TN | THTER FHROMET st T
T T AT | TR TEruTehT faeeft Sfeafie =ame Tt SR SR S S TR |
B, AieTed B, STl o TRET | A7 Hehashlel 0% IR 26 TRT AT T 1°° R0%R/ <3 HI
SARTEICUTS STRT SUehT TUTeteh] A= G, R0%3 AT MU Hehdshlet ATehiarare ST
2T JHIToRT HITLHT e A7 ETe=aT Heheshlel STEATehl SIWUT o7 AT SR YUuis SHeT
STTAIGTHRT SATHT U Tfu STafemT =Lfieor T 3 wfemae @ wieamr whiiushr fomr |

TRAHT STEd 3fa Meefiel Ferme-aT STifad |neaen! geaanT R fauefics a8 ame- eret
HeheshTel STRIRTERT JENT T T TR WS, AT JUTerdT Ui TS [l HoeTieh JTareent
U WETE TR ferreiifac Heheehtel TIRRaRr TN T TET WU | Heheahiel SIRIRReTs el
T JHE st ®aT T TS | A1 GEUR doeR &1 | JeisT A5 SThalTs &1 J1se | dTeren!
T af dfeeal! Heheahldd %o aY IR TSTa-eh! STadeRl GER a1 gl |

ITHEEN

HehcehTeTT Ui =W AHd TR & T et g7 dae | e Tvueht wifer &k T T
TRH! SATIRAT AT U T SATIRR Tieh ATTNGRATS TS | ARTHGRSRT AT SATIRR TeITehT ATHT Teieh!
TR Haa i Wl eS| goe T ANTGhaT guEd U Ul SEREeTe Heheehiet i
T TR HURIT JEehT HATETIhAT { HEEATs dasl T dichad | T Hoheshteteh! HATERUMAT TR
FERTiRT SRR Fhger Ik TUHTHT T Teeiehl TS e 18 TR Sa==dmaner af
ST Slled Ta TRITEHT & TRl STEdth TR ST T Tdehdl 9 TavT TSI o1Ews |

29 GehaehTel SR, Hiaer
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T TR AT I, 00%

U SATRTSThT HITHM, 094

JUTETRT HTEM, R02%

AT SATIRT Gfe™, R0

JUTTRT AN HiTeH, 03

JUTCThT TfeermT

JATAT Faq TSGR

AT T TistentehT faf=T fehes

HeheshTel T AW b fagia T SRR, R0R, AN At @i g ar< affd
afeare™, weHTE!

Durga Das Basu, INTRODUCTION TO THE CONSTITUTION OF INDIA, Prentice
Hall of India Pvt= Ltd=, New delhi (1997)

. SAST U, TRl HAETHR T 0%, HIT SIFH-H qor fawm s, ffeer
TARATI=h HTETehT STEIEE, T HEHUT, 054, IERRY STEIT TUT STTH &5, HISHTS!,
Tl gsrafsermT yehier @R ue favemes
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TESTE qaTh! AT TAGAHT At dar
qTLEfIaT T GEETCHT ad At aarn

O saE sl
Iqataa, IR iy giaarer

I

HTESTIeh YT ATEIHETE Alhd~=l 9l T4 hTHAT shaiehl EIHT STHAT a7 qiEieT T 389
UTEHT U TR USRS | @€ VR HeT U, SIgehT Hiad, SaT YaTenT Favddd, SeRv, T
FHIATER TS T SHET ST S | e, FawT T ST qeaweh] HalT Jarealts Jod H=dmT
STTRA TS IMEHT GURATs R Siie fag STaw® § | AFAATa-=HT ST HHARI aeTohT
TIRBIHLOT T TEHT TG TeTATs TS SHEET SISt Weteh! Jed JeehT 3UST g1 | J9 uiiferfaar
uftafda uffaers s fag st T Hifara aiedaers sire fagoe steawer wwhifat @ v faemm dawurfaer
AT ST TEIThT TN Ty sie fag 3fdeh oTawaesd & | MeadT Jarehl ASas 7%
TfeheAl SIS WUShT T SHEETHT AT TRad T WUhT ISR et HEi-=a qfear ad & |
HIdSTieh TaTehl HEE T TR 3fed ATiGRehT Sig fashfda T Heffer fAsimdt dar U sfier Sy ggoe
STTET STTSTRT STINGT STETIHT & |

WeEH: qEME qal, 79 o, [y aEd, e  6imdn, eEums Saielid, qeEN
fife |

q. QEAMF g T FAmdr dan

Thehl IME el HodleH aoT Tsaehl Aifq 7 @m] T Hecaqul ATegHenT E9HT dresTi s
TGS felgs | I Goaeel g T farieia el el HRi<e T, ST
AR T T YaT YaTEeh! gHfeddr ™, G A T g Gemfd THeRdT @k heTITshR]
TRaTeReTT J9eT A QA &7 | HATHeheRIaET ST &5 T AT HHTSTeh! |ishd HEWTHTATRT ATHT
ST T TRt fsht Tate W ArsHTeg, faermaenr afskamsrr gge TR fmfor mieRa Teen
1T 2l | TSThT TIgHTT HUSHE JSTRe J=7ehT STEicd e ST U15=3 T Tsoel TR ikt Tfdfeh
o SHYET R TS U YU hodTuTehiT TraT JdT =kt UMfa T 3UTedT agar Wl @ |
Tl ST T TS TTsler TFdeh Sqehl 1 T6s |

MYk SAleha-, AT =T T GHIATYTATR! STTRUTET FTEieh SIaeTes auaTgae aReEd
T ST §5 | ATTNGReh! STRIETSTIET AfdSHE! ¥aT JaTe T ArRhdl-=eh Jod-HI=dTes Tahg
T U T SATSTRT SATEYIRAT &1 | ATiehel UTed T T Yad SaT SIehigel g8 9= e
TANhAd-=eh! HIAT & | TSTehl TavamT TAsTmet UeTemel |rdsiieh USTeFehl Jer THaTs STeadTd o
AT BT FaTesh! HECUSHT FTHT STHSATS IWATTHN TS |
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R. frerwet damt qevfa

oty ek ST iRt AT w TR " g W 1SR ST gfedr Ueeh SeHeRT
Ryfeie S TiaHTer ST ShET 15q SRINT TRERT TS | ST GHTSTITET FITaeiel HHARIGeTs TR
7 TS Tkl HTHTRSTeR TRATTEhT JUSTeh AT SAedT T | Tt SATedTehT JATIHT 3Tfeer Tergamm
FHATIA=IRT ST BicATRT NI |

FUART FEEITH T et JfierT TR ST HaTelTs Jeda: g5 RIVEe ST TS | 3o HI-IdTgar
SHATATS BTt T JaTg 74 qiT ni= geet, faerrer fmior, T gsere T SIawu=aT STeNs @fes
ST ST T WUHTRT hesshl EUHT I T HUAT forare g | ardsiives SeT yaresh! 7€ Hecaqot
FEAGETET T HUHT HROT TSt HTeTs st JemenshT g2 Jiie STUhT § | Fedaetel =g
JOATS TgiaqT ST Bar WY Iooia MehT 915 |

3. TWUET quTefieRT famme

R 89 F9 (3.9, Ro% sfg R0) T TSt HareRr fase suskr Wi | cfdeer aeiT
FHUART WATRT AR UiGHTaTeHs WReT Toater T e foRT | Jrrar JoTetiar e sTegies
Aol SaTeRT fosh o AU SOIAETE. U SRS | STRIdeh] ST FRTEET g s
T 2ewz 7T Gige T #ie T SufeRm et gadir afafa meT i Ry | ar afafaer o gewy @
HOGEHE ST Afdoe SHFITTS HIESTIEN JFIar HUMeiieh Hlefhanl ®IET T 2c4y AT TSt &ar
STRANTSRT TATYAT TTRET | &7 AN & 2<4s AT Uaeqeicass fefaa wemmsa et uear Jwar
TUTTETeRT STTIRAT SHART HAT T | STHNGRHT T 2<<? AT feHTRRuT HaTele S@id gaieh! STEhIHT
ST S T AT TG el dehlel Tedfd S T TRibege §caT TRUS & 2<c3 U7 Urgeed Toe
ST T AT SoTelt, FHHAT T SiaeraieR SATEmET ST SaTeTs SRTE ST UEes |

TS e STeaTaeT W afedr e 8 2vek HT S 3eaT hFuHIaTaid i T TRk shHeieh!
YIS SHIST JANT SUhT UE= | IUis JUT T STURERMT SrishiieT<ria i T FHyerichl Jarrs
Aot far W= eferar | STy ST ST T 2cc3 T aHeR UrSeed THRHTRA o STHIGRMT g&
qUHT TS | JTeT T, R00¢ TTAUT SAFHHAT STRARTRT TIGET T 023 0T STt Far o famfor
qUIfS 024 TTETHT A LAt ToevehT fsodt Sar fashfad swushr fe= | a6 HUHT Arhear STRITRT
TATAT T STt S Uen! TaTorT st ST Frrar qonefiaT STreTit Sarer EUET fashr g1 oTeTehr
T |

¥, AT ATt dar

MaTerssfl T AfevehTerehl THeig  JUTCTHT IMEhIT 3T Eohl AT | I foridentershl e
T I Flfcenl TR | 8 AT SHATRT MTEHT bt ITE TRAAT HiA=S | JTHTfoTeh qesieht ST
2l HEITcHeh UNIE ohl Wi forssfaememr fawr, qreeefisredr fehmehl saaem fEl | Aeatshietdn
fotear, gRsTET gohreaT SRl fafr=r e atfaca faie T | TH STEeRT U YeeHT ST
I T R | JeefRRIvT STTEehT ShTCTHT UTeT UShishiuTehT sl = STeIfHeRaTHT TiehT JTGaT SeTTeeh!
T & o =X (4102, U, TS, WA, TMT, Aled) T SATthewel TIUHT T | TUIRIEAEEs 3%
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SREERT SATheE HITe! eHT Jehl TISaT 1T SATth eI &ehl UaHT HifHa g1 | fad. 2303 &7 qom
T 3GAUNS Hel TIThT ol WS TEETERUGRT AIRT SrETeRTSIYT HIfeeT Ug gifae T awast
TATIEAT | TOTTRICTRT HRTE e & 8 TaTeiee HodTer T | A1 a0 i T 8feh Jemeeter
favTsienRT v for |

AT TIHE AT fakdiel SR qshe® u-asTareshl fashr sushr fae i Jumer @ae=
T Wetedr | qunfy froimadt Sarer smyfaes ST U fod. Roow @Rl S Umiiedr WA 4
g | fa. Rooc TTeTT ufectr GRfE TR TTOHT ST | faf. Roo) AT g HiFder TR
YT ATHT SR G TeT | aT, O1 hiaemehr gidaeer SuiEeme Tt Sarers SemTd ™ &R Sie
fauent 2figeT | ufaeeer iR fasiesare kit S TREier e 7+ T 3d1h Sufthe® WS i
T T AR T S T HUATS TTfehar feuent sfaws |

fag. 2023 T TUMHST JHUHIE SRR STEeAdT Tiod URMET Jiied TRl faushr
PBIEE SRSE! deehlel HRITEIAT FET | ot Gebraamitsd et §ar 4 T st dar fremmae,
023, AT HREMY, 023 STET HIgHT T & AT | TSY{GaRT AT AAheaT STARTETS hareier
TS | USTHeh SaEATaehT aTiT YeTeeh shritater (fafad) ™ @, Qo3 urfyres fasma giemr
(FHIifa) T U, 023, YR FERUT T, 086 THIEART HIHT ST 9 THT | Gshatts TofoaT,
37T T Ul Toerter QiehT STTRAT SiehoT T UNTEehRT T fashreht STRIehR UaT TG | STehRT gumr
T IO FeIgAeRT AT GMEA U, 0%y T GIMEA fRmreedl, 04 ST & | 816 88, © T3 T
w3 TR Tt T i dEeRT e wee TehR FRaTEiier Weht & | AUTeTshl Hfae T HefRr ST
ST & Fverg, g FmioT T A qewr farenfaent stfeRrema dfaeeT Te TR Ues | i agenl
TEHIT SATGAT HiT T Gt et ol sheferiiie! saeeo= s fausht urges | i
qeAT ST T =T TR HaTeEehT TS T feh SISt Efaeer ffed ment © |

Y. QIESTAeR ST JEMEERT A HdTRT I94

TOTETHT ST T Sheal ™ T GRHT ITETE STfad shaiy SRTEHers SSTdwten] STEaiT faehi-=a
Tefetal TEIHT dde SR JI 9T | fewehr WRaaT AT auaae hufafies s e SaeenT SisTer
IEThT ST Tl 1T BISeh! TR, ST & 2<%y i STl Hereril TRTEHeh! TREd-eTE TuTier
PRI | 3% T YR §8 ATl ATesTeh JRTEHT 98T 99 TR | JoTcHe 9T WRAeR! hHaria
JtfeeT i TEINT, TNTETT T ST S | UTTHT 9 higEeRT 3T TET T, ook drerr fad
I STISHT TN IS ATk YT GUReRT AThT gubrar faguanr forIr | ST1eT uter Hefir I
TUTTAHT ET=AT HgHeheh! © | Tagemr fufsusr 7T wemeiae iR v i fagemr wfaereft damen
T SATHSATE A feet TS T deeli agu 3Taer & |

weyfd T aferres e e s o yonefaT gRefRiar T wgfaes Tt s Sfes |
JT=Neh aTed A g ST HUTTeTeTs &THT IKIET JUTTetiel Teiehianl O & | Seh FaeTel e JTdehl
HIIEUSaTs NERUshT & 9 3= UeHT THeTmdT Jamd ATl J9 1 TReRT FHORAREE Ssdl, Hr
FUAHIEAATE TG T Ugfd ettt & | iy JoTeteh! Tt e oufera E9mT q&7 T aresft g1
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TEhRT T ST ohT i | Faiee: BTk e e T FHTgHehT ITEHT JRaUsht HHt-FHsTKHT
TEAT ST TSI bl ST | THHT UBTE faTaaRaenT Tifaeh TR, Sqa, shigHT ITemsh!
FHST STTEATSTET R R B |

UTETHT FHERIRT daTer T Afdeafth TRl STIUTA 3T=T GeJohehT TSI hHeRIeRT JeT T FRreTTeh
e | FHERETs YeH T fafaer o@r T glaer Sed & 9 A7 uiegw ek e 3 1 Fwr
FFEITRT TS SamufdeRl STeRSUTT ST T TR Taeh! et J el & | Jurerh! et wHeRier
I3 TaT-gfeaer faenfad GeeheT gerT g Taed | ot ot gegeR T et Hiasatd o1 ue fashe T
qorirr AfEeT | geernT T Efau St oS HEiT TS SaeT R R ST et Heut
Tt e U s | FHER GHEISH U, R00% SHITSH HEERT GRS WS 81 GrryaT gaiod
AT THA 3% UASHITSTH HUhT THRISHATE HaL e S |

e T TR FHiT s Heetidcd, e { SHOEHT TR SEeh oForeTshT
T ITeATSURT ST AT FarehT ffeRtets Efaemer T Y deHr i T STUET W B |
T, Glau™ SR JUHT TS a9 T ArerEHd e et Tar U Jogae SR g ToeaT JeTeeh
Heffrdrent SR wo oret 7 sfaes | qunta st faeere, Hifara e, gt e T St
HarehT TrseemT fafi=r afafaer faust gybraamdent FRie—e T 881 99 JamT Rt GETeT T
£ ST TN T |

% faemm @t T AT ga

JUTCThT HfTTRT URT k¢4 HT TSl ThRel Goehehl TR dodied T et fAsmdt &ar €
TR IR 3T AT THRT FATGEeh] T T T W~ SFaeT Tkl © | HIE awmT Geffr
TSIt SaTerTRIa Het Heffr TR HamT SfaeiTaTereR TETERT eyfd et SefRr sgAemiie e e T
HUTATIh THTARTT TRt STTERHT §18 M Scoid © | HideTeh! 9T 303 AT TSAeh! TTEHTEHTT &9,
TN T TR TEHT ST FHAR GI3A Gl higAamiisH wHaR GHRESH T dish el § |
TSI Ai=ARg, TS FHRTeshT T TRATeRT ST TR FodTe T STEwIehaTeTIar hiAaws
ol TR Tameh! 13T T e T s W G YR S |

YT HTETRT €T 18 W TsTehT ATTAId BTesTieh JRTEATs e, Feqey, qresfi, wemm
I, SHSTERIT T HEMTHTATIETsh SHISe TSIETE U g4 SaT-giaemT SiHameh! S0 T 38 Ugd gifvad
T GETEEeh! TN T 3o © | 8T TSIl JRTEAeh] Houar el ATt STt 8aT U, j0%R
T et far fmreet, Roue HETEEET T B | TS darers ggiaur i s stEer
STTEIUTEhT TG T SHUIehT HTRUTEFETT SIaeerasd At el Tehl Siaw |

Tl SaTeTTs TR GUR T GRIE aEAeRl 3 SIS GUIE U, 0%y T gumed femmee,
Q0% AT TNUHT JTEIEHT Heeaqul ATHUHT & | TR TR g9l U, oWy, U SRR
s femmEeft, 00y, B oW T R 98 (STREER JUT GHY) U, R000 AT

STEEE GHd FSTHdT JaT HouTe dT TanT YUeh © | I, WRER M=o O 04 AR
UeTE AR =0T T et o1ife amesTives TReT & T IRERlT S8 889 YUahT SN |
TR FREFT U, 0%y, TS @G U, 03 qUT Trg, FHamTeciie sreawmere e st
YT T FoeTHT TEANT WS JHh! TG T YRERIAT TaaTHT JganT Wueh! 2= |
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\9. AFHT dqTET

TSR UNTTHAehT TeGUSEhT EIHT Teeh! TSI URTERI FURERT ATRT J9TerdT fad, R00) ATeieia
Tty oo €2 o7 ufT ot SRITEer STeiehdT UTStEh! AT i | ifad gewer aud et gfadader
SNATTHT PFEATS JATC EIHT THST Tehehl USaT | AAhd-aiehl {dehed 3~Td cllehasl  iTerat
FHARIG=eRT fasheq Tem T Hfaeqell Fiaria 3 & W=IaT STy dresie JemeqeT fages dgead
A | R, T qur FH ST JT TR TEehar fog g aed | Tt et dar
ISR HaT YaTeeh! fHaliehT &7 el §TeT I8t o7 Ter, Hfaeaelf T FayedeRl et somr
3P TETITHT AT TEATHT WA AL T FHRERIAhT faehed Ui &7 | JdehT AT JTaRT 1T
AT T e HI HRATAIAAT JNGTRT I TT-TSTATHT HHT G ST AT TS |
faerwrt feriia=mT e feargedt, = glaem, oTUResft aER, JamTEHidH SEHT SR T
FIHITA STIRITEAhT S favares Hfarrd qeane Traier 1o JHeT Hel IaTeTS=T HTEvehdT &7 |

YA ETHT=T 8aT JTenT ATHT 3@l Tafea T STaeell TERITaE SRa-s ¥ IRERIdT, STarhatedt
T STTIISRAT TS HaT YaTeHT ST T Eehehl AT 3 §T Hehel & | qoehenl e Hifq
TN I HEETT T AT TEcaqul HI=ehT TIAT T oI JamT ey STaer sad &y 3tad
RIS | JIThT T TRRT TRl FUAT FSTHAT HaTel TehReRT THTEERTNATHT Si-sienl hH T+ &aT J8eh!
FREFITEATS THTERTRATAT ST SHT5 J9eTs STy agfgen! arfuert qur fashme mer fashed
7 | wigeer SHouaT TSR T, USIT T T daehl el eehiidr, Hesiiaded T aa-a=eh! fagmamr
MG SAIEE THeTs 9T 3@ SIS TSI HaTeh! Heeaqul JiHehels gge T dael a3 o STae
T HEIR & | JHeRT AT aiEfda aRefaens ST TE di qeaT e sigHr T fifama e
T STafEr Sfams o STeRifaR WSTeehT SHATEITehT HI HETICATE STGET T HIHT ITRET ST
TR SATF ST |
Fefeer afcfeafomt Auest et e AfHET Jeciwur TReE AR eaW i 3fav:

B ot JareRl FREET WX dersd defr g stmenfd Favadery Hifq e asEr

AR SHES |

W e HefrdTeRl HeetieRtor T ST SaTeh GedehTers e fag Sefer fastat Semeer sfier
TASIAT TR AR T STATER0T TR T e §6g T FURRATATR! hivel Hai ggo afaws |
IRGETTAT T FETERT ST <fifdent asjoT M et Sament 3faa frama m wrifa & & |
et Sramererelt afieer Hifasr fmfor W FEriew goa-arrdrers sfaa feesi s @ |
JTTafeh AreTTeT TNEReTHT TehT T HOTEH fash AT SIS AW S |
TSIt SaTeRT TfETer Tt g SfhTa Tarieh! TMTaeTs =T THewa Sfer HifdehT sTravarehar

3fEs |

B et SaTes SEf SMEAeTIEy STadTeesh, FHIaet, 38 U8 Jauad-ge! aqrs SceTger
T amgelt SIS Hifgsh qur ifash MicTeerTs STaiies HIRIATeTIaeT ST Wi Selhel T
T AT B |

W STt SRt ST UST HouTieh T SIgHT STaTeh! TTashil it TR TG faHT
ST HTeRT EUHT HSTHA TRt AT Yagd T T 3 |

W ol Tt dar faeereRers sfter ST I dresti-eh JeTReh! foRiT shTgeRl E9HT TMTaehiT
FRIART ST e T ST S |
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5. frere:

T, fodemefl, STRerl, STaThedl T aeey STt faT, A= T 3 = e T SR uee,
e aehT TS Ugd T Tel FT TN, YR TERiaegsh! WHITaeh STNRIM, FHRTel quT SUTEshRT ST
TTEH, HETRT AT IUhRT TRTTE T Toehre SIaTo, ST=Rifted el STeTaehy faehT 3ifaer & fsrmodt
HATATS FIFATET T S HaTRT AT IXATSAHT hT &7 | HEIATRT ST SHAThT STTEvshdTen
TRITY TR Aq-ATeFe TS & 3TUeT e 3TUHT S | el TSIehT i dgehl SehT T HI-=H
SAThefEdT T ITETIEYU] SRR HRTEeh HEhRRehT EIHT Siag STawsF o |

TSR] YT SAETATs Alhali=ieh STTERUIST el oS 1T STETNG SE-eRl STqfd TR
SHETEAT STl W= =T, Wides, SagR T SHamid STeErT §aT varears siie o fears THea |
AT GIMEA T TeTERel gerehish ghg T ot Samar urefiae dwpfa gedd yoRr & w=
JE@T3T FHARI! FTERAT AT AR HATGTIh S | FEHT AT WIHT AT T AT awmehl e
FATATIT T STATehT AYETThT TWele Tieedl & ar | Gefi Fotmet Sarets gweied ™ i F37 fifq o
I ST AT 6T g o YQT T T GeHT 80 hHarish! ST dedyel Jsehl & |
TsoehT TRl TaTeTs dee, a@ T SMYieh SIS Rieh] STravashdT 3tad ufge Y Hifama T gt
TChATeRT ST 1T ST 5 | T STATATHT TSHITdeT TiT IRTTEATTS AidehdTehl ST ST SHIST 378
IHeRT Wegi NG5 | FIgHT SMTEHeRT Ta6 TG GE lehaTi-=eh STTEFeh! FeaTH{denl @TiT Tsoehl Hel
FTHT TRERTT AT YATE T T T AT WHSTER AT G i RohdrhT de T ¥ sAferhT
e AT @l |

ey arrRfige:

UTEeRT HTEH, I fohdTe e afdfd, JerHed, HISHTS! |

Frommdt FaT U, R0%%

ot @ar fmmEefl, 040

GRITEA U, Ro%y

AT AT U, R0y

HrdsTie @itg T, R0%3

TEER HE=0T W) R04”

HETIR GEHRINT STEH U, Ro¥<

T YR T SITTHT Hiqded, 093, IToad WIET GuR quT e atafd, fieata,
FTSHTST |

TRTTEA G afffdenr dfdeed, Rovo, TR U Gfifd, feeetar, Feuret |

T TR ToETed U, 00

STRIRTERI=T Wi TRTEA QGG |fafaeh! dfdded, 00y |
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AR JFELTLUTN, JAfela fagrea T
qEHT A B
Q fee &

T TERIeh, T qr seil geer v

qiTHATET T SFQETOT :
EEATI : TSR] I Tt FHgl & |

HIST FoaTeTehT AT 9 UFHAT Ba-8ree T ATaTeRorshT faemr agfad el wem T st
Juctfey BT T TG HThaT awo & | e ararewemr feaiia e 38w gideht anhT aee
fifer faeier o 31=1 rq-TTeen! IitETe T Ui § STawo &7 | J6eh! TSI Jie-el ated
3P W TR | T 39 SIS Hed 6 |

JHaTe Y Aid-BTerehT JIRT TR 3Taay Uidhet UTed T+ Gfhes | Tdel He-ehT 3eTe T 3cdTeehed
srfygfg wg dmeas niasfierar wem Tew | fuifc e T 3w afee T ue Aia-areeeRl et
FTeT URETe T AT e TS WHifder Uishar ¥ westee 8@ |

STE3T=Td Planning, Organizing, Staffing, Budgeting, Directing, Controlling And Coordination
‘TCE?H | TG T Man, Money, Machine, Method, Market, Material-6M FHTEST TR g | STEET
Input-process- Output=outcomes ATl T SFaferd AT TRee g9 |

fasErT weqa et

Organization Goals

Management

People All Types of Resource

TITeRT T TRfAetTs STaeTaAehT E9HT iy T Gfehes | STeTe dTe-grd, JHE ST T
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HEhT TATITRT UfeTsT I AT i Torenl Tamaes fermr Agg, Todim e fifqent snamaer maf et
FE T ARG AT TS FIGHT HRATET T FeaT Teshit Toem feufafeT Ufeer o st &7 |
e TAd R T Sl STYET TEATERATS I ST A T Tkl fufed safchaees Sfawear
LT A TEeTR S TRTNGRAT T WU Hex[H T3] SAfeciehl STawehal JMa=S | 3TH HehRigean!
T8 ToRNIcHsh SRUT SHTUhT  §aT TTeld & TS higHT, SRRl T T THT 1 T4 Teehiieeans o
ATcaTe TRT 3T HEehRigeehT STTHT 328 J0 T+ I 3G T T SRaws | TThReT e af Rocgloc
I TSI YU HEhRITER! ST qT T 7 U3eT ek ferrr arTs SioT TTieehent STaeemT
& qUT il GRET ShIveT TEHIIET ST HUHT THA TS GLEUT T ST STdTehT T T8 garead T
FIY GET T D |

qea v anri
e gl Hifd 0%
UTART Gl 003
TRfeR FEIUT R0

gz  Jsafde 20T



JTH AT TTSAAT
Enterprises Resource planning (ERP)

0 feetiT™ Fw
eI, T T ST graT i

ERP SISHTIHT TN &1 Ush YehRehl TR & | STl aamehl faf=T s, usmament Srer
THispd T I ST faf=T e, @™ faawor T 7 | AT STaEEehT &sET SR SR
SN &7 | a7 Tl HPGl THSI &, STl FIEEHT ek T fanmres s« Sl
farfier, sqawem, @ite, ©R eTfeaT 3 ffvaa awmT & TEEH & I ISR Tees T 8 SR
fafe=r fawmmr sharing oft 76 |

ERP TTSeh! SATaETIgeh UThaTehl Ushishd STGTd T+ HTEAd &1 | STe|T =ef a9 &l value
ATE MU fog-s T technology @ software I HIh EYAT G T | ERP GTaAel 31T‘3b\_—ﬁ HEED
[EDICTgi AT e accounting, procurement, project management, human resource, manufacturing
aTfeeRT IS FTEJATIT T system T software T package & |

TG IR BT W TR ATEETTE w1 UGRIT SHAAE SEiad S8 T6S | g uH
UTFUEhT FFRIETHT SR Tehishd oTefiems + ERP s e dfehes | STeTouT U erTeEaTs
fafeea gaenr smurET dAifRTemItSHRr FR T ST A7 ©3er uiwAT! SRl uft & | Fwm
TSl TEITET UFSHATRT TATNT STERTHAT HISH TR T Ush SThTAT TG THUHT & | T &
2320 TT materials requirement planning(MRP) T E9HT JHehT TN JUhT R |

STef ERP @ 9Uehl &9, el Uhishd SIET SUTsH g7 Hefed | ST&dl 4 UTeeh o] @itg T fersht
T grT T 3k aeq Tt favmmaT 3uctsy YuT o farshl fanimTer Scates favmmT 3t aeq Icdate
T B/89 THS | IHTGTHT THT 3T 3th ag 3cqTET TH Evsh hedl Uard @iE T
ot T famTes oty 7 | fad favmmer R 3% Fear erd @i T TR 9 | I9ere
TAd SRT AING §T T, STl Gietehdd g4, §9 T AT a&l an T HTshar 3Tedwd T g
TS T UTEsh O 68D |

e HEERMET ERP @1 TS | Tl SIaTaehl arqol faniment STer Uehishd TR T T arafead
favmTeTs 3% SHERT feg | Sd ;- FF OTew avg @iesr et fast fawrmr e & T fas
o 3% a%g THTHT fasht favTer 3 avg 3care favTmmT hid Hisard ©, ceh! | qoT 3Tqfd
JTILAT HEAT B, Ith AL IcATGHT ATHT o TaTe S/ B STEdT TFYUT FHEE Ueh SIIATE ATET IS T
HIERTIOR TTeshaTs SR foms | et fafem famTeser us sterier & niagel & v T oTer
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ISR | THETE THIHT ORI Sg T HaT 3caTe TR SAaETeh! ScaTashed Jig T Tfhed I Teeh
g-gfte af7 1fwgfg g | ERP §T 3 T9UehT WfHaT dgime-el 77 application TR T ERP module
a1 Sired TRes, SUATE customized solution =S | TET AFTST SMEAT  STATIRHATSTTERT
SN T FEAT T S |

ERP # fawiwan

TGS/ FTEIHT TH TUTATATS TINTHT TS TEhT heg 1T, UTe 13Tk, ITRGT a0 UshiS HrieAdany
Tl TosTTet faear T Taws® © | YA §etie HaT faearia Wueh! T e HT=HT SIS MU
IS | W ITET HRTAT a7 Tehrgel uifd wfafr u=mT M SA1-31AT S St ar Uhigen
AT qT qeTeh, TaamoT, ufdae sy auitaT USTe | J6dt TgiaahT ae SIRAT AT a7 THISSTE
T g STTUHT AT qT qeAieh, faawor, Hfaaeerl JonT T i favhmel G TR sectorial
central database T 3TTITAT &=1T [T department < AIfehUsRT HHEITCHT J@TETa central base
TN 4T | 9T STIRAT G TSR] AISHI, FHEFHA qAT FHATRAT ToaTer T FaeoT T |
TJeRT 31 faverareaTs FETER Seoia T afees

B =T computer software application HT 3TeTid ek wfafer ar |

I TIT Uhishd WUt (integrated system) & |
JHHT e FEAT T T real time base AT Heheld T THINUT TGS |
I QTSR H21T TEHT @b I T department STEHTS TS, -HMT THTE T AESE THbT
FHETT T FodTerT T |

ERP web-based application &, ST&f JANTehdiet STalgehale SHHHh THIHT TR access
e T HeS |

ERP JaRMHT TS0 ATaedhdl
T TS TUTTeieATs 3T SHAReId 13,
TSTHT AW JUTTATHT G T,
favaeta T wusl et gaamiere e T,
frotar gissares @&t qur feer aferer T/ = T,
SThT ToaTe @, FeqT fafmr g1 @< ger=,
eI right-sizing T,
HgTSehT faeTaicash e gig T,
TFTSTHT TodTe SHIEH T SaIeshiT SIiEd T3,
ST FRRT FHHAR T TGTSel ekl TE-LHT IR 13, 3G |

qoo 53l 20T



ERP s@au«

ERP @feem el ammaar @9 Yhiel TS | el dd hRidshar o >T0iy A7
ey TaRIaRT A @I W STl d&d cIHaTs T3l HRI-aaTaT o3 Tos, &aes
FHAdATTIT FINATA W= TS | ST Uishamar Jfe agenT faivdaes steareh! &g J=anT 16t
TSR] FHEUHATHT JTUY IS 9T TGTSh! 39T I g7 e W JHAT JUHT foRIvdresats
el gfmrstT 1 i, stEers work around solution W= | JET USHAT WY ST AT T TS
utsar agreta application @R W ERP module @1 S Tis, S Fomohash=nid
FANTTHAT W= | TE TSl SATHAT AFwIehareigaresl Module F&mT ™ &9 |

Functional Areas of ERP

Manufacturing department & 3TBAT A STHHRT UTET TS STH91Th, fod, omeeh 3fq fanmrent
It SRR T 76 | 3t 3 a%q WG TI=aT 9 3t a%g @G T WA WU/ TURT STHeRRT fad
favmTeTs TETeft oTeT US| SAeUTIeRT 35 YerHshel T fWTTHT & 1T WSEh! B, T TRl
FIOT HTIHT THTERTIAT FTTRT & STEQT HURT STHHRT hegHT UL ATET U 95 | I8 fafe=
fanmmenr grererE fos nitfers | g Tafvaa aweermer fafr=r smaTeser update ST Uhishd
T J&H TGS |

T T3 TN TecAhe Theaa &, STl FadTauT YUkt fafa=T STRaT, UeTRaTe®eh! ST Ushishd
T FERIeRT Hecaul HRIEE S : ArsHT aot Aifq asjur, T, fremr snfeers ardew qur @i
TES | JGT SATHRIhT g qUT HaTeh! Rt ATgfg MY Icatashed 31l T6s | T8er Sra@mehT
FEEAs W@aeH (automation) T U (integration) T =afeerd, uftfoa, exefira dur
R S5 |

ERP AT 3R &4 module &E:

ERP AT afq & g™ module & g W= a7 | TSR Ikl { AEETah w1
STfeeTdTeh! STETCAT T4 AT SH13 TIUshT U5 | AR TGSTel YA T+ Hrgeie®en! T T
FRIATHATETS HTIER Sooi@ T dfehes

Human resource module

Payroll module

Account payable module
Inventory module
Purchase order module

Fixed assets module

I53Mael 20T q09



Enterprises Resource planning (ERP) F1 ®EIRE
1. Internal benefit

G Tl TIWTTeRT STeT Ushishd T4, SToe a1 U3 favTTer 378 farvmeht =TT U8 s
™ T |

Tt favae = T real time AT UTd T T HaTE T A6 |

SeETRT RIS e TEE |

fareier germmeRr favaeerar wfed mds |

SATEThRT Tl TavTTeRT ShTiehT ShegHT ST ST qT TR0 T &fehes |
T Dublication g HRTEHT 8T S-S, STTTURTIG: HT U & |
AT @9 HH g1 9 |

FEATHT AT AT FUMCAHTGT $-eTHehT HTEIHTE FARThd el hvalehd oT HA-HT qehlel
T HEH T GFS | JHEATE AN qUT AT T YOIt TRl §1 S |

HId HTeehT ITadHT Fidhel UTed T+ F8d0T 78 |

AT TN TS |

FHTTST UfShaITeRT 3= 7T |
TGS/ FTEIHT THI=0T YUTeAT TAT TSI THUiTATs THIEehiT sH6D |

TR TEG AT HATRT URHT ATING T ORI IcTeT T IcTGhed J16 T TEamT
TS |

FERIh! THT TR Afafg g5 ofie |

2. External benefit
TTEhelTs THIR dlcheh! I&G qT BT 3UCTSY TS &Il g4 §aT UTeheh! SATHTIHTqeh! farvameasr

g 5 | UTedhel STERIhT TIIE AT T T |

ITEsh qUT AT e =eh] qerg af e a1 79 |

ETH! F fTITTeRT T TR U T SIS IHHT UR W IS FATs 3T
YIRS Hichs |

T, TCATI T TTEshells Teh STTIEHT STEE TS |
sraarent giaerdt amar sfgfg w faskt qur AT SesT afEe |
HEITTT Bfaars Sl T, e |

ERP FWiragaa®t JHe!
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ERP JuTefisnl ®miraas T qawT et fafsm gt awmn w=ue | ff S qeraan feafafa
FHL GAET O :

2.

R.

3= @I : ERP YUTTe1ehT WTeh ST, STedT &Y, STEeR, Htheaa T aTsid I[osh THTEsT
T | 919, FET=EE T AiET @9 9i 3ol g1 99 |

fafvgmrar T sTgeperar: fafv=T 3T T SaarreRT faniv sTrawareshdr QU T ERP UTlelishl T3t
Fied & TS | W THT el STHEAT TafeTe STeavashdTeigdr ot Seare T
Tt ege T e |

. ST TAMT=T T THIHT : GOHT FUTeflare T ERP WUTEAHT 32T TIHT-GT0T T UehihioT STfee

T oI UiHAT g RS, STl ST Ffe T ST 3¢9 g Ha |

. gfereqor T Sfienrddr : &t ERP UUTTCiiohl Ehal hii==@iehl ATHT JANTehdiciTs 3fad Tiereor

ATEIF T | FAT TUTTAT TANTHT HHeiienT fatrer a1 UiTeromT sienT shroT THT hii-a==qT
IV 33T o |

. ifafaess GHET : ERP WUTciieh! Tfafsh THeTes STed : JUTeliehl TgeherdT, T faeq

Y AT HeTeheh! THST HIATAITIT T TSHTATHT ST AT TFS |

. TR FIEATY T GIETSHT SIaTad : ERP YUTielteh! shii-aa defehiefla T STfeet ufshar &,

ST ASHIEEAT, FETEIT T GHeveh Ta e STEvas §8 | THIEMT T Soieh!
o T hisd g1 Hao |

. GREIT T MOraT : ERP YOTIATHT STeT TRURT Haesiier 32T T SIHehrishl JEaim giated

T AUl §T TS | TRl HTTUTshT i 3P GLalr SUT T 2T Mu-ar Wieishel SAfart
g1 |

aqie . yuTedtenT dEfehTeflT gohetdeRt it fafad gare T uifatfues qaela stavass us | T@et
ATty gafda foq T gUrE AEvEs 9 g9 |

AqrerET ERP qarmaseeft Aifama saaearn
AT ERP YUTTelTeh! SRINTET drarf-era fifama saeem geda: i qefesnr i & -

2.

.

fefsedt AU BHa® : AU W fefoeaEaadar T ™ TwEa fefsed Juma
HHIS AN RN B | T8 GRS T st asrerr fefsieer aumamesen! aa= T yagT T
Teqd 7o, stear ERP yorefient v 9f q| e @ |

g gfate ifq . urerer geT gfata fifder ERP goefiel wEf=ae T ya@adT aeH
TSD | A7 fifaar fefseat et STavasdegaR gaT Tiats T afvtes fasmmr e
FHiEd T4 |

. AT HATEERT Jdgd : AUl TN “e—Government Master Plan” T “National

Information and Communication Technology Policy” & ERP WUITie&ails TLhRT daT
U T ge3dr ders wanT = fewmr fafera mde |

I53Mael 20T qo3



¥, IR T faetar fmmeeft . ERP UvTelie®h! fawia @y T o@r JueieT STgehaten!
AT, JOTEHT @] g e T faf fwreciie®el ERP WUTefieERl @@ T wwTEehit
FHRTITIT TET =TS |

. ST YT T MOHITAT « TITeT ST e T Mo et gt T e STawenes, s
: T AT ufafr ¥, Roww, & ERP UTTEliel STawo T+ 22T GRaT T MU= IEarET Jme
U g |

<. Tfereor T eqoar fashr - et T TS arseRT vaTEEEel ERP UUTICiish! SURINTeRT THT STTeI9oieh
afeTeruT T eAHaT faehrEeRl qHYT T4s, ool FaEeHshl TR giHfed T ged 6w |

JUAEY :

ERP Ush HUZSRITHT AT ST 8, Steer Sermsfierar e T Saaar Feeaqul qoms Jase |
JEHT T AT, ST SATEATIH, FIEATIhIT THAT, Research And Development, Services
Ty Uiatues qETayT TNURT §9 | JHel HEUEITR 3cieT T 3caTeshed STNgfgAT 2aT gt
afe=s | T 23¢o /R0 HT SIHAT Tawiad a1 TR &t W TS ITHEES STFHUT TNehT IS |

HEEAT freafor ™, gHT e T UG S T e 3cared wey faawr 1 ufafimr smenfa,
HIq GTeehT ITady IUANT T U Argra ek miatafmr ufafesnr areagere swuferd uarsyr afaer mHaT
ERP 3TfehT 23T ITATSEHT Jeeh! UigHT g U 3fa=s | Therea®d dTeish! Hiaemel felushr g,
Tfg qr famr faenTeshl STeRTET G0 T T §ehRel =INOTT Teh! G AUTel T TuTer &l STeehTefT
HI=eTs |1 §9 YGH T §9d ERP Hecaqul 1T & |

qeas quil:
Online Portal www.google.com

TaSRrTd T ArRHET SRR ATRT qaR uTiteeT Tty qeashes
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AqTART TIROTHHE AT TImEA

0 ot @
HeTs SAfasRd, HET qur wI geer &

F Ul GrreenT TG SEvaEl §T MUhIel Hel UehNaRT TSR FhRThalTie® TTd STedmT shiad
& e | T, A T ony Hiftga @ T i aum fafeifea g arermea e are T gt
TR TRt T T4 | IRHTOTgET g WehT GATHT TS TTHTS 816, &l el SUCTSEehT STTERAT
et T & | J&T UTeiehl TRUMagET |idsTeh JSTE-eh! SRAT =T S« U S, STEehl AT
TS TSk FRTEeh! Hieed Iitery fag STTaveeh & | Grelieh FRTE-eh! 3iqee AHa aadT Stideh
AT T Hithey | Ay & <o AT AASTieh FSTE-ehT fdT AT eorem=Rrer efshaet T J&d® The
Study of Public Administration T JehTIMUTETT TH P TR FIHT =T ITTHT 2T, ST faeder
Hrastien TS Most obvious parts of government R fewquft mewT T | 3T dreStieR
TTEETs et aftaTisd TehT &- Pubic administration as detailed and systematic application of
law. It consists of all those operations having of their purpose the enforcement of public policy
as declared by authority. I ST FTESTE FIMET MehT HETHT TSThT TNTREEhT TN,
IR, Teifaes, FAifaeh FedTiehit T TaterioT fashrdeT FhRamehely Toate T TRehRERT
T HITYRT HITEdehT AT T Hish=d | TasTieh G-l & ANTeheh! shRaeha e (Pre
Womb to Post Tomb) TFT & el § | TdY Trdsiie JRTH-eR! el dd TRomage &= & |
gRoTHE dresTe FRmEE Result Oriented Management 3T STTERUTETE. STTUhT &I, STEehT GoaTTd
T TRTEAETS STERT T SHEE! S ANEHERT & 2340 0T TR IS |

UTCTRT BTESTIeR FRTE UFHATgET o, GREmoTelt =T Heh W 3TTST Haifeeh Srdeh! faser sehT
AT B1e AT qReett, Sargelt, aftomgel, feemitar g faehroshr ufahet TTieram J=I3 THeheh! STRITETE
Ui qeb g Tehehl & | Folawd AW, W, AT ANTHNGRHT TTasTi-eh FRTEsfden! TR0 9 &3
U B | AfGEE foh ¥ afT HeRT et T AfaSTee TggeTs SERRT U S STy fuioT gteheh!
T | TSTThT ShTH FHigel ST ST T~ Tl GHTSThT Jfed SWHe HTdstieh FRTH-Tqeh! 3T g T
‘Tlé’lWWWRejectedBrainaﬁgﬁﬂﬁwwﬁfﬂﬁ@%wm
STTLRTATS SATCHET T TSTTATI-sTeh GAT T Tl THTSToh! faehTeel THehT ThaTehetTie® T TRehReT JEHIRT
TRERT STHT AT AT TeenT hiehl SUTTiser Wi, THTET T YT T Ugident foemeet BTesTieh URTeeTs
RUTHHE SIS qaTe Jehl & | TROTHYET FRITEh! faehte T uTeiehl STasTieh FRe Joreh! U
T 3 WHN T JaTears TRUTEEET SH1Sg & | A9 SaHAT GROTHET SRR gl faRdree
Iooig TGS §T S, SEel JHOTHYET dresiaeh UTEEN SRS 3NF T8S aes | Target

oriented, Time Oriented, Service oriented, Public oriented, Management information System,

Emphasize standard products & services, Equity & social justice, Competitive, Good will, Team
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spirit , Reward & punishment, Self-motivated, Work Evaluation 3fg J&ehr rstcl forwar wehr
U | ITH TINAThT ST A1 9T |ith o afommgelt ardstives ueme it STaemo g, ar
T ETHROT eIk URTTEAe T32T EiTileh! ®UAT Toehte WUahT &1, STel 3Tf~an qiommeaT o feut 3T
F g el § |

TNh HAURRT TSI TR ThAdT TSIl JaTE 7 HaThl &aer fafor m | awermenr Hifq
ol sFrfaenT feriamt SrheRl FHERIA=ETS STRTEHRT §T & & | T8T YUh! TUSHT TR
Ty TR g e H SHdTel TSHa1e YaTg g1 Hall iaemehl HasT STHAT T TT3an | 3Thi 37T
ARTNGRST SIS TaRehT ekl TGURINT THTERT BT Hihe |

JUTCThT BTt FTTEAeT UThaTelTs HTs WeTiash AT T2, Input / Process aesh Qutput o T
ST RRlT | @€, e R ATt YeTeRer S T ardreer faedi aitEdT £ S © | 8
TTieh SITEIshT ®UHT eI & | UG GRS TReRT hiHeh! THOTH T 3cAiss @ied ATfeltshl & |
I QST UTEAe T4 8t ekl THUTHAATS ehl TRTEehTdTeRl HTa-ehT EUHT far miuenT & |
T qNOTH SETS TehIel SHATh! favard fSTeT TaeT | JEehRUT HdsiiMeh FRTE-e! @ISt §7 oITeTehl
&I | AUTCTshT |G T TORATT SIS T FESMeRT ST Sow, STHMERT T o SiTdaT ST
T | FHARIRT FRGHEITETATS IROTHAT TRAUDT 7 | UNTETHT TSHITGeROT, TSHITGHT nepotism &
favoritism &t & | Right man in right place / Reward & punishment 3T TTERRT 3T ST
& | soie fafsH S T STgERaHET ST @ | ofiier Stfafhdar, Se T R STTer
THET BICTUGhT & | HTHeT TRRT FHFehT TTHART fe Heepia FHERIGHT qUIETHT faehe wgeehent & |
o AT FRUTCT UThT TTEsTie SRTEA TROTHYE! §7 Tfshieenl &7 | U TSeh! qhale THIEH
TR GETEhRT TATHEE TUHT Tokh e | -TITeTdT JRIeH GUReh! §ol HTAHEE Afdeh o, FT-=oT
T STIUERT AT §T 9 JEehT Jend ae® Aith { U9, HYE, T, Tesiehdl { Sieshraell ol
3@ | T FRF TEE TavaeT T T YHUSTIEHUTST aTUeRT TiE-eR e T, SR aay,
PRI AT TR TTesTeh TR ST=Riied Teeedl THIEeINal caTg IRUmgE! dresiiaen
TR &3 & |

T geTT o0 HTEThT TNEAITS TUTCTHT JRTE GEIehl UisHaT RS YU IS5 | R00% HTeHT
I FHIAGTHR! AldeeT g5 o AT Tied ITa&aiid JRTE Ui = qoT ST afffdenr
yiqaeTarT STEgar faf=T TwemT Seder afufd e WS WUl OEEeE aEIRE e UERS |
TSIk QT SUehT TREd-RHT Taieh &HT O8d G STU&T T 3T diear afafdes me
95 G faU amfT oI gebEeRl e STEeT ST TR GETE T SidaegE wushT e
BT T & | AUTHT R00%, HICThT e HIHEH! UldaeTaTe YT JuRehT AT S fauenT
S | TG Tldagel G T e STRNT T3 T, HeATereh! & 2o a1 22 TS, TR Sirageh
T FEer ™, e g T et yeneeeet T asEr T, St e affeRtor T,
FUENIT T8 T3, HUAN! quar ANMGRg T, ST TRAWT T 3TSST S HRTeT @RS TR
BT TG TehT RRIT | IS 2023 HICTHT ST JAie ATSHT STRINT T3 WS IRT et ST
FET HEAYUT GebTae® el | 3th STENTeT gt T Tt ¥aT U, W= famor U, aieiTers; fashraen
qeaTrd, a1 T Taehrer arsiesht afiertor 7, cieheaT STRINTeRT YEETohtuT T, TAIhHaT STRThT et
AT =R fgies T, TRl TitEd ey QTR ST 3T TRl Yepfdehr Tgie qei SeeTa
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TEhTZehT TTOAT T, FHERIRT detem feftor T, sremdierr et stirglg T afies wawr uferemor e
TITOAT TTHETTRIGERT G¥hTal U TReRT oy |

TTE T TR, Q034 & ST Sam|T ug fiehtur 1T, URTIEeh T STRTCTdeh! TITOHT T, eI
STATHTEAT ST, Tehishd ST FaTehl 3T T, TT% FolsTehl T, HRIHH doie Tt & T,
Tl wemT Teifaer g e, seies Teriidere stenT ™, sHeRiens fagr favmfer asmemr
YaTEehT T TR GYhla Jeqd =T | TETHT TRTR o TR, 033 AT S5k HoTeh! STaw,
FHARIR! TR0 AR T, fsmodt SamT Sufind TaT 88 dEa AT AN TH, Al dgdTs
T3, TEI T TG TS, I TAT H@T I HATCAIh! ITIHTCHTRIA YbTe Jed TRehT
TR | ST TR G STRINT, Ro%< o HRTE el ST 3ot vhid Taushl RomlT | HetTerieh!
AT 32 & 2¢ W 53, TN HIEES THRAAG T, TSHITqeh THARTSTIER FRTe FdT-,
Her feRTIeRT TeqHdT SQT3, USTHAETS fashealehloT T+ arrdesT Eebia R |

TFHTY TG G-HCHT STTRT, 0% of HaTIaTe TTEshRT a1, faepdier smemmr Sire fad, st
T IATEhed Ihg T, AT UG 9T STl AT T, URTETET TSiHiidh sEdad e U, de
FHENTS et YaH TR Jerdr ANghg THenTRIdeRT Tbid faushr frT | STaeae UeTe gur Gesra
afgfd, oo HT UldeaETel H=TEIRI HEAT HTEH, TR 1T UHATET aeere HameEr shi=d
ARTHGRE HEAT T HRITUTelah 3@ TS, Haa wuarier ar fo urefgerar fad, sriame-mr
SR TIcHTe WTeTTs STl aH18 o TehmIeier Ueheqar W T, T%dT, agaTt, Jia faeheas
FAFART SIS @RI U TR R | MR AT SR SRga HIUGUER HATHTHAT hIAERT
TS g, & FRTes TSl T, T Grdstiqeh TTeHeTs SHYEl T SHIteErT sHrs faemm
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Introduction

In ancient times, trade and transactions were conducted through bartering or using physical
commodities as currency. Much like the era of the Mahabharata, where transactions were based
on the exchange of goods or precious metals like gold and silver, cryptocurrency represents a
modern evolution in the concept of currency. Just as the characters in the Mahabharata navigated
through a complex web of alliances and betrayals, cryptocurrency operates within a complex
digital ecosystem, utilizing cryptographic principles to secure transactions and establish trust
in a decentralized manner. While the modes of exchange may have transformed over time, the
fundamentalhumanneed forareliable medium of exchange remains constant, echoingthe timeless
themes of commerce and trust exemplified in ancient epics like the Mahabharata. Crypto-currency
is a form of digital currency utilizing cryptographic techniques for secure financial transactions
and to regulate the creation of additional units. It facilitates peer-to-peer transactions across a
decentralized network, offering individuals a borderless medium for conducting financial activities.
Cryptocurrency (also known as crypto) is a digital or virtual currency that uses cryptography for
security. It operates without the control of any central bank or government. Cryptocurrencies do
not have a central issuing or regulating authority, but instead use a decentralized system to record
transactions and issue new units!. The advent of cryptocurrencies like Bitcoin and Ethereum has
given rise to new financial models that do not rely on traditional intermediaries like banks. Known
as decentralized finance (DeFi), these models allow people to lend, borrow, trade, and invest
peer-to-peer using blockchain technology. Imagine money without borders, banks, or middlemen
which is the dream of cryptocurrency and Decentralized Finance (DeFi), a potent duo reshaping
the financial landscape. Cryptocurrencies, like Bitcoin, are digital tokens secured by cryptography
that enable peer-to-peer transactions and programmable money. These tokens fuel DeFi, a

1 Kaspersky Lab, "What is Cryptocurrency?" (last visited Feb. 18, 2024), available at

https://usa.kaspersky.com/resource-center/definitions/what-is-cryptocurrency.
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network of applications built on blockchain technology. Think of DeFi as a financial playground
where you can borrow, lend, trade, and even get insurance, all without relying on traditional
institutions. This disrupts the status quo, empowering users and potentially offering lower fees
and greater accessibility. Cryptocurrencies act as the fuel, powering DeFi's innovations, while DeFi
fosters demand for specific cryptocurrencies, creating a symbiotic dance. It is still early days, with
security concerns and laws taking time to catch up. Yet, the potential is undeniable- a future
where finance is more inclusive, transparent, and user-driven, all thanks to this revolutionary
partnership. While bringing innovation, cryptocurrency and DeFi also pose regulatory and legal
challenges. A key area is taxation- as these new assets and activities generate income, questions
arise as to how they should be treated and taxed. There are also challenges around enforcing
compliance given the pseudonymous nature of cryptocurrency?. This article analyzes emerging
tax issues with cryptocurrency and DeFi across major economies like India, France, China, and
Nepal. It also provides examples to show the practical issues that tax authorities encounter. A
clear legal framework is needed so that all stakeholders, taxpayers, intermediaries, and regulators
can understand reporting obligations and implications. Well-designed regulations can support
innovation while also ensuring tax contribution from this rapidly growing space.

Key Tax Issues

In ancient times, including the era of the Mahabharata, taxation was a common practice
utilized by rulers to finance the administration of their kingdoms, support military endeavors,
and uphold societal infrastructure. Tributes, levies, and contributions were collected from various
sources such as agricultural produce, trade, and property, forming the economic backbone of
governance. The Manusmriti, an ancient legal text, provides insights into the taxation system
of that time, mentioning various types of taxes and duties imposed on different sections of
society. For example, there were taxes on agricultural produce (ksetra-kara), professional earnings
(vrtti-kara), trade and commerce (vanijya-kara), and property (bhimi-kara). In modern times,
taxation serves a similar purpose but operates within a more complex and structured framework.
Governments impose taxes on individuals, businesses, and other entities to generate revenue
for public expenditures and services. These taxes include income tax, sales tax, property tax and
corporate tax, among others. The collected revenue is used to fund essential services such as
education, healthcare, infrastructure development, defense, and social welfare programs. Tax is
a compulsory financial charge or levy imposed by the government on individuals, businesses,
or other entities to fund public expenditures and government operations. It is essentially
a contribution made by citizens and businesses to support the functioning of public services,

2 When it comes to cryptocurrency, the term "pseudonymous” refers to the fact that transactions are linked to
unique identifiers (like wallet addresses) but not directly to real-world identities. It's like using a nickname instead of your
actual name.
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infrastructure, and programs that benefit society as a whole. It basically refers to an amount of
money that a government requires people to pay according to their income, the value of their
property, etc., and that is used to finance the activities performed by the government®. A tax is a
mandatory financial charge or levy imposed on individuals or businesses by a government entity
(local, regional, or national) to collect revenue which is utilized to fund various public services and
expenditures. There are different types of taxes, each with its own characteristics and purposes.
The following are some common examples:

e Income Tax: A tax levied on individuals and businesses based on their income.
e Sales Tax: A tax levied on the sale of goods and services.
e Property Tax: A tax levied on the value of real estate.

e Payroll Tax: A tax levied on both employers and employees to fund social security and
Medicare.

While taxes may seem like a burden, they play a crucial role in funding essential public services
that benefit everyone in society. The specific taxes you pay and the rate you pay them at depend
on various factors, such as your location, income, and assets. Tax avoidance is legal, while tax
evasion is illegal. Tax avoidance involves using legal means to minimize your tax bill, while tax
evasion involves deliberately hiding income or assets from the government to avoid paying taxes.

Some key tax issues associated with cryptocurrency and DeFi include:

Characterization for tax purposes: Are cryptocurrencies currencies, commodities, securities,
or altogether new assets? The characterization impacts how income and gains are taxed.

Valuation and record-keeping: Cryptocurrencies have complex valuation challenges because
of volatility and tracing difficulties on public blockchains?®. These issues make tax calculation and
compliance tough.

Transparency and reporting: The pseudonymous nature of crypto transactions makes it hard
for authorities to identify taxpayers and ensure reporting compliance. This can enable tax evasion.

Cross-border transactions: Cryptocurrencies facilitate cross-border transfers. This raises
guestions around which country has the right to tax different transactions and activities.

New income sources: DeFi introduces new sources of taxable income like staking rewards,
lending fees, and liquidity mining. Their treatment is often unclear.

3 Encyclopaedia Britannica, "Tax," available at https://www.britannica.com/dictionary/tax
(last visited Feb. 18, 2024).
4 A blockchain is essentially a shared, digital ledger that records transactions across a network

of computers in a secure and transparent way. Imagine it like a giant, public spreadsheet that everyone
can see but no one can tamper.
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The analysis below examines each of these issues and how different countries are responding.
It highlights the uncertainty in many areas of crypto tax law, both internationally and specific to
least developed countries like Nepal.

International Perspectives

Comparing tax laws across Nepal, India, China, and France reveals a diverse landscape. Nepal
leans towards a progressive income tax system, with lower rates for individuals and increasing
rates for businesses. India employs a more complex structure, featuring multiple slabs for
individual income and a Goods and Services Tax (GST) on most goods and services. China has
a progressive individual income tax and a Value-Added Tax (VAT) system, with additional levies
on specific industries. France, known for its social safety net, boasts a progressive income tax,
VAT, and various social security contributions. While all four countries aim to raise revenue,
their approaches differ, reflecting their economic structures and social priorities. Understanding
these nuances is crucial for individuals and businesses operating across borders. There is little
consistency globally regarding cryptocurrency tax treatment. Countries have used widely different
approaches. Broadly, regulations tend to follow one of three approaches:

Tax as business income: Countries like Japan and Australia treat crypto like any other
investment where trading gains are subject to income tax. Mined coins® are also taxed as income
at market value upon receipt.

Tax as capital assets: The United States and the UK treat cryptocurrency like property or
capital assets. Sales attract capital gains tax with some allowances for personal use. The cost basis
includes fair market value of coins at mining or acquisition.

Unclear tax treatment: Many countries including India and Nepal have ambiguous regulations.
Cryptocurrencies do not cleanly fit into existing tax categories like currency, commodity, stock, or
debt. This has created an ambiguity regarding taxpayers about reporting obligations.

These different approaches globally lead to tax challenges around characterization, valuation,
and double taxation for cross-border activities. Clearer international guidelines are needed to
support compliance and avoid disadvantages for taxpayers or tax authorities depending on their
jurisdiction's stance.

Regulatory Approach of India:

Navigating the labyrinthine world of Indian tax laws can be daunting, encompassing both
direct and indirect taxes. Direct taxes like income tax levy charges on salary, business profits,

5 Mined coins are newly created cryptocurrencies generated through a process called
cryptocurrency mining.
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investments, and capital gains. Individuals pay based on progressive slabs, meaning higher earners
contribute a larger share. Companies face a flat 30% corporate tax, with additional surcharges and
levies. Profits from asset sales incur capital gains tax at varying rates depending on the asset type
and holding period. While wealth tax was abolished in 2015, other direct taxes remain essential.
Indirect taxes focus on goods and services consumed within India. The Goods and Services Tax
(GST) acts as a single levy on most goods, with rates ranging from 5% to 28% depending on
the category. Imported goods attract customs duty at variable rates, while specific domestically
produced goods like fuel and tobacco face excise duty. Tax laws in India are governed by both
the Central Government and state governments. Some minor tax laws are governed by the local
authorities such as the municipality and the local governments. Direct Taxes in India are governed
by two major legislations, Income Tax Act, 1961 and Wealth Tax Act, 1957. India has chosen
a conservation position so far, but it may move towards a more mature framework. Currently
cryptocurrencies are completely banned for use as legal tender or in the payments system under
the RBI® bank prohibition. The government also proposes banning private cryptocurrencies
entirely under a new Crypto Bill’. However, income tax authorities have already begun taxing
crypto investments made abroad or on Indian exchanges prior to the RBI restrictions. This ad-hoc
taxation reveals the challenges around crypto's legal status and valuation. Below are some key
issues highlighted under the Indian approach:

No Legal Status: In the absence of regulations that define cryptocurrencies, their legal status
is unclear. With pending litigation, it is uncertain whether to treat them as currency, commodity,
capital asset, or altogether new construct.

Tax regardless of Legal Tender: Authorities tax cryptocurrencies regardless of legal tender
status. This diverges from foreign exchange or currency taxation which only applies to recognized,
sovereign-backed mediums.

Tax Rate Confusion: Cryptocurrency's ambiguous legal construct creates confusion around
applicable tax rates. Gains can attract over 30% tax as ordinary income or business profits. But
investors argue lower long-term capital gains rates around 10-20% should apply given crypto's
capital asset-like economics.

Valuation Complexity: Cryptocurrencies require using global average prices to determine INR
value for calculating capital gains. This valuation process is complex with high volatility, multiple
global exchanges, and no standard Indian exchange rate.

Retroactive Enforcement: Sudden shifts, like banning bank access to exchanges in 2018

6 RBI stands for Reserve Bank of India.

7 India Today, "Cryptocurrency Bill in Parliament: Proposed Ban, Possible Exceptions,

and Private Crypto Explained in 7 Points," Nov. 25, 2021, available at https://www.indiatoday.
in/technology/features/story/cryptocurrency-bill-in-parliament-proposed-ban-possible-exceptions-and-
private-crypto-explained-in-7-points-1880740-2021-11-25 (last visited Feb. 18, 2024).
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with later taxation of earlier investments, disrupt public trust in tax rules. Such unpredictability
challenges compliance.

Therefore, while IT authorities attempt to tax cryptocurrency, the lack of a tailored tax policy
creates uncertainty on reporting obligations. It also risks public backlash if enforcement seems
arbitrary relative to earlier stances.

Balanced Approach of France:

France boasts a complex tax system by fusing direct and indirect taxes. For individuals, the
main direct tax is progressive income tax, where rates increase with higher income. Social security
contributions, paid by both employers and employees, form another significant levy. Wealth
tax applies to net assets exceeding a certain threshold. Businesses face corporate tax, currently
at 32%/25% depending on size, alongside value-added tax (VAT) on most goods and services.
Local taxes add another layer, varying by region and municipality. While complex, France offers
deductions and exemptions for things like housing, charitable donations, and healthcare expenses.
Compliance is crucial, with penalties for late payments or inaccurate filing. France offers a more
balanced alternative that regulates cryptocurrencies within a wider blockchain/DLT framework.
Under the PACTE Law of 20198, crypto falls under new bespoke categories called “Digital Assets"
(Actifs Numériques) (tokenized assets) and “Cryptocurrency Assets" (Actifs Numériques a Titres
Onéreux) (payment/exchange assets like Bitcoin). The law confers both legal recognition and tax
obligations tailored to crypto's novel economics. This provides legal clarity while also ensuring
crypto and DeFi activities contribute to state funds.

Here are the key components of France's tax treatment of cryptocurrency:

Capital Gains Tax: Cryptocurrencies held as personal investments attract a flat capital gains
tax of 30% on profits. This is lower than income tax rates up to 45%, recognizing crypto's capital
asset-like characteristics.

Business Income Tax: Income from mining or trading cryptocurrency as a business is taxed at
income tax rates. This can reach 45% at the highest bracket and requires proper accounting of
crypto-related business profits.

New Tax Regime for NFTs: Non-fungible tokens (NFTs) are classified as "Digital Assets" to
distinguish from cryptocurrencies for purchase. Capital gains on NFTs held over 2 years are not
taxed in France. This promotes France's art NFT market.

DeFi Taxation Under Review: The growth of DeFi requires reassessing income sources like
staking rewards, governance tokens, and fees to users. Amendments may be proposed under

8 The PACTE Law, officially known as Loi n® 2019-486 du 22 mai 2019 relative a la croissance
et la transformation des entreprises, is a French law enacted in 2019 with the goal of strengthening
and transforming the French economy.
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France's participative democratic model.

Security Tokens: Issuances of digital securities may fall under existing French securities law. This
can enable investor protection while also applying proven rules around securities-based income.

By classifying cryptocurrencies distinctly from fiat currencies, commodities, or securities
upfront in legislation, France avoids many characterization issues plaguing other countries. Tax
obligations are balanced with incentives tied to the assets' unique risks and benefits. This helps to
provide legal certainty to taxpayers while also enabling innovation in this emerging space.

Shifting Stance of China:

Navigating the tax terrain of China requires understanding its multi-layered system built on
both direct and indirect taxes. For individuals, the progressive Individual Income Tax (lIT) takes
a bite out of earnings, while businesses face a flat Corporate Income Tax (CIT). Indirect taxes
like the VAT and Consumption Tax target specific goods and services. Residing in China means
income earned both domestically and internationally falls under their tax net, but treaties may
help avoid double taxation. Foreign-invested enterprises (FIEs) play by the same tax rules as
domestic companies, potentially enjoying certain incentives. However, venturing into Special
Administrative Regions like Hong Kong and Macau means encountering distinct tax systems.
As the world's largest cryptocurrency miner, China plays an outsized role in influencing wider
regulatory attitudes. However, China's restrictive stance has whipsawed in recent years causing
market upheaval. Under a central bank notice issued in 2021, all cryptocurrency-related
transactions were termed illegal financial activity®. This continues China's bank prohibition since
2017. However, crypto mining within China has been alternately permitted, then banned, then
selectively allowed again. This unpredictable approach has hampered the development of sound
tax policy. Cryptocurrency activities have often continued covertly without proper reporting rules
amid the legal uncertainty. With the 2021 prohibition, China forwent opportunities to regulate
and tax its sizable crypto mining industry in favor of outright banning. This may enable China
to pilot a centralized Central Bank Digital Currency (CBDC), the e-CNY, as the only digital token.
However, the crypto ban may simply push activities to neighboring countries in a long run.

Unclear Regulatory Environment of Nepal:

Nepal Rastra Bank (NRB) similarly banned banks and financial firms from dealing in
cryptocurrencies. Based on general principles, any substantial income from cryptocurrency
trading or investments may need to be declared under income tax rules. Failing to report could

9 CNBC, "China central bank vows harsh crackdown on cryptocurrency industry,” Sept. 24,
2021, available at https://www.cnbc.com/2021/09/24/china-central-bank-vows-harsh-crackdown-on-
cryptocurrency-industry.html (last visited Feb. 18, 2024).
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technically be prosecuted as tax fraud or evasion. However, authorities indicate cryptocurrencies
are still under regulatory review given their relative novelty in Nepal. Concrete tax measures are
uncertain unless formal rules are implemented. This leaves Nepali citizens uncertain on their
tax obligations. It also hampers development of sound regulations aligned to the unique facets
of this technology. Overall, while no specific cryptocurrency tax rules exist presently in Nepal,
investors likely still bear general income tax reporting obligations. However, in the absence of
tailored crypto regulations, citizens face ambiguity on compliance requirements. There has been
no overall official notice as to why NRB illegalized cryptocurrency transactions.

The following are the potential reasons:

Concerns about financial stability and control: NRB or regulators may seek to limit the
adoption of cryptocurrency to retain control over monetary policy, exchange rates, and capital
flows. There may also be concerns about the effects on the domestic banking and finance sectors
if cryptocurrency adoption becomes widespread.

Risks of money laundering and illicit transactions: Regulators often cite the pseudo-
anonymity of cryptocurrencies as a risk for illegal activities like tax evasion, terror financing, and
contraband trade. Banning crypto may be viewed as closing potential regulatory gaps.

Revenue protection and ease of enforcement: By banning cryptocurrencies, regulators avoid
complexities of classifying and taxing crypto-based income streams. There are also lower costs to
enforcing prohibitive rules compared to designing oversight mechanisms.

Consumer protection concerns: High volatility and allegations of market manipulation may
raise worries about consumer losses or harms from cryptocurrency participation by Nepal's
citizens. An outright ban eliminates such exposure.

Strategic trade and foreign policy interests: Nepal's geo-political condition while situated
between China and India introduces complex dynamics. Stances of large neighbors on crypto
regulation may influence Nepal's policy position.

Should Nepal Reconsider Its Stance and Regulate Cryptocurrency?

Nepal banned banks and financial institutions from dealing in cryptocurrencies in 2017 owing
to the usual cited reasons- risks of instability, money laundering, and criminal abuse. However,
given the meteoric rise of the industry over the last 5 years, is it time for the country to reconsider
its strict stance?

A tailored yet progressive regulatory approach could unlock manifold opportunities for
economic growth, technical innovation and global integration while still addressing associated
risks. The core question Nepal must answer is: are the costs of an outright ban truly lower than
the benefits of regulation?
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Potential Upsides of Crypto in Nepal

Firstly, permitting cryptocurrency with adequate oversight could greatly expand access to
capital and investments for micro, small and medium enterprises in Nepal. The pseudo-anonymity
of cryptois a concern for regulators, but it also reduces discrimination for retail participants. With
sound regulations to prevent abuse, wider adoption can deepen financial inclusion. Secondly, the
transparency of distributed ledgers presents a powerful tool against corruption and fraud. Real-
time audits on government spending, humanitarian aid, infrastructure contracts etc. powered
by blockchain technology can transform delivery efficiency, preventing leakages that hamper
Nepal's development. Finally, balanced crypto rules and taxation policies can make Nepal a hub
for blockchain innovation, attracting investment in high-skill industries. The country's abundant
renewable energy potential also makes cryptocurrency mining a strategic opportunity. Becoming
a crypto leader could significantly boost jobs, exports, and economic growth. But risks around
price volatility, Cybersecurity and tax evasion cannot be discounted either simply based on
optimism. Hence to tap the full potential, Nepal must craft its crypto policy via substantive public-
private discourse with eyes wide open to mitigate downsides proactively through thoughtful
regulation. With the right framework, cryptocurrency can play a strong role lifting Nepal to new
heights of prosperity. Outright dismissal without exploring a calibrated, evidence-based approach
seems counterproductive at this stage. This seeks to convey opinions on both pros and cons,
while proposing that an absolute prohibition without examination of regulatory measures may
not serve Nepal's economic interests properly.

Practical Tax Challenges Globally:

Tax challenges refer to the various difficulties, complexities, and issues that arise when trying
to tax or regulate cryptocurrencies and decentralized finance activities.
Some key tax challenges associated with cryptocurrency and DeFi include:

Characterization - Defining what cryptocurrencies are for tax purposes is difficult. Are they

currencies, commodities, securities, or something else? This impacts how gains/income should
be categorized and taxed.

Valuation - Cryptocurrencies have highly volatile prices and lack consistent pricing data.
Determining the fair market value in domestic currency is complex, making tax calculations
difficult.

Record keeping - Transacting with cryptocurrencies can make properly documenting taxable
events tricky given the blockchain's pseudonymous nature. This can hamper compliance.

New income types - DeFi introduces new forms of taxable income like yield farming rewards,
governance tokens, and liquidity pool incentives. Their reporting treatment is often unclear
initially.
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Cross border flows - Transactions on global blockchains pose challenges around which country
has the right to tax what activity, especially for cross-border participants. Requires updated
international agreements.

Enforcement - The pseudo-anonymity of crypto also raises audit, investigation, and
enforcement difficulties for tax agencies to identify non-compliance or fraud. The burden of proof
for allegations can itself be challenging despite transaction transparency on blockchain.

The absence of clear and precise tax rules globally on cryptocurrencies leads to issues around:
e Tax Reporting and Valuation
e Tax Rate Confusion
e Audit Risk

e Tax Investigation Triggers

Tax Reporting and Valuation Difficulties

Calculating capital gains or income involves determining the fair market value in domestic
currency when coins are received and when they are sold or exchanged for goods and services.

However, unlike public equities, cryptocurrencies often have:
e Price volatility across different exchanges
¢ Trading volume opacity
e lack historical data spanning years

These factors make even finding applicable exchange rates complex. Taxpayers have a duty
to find reasonable valuation methods, but authorities may still dispute their approach. Domestic
exchanges can ease problems by providing transaction data and fair value estimates tailored to
local currency. Overall, the unreliable historical pricing data, extreme volatility, and volume issues
with cryptocurrency valuation make tax calculations inherently challenging even with best efforts.

Tax Rate Confusion

Given the novelty of cryptocurrencies, classification confusion can lead to applying incorrect
tax rates:

Income or Capital Gains? Many countries treat crypto gains as similar to equities or property
which qualify for preferential capital gains rates if held for over 12 months. However, some tax
cryptocurrencies like business inventory or ordinary income.

GST/VAT Applicable? Sales of goods and services for cryptocurrencies also create confusion
around value-added or sales taxes. Should GST apply based on the value of crypto paid or only on
the equivalent fiat currency value? This affects reporting.
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Therefore, whether taxes at ordinary income rates, capital gains rates, or other bases apply
often remains unclear. This makes properly filing returns difficult. Penalties for miscalculations
can be huge.

Audit and Tax Investigation Risks

The transparency of blockchain allows tax authorities to reconstruct full transaction histories
and flows. As analyticsimprove, regulators conduct both random audits and targeted investigations
around:

e Taxreporting discrepancies.

e Suspected concealment of crypto assets or income

e Links to cybercrime or money laundering

However, since cryptocurrencies are often held under pseudonyms not directly linked to
personal identities, proving tax evasion charges can be difficult. For legitimate taxpayers, privacy
coin investments and mixed coins from mining blockchain can still create audit scrutiny even if
holdings are properly declared.

Some audit triggers authorities employ include:

Transactions with Darknet Markets'®: Assuming contraband or money laundering risks even
if goods/services may be legal or claims unproven.

Coin Mixing Patterns: Disguising transaction sources or tax evasion attempts even when
mixing done for privacy reasons and holdings/tax paid properly.

Unexplained Wealth: Large crypto account balances or cash holdings without income
declaration or taxes paid commensurate to size of assets. Suspicion of tax fraud.

Therefore, while tools exist to reconstruct blockchain transactions, the pseudo-anonymity
of cryptocurrency makes conclusive civil or criminal tax prosecutions difficult. Honest taxpayers
still risk heightened scrutiny. More guidance around acceptable audit defenses and disclosure
standards based on blockchain data would support compliance.

Practical Example Explaining Tax Challenges

Consider a simplified example centered on a taxpayer named Priya living in India who began
mining and investing in cryptocurrencies like Bitcoin back in 2015:

10 Darknet markets are commercial websites that operate on overlay networks like Tor or I2P
that allow hiding IP addresses and anonymous communications. They are most commonly associated
with illegal or contraband listings, especially around recreational drugs, and controlled substances.
Buyers and sellers conduct transactions using cryptocurrencies like Bitcoin and Monero rather than
traditional payment methods. This protects privacy and avoids regulated intermediaries that could
identify participants or block payments.

qzy  J>afideh 20Tq



e 2015: Priya mines two Bitcoins when prices were around Indian rupee 25,000 per Bitcoin,
giving them a total value of Indian rupee 50,000 upon mining. But as cryptocurrencies
were relatively new at the time and not covered under Indian tax rules, she did not declare
or pay any taxes on these mined coins.

e 2018: The RBI bans local banks from dealings with crypto exchanges, causing prices to
crash. Priya buys 10 more Bitcoin during this dip at INR 300,000 apiece, paying for them
using funds abroad. She now has 10 Bitcoin she acquired by trading and 2 Bitcoin she
earned from earlier mining.

e 2021: Bitcoin prices rally 10x to INR 3 million. Priya finds a foreign buyer and sells all 12
coins abroad for INR 36 million, making INR 34 million in capital gains. She expects to pay
long term capital gains tax at 10-20% given these were held for over 3 years since mining
or buying.

e 2022: However Indian tax authorities get wind of her transaction and serve tax notices
demanding 30% tax on the full INR 36 million gains as business income, treating her
mining and trading as a commercial activity!

She faces scrutiny on the following grounds:

Tax liability triggered when the INR 50,000 worth of Bitcoin was mined back in 2015 itself per
latest rules (even if rules are not clear then).

She should have also declared trading gains in earlier years before the final liquidity event.

Tax rates are much higher as this is categorized as business activity rather than personal
investment.

Consequences: Priya faces 7 years back taxes plus penalties exceeding INR 10 million despite
paying some long-term capital gains tax abroad. Her ability to contest categorization as a business
is unclear legally and she may need litigation. This fictional but realistic scenario highlights
open questions around tax liability timing, categorization confusion, rate uncertainty, and even
retroactive enforcement that cryptocurrency investors can face given fast-changing rules. Similar
issues around DeFitaxation, proof of tax contributions, and reporting requirements also emerge as
adoption advances. Upfront regulations tailored to cryptocurrencies can prevent such challenges
to taxpayers and authorities.

Conclusion

As decentralized digital currencies and finance models catalyze innovation globally,
policymakers must balance supporting adoption with addressing risks like tax avoidance, fraud, or
money laundering. Mature regulations recognize cryptocurrencies as a distinct asset class socially
and economically. They confer calibrated tax obligations aligned to this technology's unique facets
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and the public interest. However, most jurisdictions including India and Nepal still lack clear
guidelines. This leaves taxpayers uncertain on reporting liabilities or compliance standards while
also limiting contributions to state revenue as the industry grows rapidly. Globally, divergent
regimes additionally create double taxation risks that can disadvantage law-abiding taxpayers and
discourage voluntary disclosures further. Therefore, domestic tax reforms must evolve in tandem
with diplomatic cooperation around reporting mechanisms and cross-border agreements. In
summary, cryptocurrency and DeFi present transformational yet initially disruptive models
for taxation. But countries that adopt balanced regulations can reduce compliance costs and
economic risks for all stakeholders via greater predictability, fair enforcement, and incentives for
socially constructive participation.
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Ethical Challenges for Accountants
in the Digital Age

B Bikrant Acharya
Manager, DCGF

The digital age has dramatically transformed the landscape of accounting, introducing
both new opportunities and challenges. Accountants, once primarily focused on financial
reporting, auditing, and compliance, now find themselves at the forefront of technological
change, grappling with complex ethical issues that arise from the integration of digital tools and
platforms. These issues are not merely technical but fundamentally ethical, as the decisions
accountants make can profoundly impact their organizations, clients, and the broader society.

The Evolving Role of Accountants

The role of accountants has expanded significantly with the advent of digital technologies.
Being no longer confined to the traditional functions of bookkeeping and financial management,
accountants are now expected to possess a deep understanding of digital systems, data
analytics, cyber-security, and emerging technologies such as artificial intelligence (Al) and
block-chain. This shift requires accountants to continually update their skills and knowledge to
remain relevant in a rapidly changing environment.

In this new role, accountants are not just financial stewards but also guardians of ethical
conduct in the digital realm. They must ensure that their organizations adhere to ethical
standards in the use of technology, protect sensitive information, and maintain the trust of
stakeholders. This expanded role brings with it a host of ethical dilemmas, as accountants must
navigate situations where the right course of action is not always clear.

Ethical Threats in the Digital Age

The digital age has introduced several ethical threats that accountants must be vigilant
about. These threats can undermine the integrity of financial reporting, compromise the
confidentiality of sensitive information, and lead to conflicts of interest that may not have
been anticipated in the pre-digital era. The following are some of the key ethical threats that
accountants must navigate in the digital age:
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1. Self-Interest Threat:

Self-interest threats arise when personal or organizational interests unduly influence
an accountant's judgment or behavior. In the digital age, this threat is exacerbated by the
increased availability of data and the ability to manipulate it using advanced software tools. For
example, an accountant might be tempted to alter financial data to meet performance targets
or achieve personal financial gain. The ease with which data can be accessed and modified in
digital systems increases the risk of such unethical behavior.

To mitigate self-interest threats, accountants must adhere to strict ethical standards and
maintain their objectivity. This requires a commitment to transparency and accountability,
ensuring that all financial data is accurately reported and that decisions are made in the best
interests of the organization and its stakeholders, rather than for personal gain.

2. Familiarity Threat:

Familiarity threats occur when close relationships with clients or employers lead to
biased decision-making. In the digital age, this threat is particularly relevant as long-term
relationships with clients may be facilitated through continuous digital interactions. The ease
of communication and the informal nature of digital platforms can blur the lines between
professional and personal relationships, making it more challenging for accountants to maintain
their objectivity.

For example, an accountant who has worked closely with a client for many years might
become overly sympathetic to the client's interests, leading to decisions that favor the client at
the expense of ethical standards. To counteract familiarity threats, accountants must maintain
professional boundaries and ensure that their judgments are not influenced by personal
relationships.

3. Intimidation Threat

Intimidation threats arise when accountants are pressured, either directly or indirectly, to
act in a way that compromises their objectivity. In the digital age, these threats can come from
various sources, including hackers who may threaten to expose sensitive information unless
certain demands are met. The increasing prevalence of cyber-attacks and data breaches means
that accountants must be prepared to deal with these threats and make decisions that prioritize
ethical considerations, even in the face of external pressure.

For instance, an accountant might be threatened by a hacker who has gained access to
confidential financial data and demands payment to avoid public disclosure. In such situations,
accountants must prioritize their ethical obligations and resist pressure to act in ways that
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compromise their integrity. This may involve reporting the breach to the relevant authorities
and taking steps to mitigate the impact of the attack, even if it may harm the organization's
reputation in the short term.

4, Self-Review Threat

Self-review threats occur when accountants are involved in the implementation of digital
systems and are then required to evaluate their own work. This can lead to a conflict of interest,
as it may be difficult to objectively assess the effectiveness of a system that they were involved
in creating or maintaining. The self-review threat is particularly relevant in the context of digital
transformation projects, where accountants may be tasked with evaluating the performance of
new technologies that they helped implement.

For example, an accountant who played a key role in implementing a new financial reporting
system may later be asked to audit the system's performance. In such cases, the accountant's
ability to objectively assess the system may be compromised, leading to biased or incomplete
evaluations. To mitigate self-review threats, organizations should ensure that independent
reviews are conducted by individuals who were not involved in the initial implementation.

5. Advocacy Threat

Advocacy threats arise when accountants are required to promote or advocate for a
particular position or decision that compromises their objectivity. In the digital age, this threat
is often associated with the promotion of new technologies or digital business models. For
example, an accountant might be pressured to endorse a platform-based business model that
raises ethical concerns, such as the exploitation of gig workers. The advocacy threat requires
accountants to carefully consider the ethical implications of their decisions and to resist
pressure to compromise their professional integrity.

For instance, an accountant working for a tech company might be asked to promote the
company's use of Al-driven algorithms that optimize pricing strategies. However, if these
algorithms result in discriminatory pricing practices, the accountant may face an ethical
dilemma between promoting the company's interests and upholding ethical standards. In such
situations, accountants must prioritize ethical principles and advocate for fair and transparent
practices.

Ethical Considerations in Cyber-security

Cyber-securityis one of the most pressing ethical challengesin the digital age. As organizations
increasingly rely on digital systems to store and manage sensitive data, the risk of cyber-attacks
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has grown significantly. Data breaches can lead to severe financial losses, reputational damage,
and legal consequences for organizations. For accountants, the ethical implications of cyber-
security are profound, as they are often responsible for overseeing the protection of financial
data and ensuring that proper controls are in place to prevent unauthorized access.

The ethical duty of confidentiality is paramount in the context of cyber-security. Accountants
must ensure that sensitive information, such as customer data and employee records, is
adequately protected from unauthorized access. This involves not only implementing robust
cyber-security measures but also staying informed about emerging threats and best practices
in data protection. Failure to do so can result in significant ethical breaches, as well as legal and
regulatory penalties.

Moreover, accountants must be aware of the potential for intimidation threats in the
context of cyber-security. Hackers may attempt to coerce accountants into making unethical
decisions by threatening to expose sensitive information or disrupt business operations. In
such situations, accountants must prioritize their ethical obligations and resist pressure to act
in ways that compromise their integrity. This may involve making difficult decisions, such as
reporting a security breach to the relevant authorities, even if it may harm the organization's
reputation in the short term.

Accountants must also consider the ethical implications of their actions in the aftermath of
a cyber-security breach. For example, if an organization's customer data is compromised, the
accountant must ensure that the breach is reported to the appropriate authorities and those
customers are informed promptly. This may involve difficult decisions, such as disclosing the
breach to the public, which could have negative consequences for the organization's reputation
and financial performance. However, ethical considerations demand that the accountant
prioritize transparency and honesty in such situations.

Ethical Implications of Platform-Based Business Models

The rise of platform-based business models, such as those employed by companies like
Uber, Airbnb, and Facebook, has introduced new ethical challenges for accountants. These
platforms create value by connecting consumers with producers, often with minimal physical
assets or inventory. While these business models have proven to be highly successful, they also
raise significant ethical concerns, particularly in relation to employee rights and governance.

One of the key ethical issues in platform-based business models is the treatment of workers.
Many platforms rely on independent contractors rather than employees, which can lead to
guestions about fair treatment and worker rights. For example, gig workers on platforms like
Uber may not receive the same legal protections and benefits as traditional employees, raising
ethical concerns about exploitation and inequality. Accountants play a crucial role in evaluating
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these issues and ensuring that platform-based businesses operate in a manner that is fair and
ethical.

In addition to concerns about worker rights, platform-based business models also raise
guestions about the balance of power between the platform and its users. For example,
platforms like Facebook and Google have significant control over user data, which can lead to
ethical dilemmas related to privacy and data protection. Accountants must be aware of these
issues and ensure that platforms are transparent in their data collection practices and that
users' rights are protected.

The ethical challenges associated with platform-based business models require accountants
to balance the commercial interests of the organization with the rights and interests of
workers, users, and other stakeholders. This may involve making difficult decisions, such as
advising against certain business practices that may be profitable but ethically questionable.
Accountants must also stay informed about emerging regulations and legal standards related
to platform-based business models to ensure that their organizations remain compliant with
the law.

Ethical Challenges in Distributed Ledger Technology (DLT)

DLT, such as block-chain, has the potential to revolutionize the way transactions are
recorded and verified. By creating a decentralized and immutable record of transactions, it
offers significant advantages in terms of transparency, security, and efficiency. However, the
widespread adoption of DLT also introduces new ethical challenges that accountants must
address.

One of the primary ethical concerns associated with DLT is the protection of sensitive data.
Because this involves the sharing of transaction data across multiple participants, there is a risk
that sensitive information could be exposed to unauthorized parties. Accountants must ensure
that appropriate measures are in place to protect the confidentiality of this data and to prevent
unauthorized access.
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‘MSMEs and Sustainable
Development: Paving the Way for a
Better Tomorrow’

B Mandira Thapaliya (Editor)
Manager, Head Credit Guarantee Department, DCGF

Joseph Silvanus, CEO of Dolma Consultancy, moderated the discussion. The panelistsincluded
Mr. Ramesh Ghimire, CEO of Deposit & Credit Guarantee Fund; Dr. Satyendra Timilsina, Director
at the Central Bank (Nepal Rastra Bank); Mr. Sandeep Varma, CEO of CGTMSE; and Mr. Govinda
Ghimire, Deputy CEO of NMB Bank. Additionally, Mr. Kim Joon Mo, Senior Deputy Director of
the Korea Credit Guarantee Fund, contributed remotely to the panel discussion.

Synopsis and Key Takeaways from the Panel Discussion:

Moderator welcomed the participants and panelists to the panel discussion. He briefly
introduced their backgrounds. The moderator underlined that the discussion will be on the
critical topic of how MSMEs can contribute to a better tomorrow through sustainable practices.
He then requested Mr. Ramesh Ghimire to kick off the discussion with his presentation.

SO

MSMEs & Sustainable Development: Paving
Way for Better Tomorrow

[ Panel Discussion)

Date ; 21" Sept, 2023
Time : 3:30-5:30 PM
Venue : Hotel Yok & Yeti

SpensoredlBy:
- NIMB

The presentation began with the background of MSMEs in Nepal, including Sustainable
Development Goals (SDGs) and the challenges faced by MSMEs in Nepal. It then explored the
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history and expansion of DCGF's credit guarantee schemes, highlighting their increasing role in
supporting MSMEs. The MSMEs landscape in Nepal was discussed, emphasizing their significant
contribution to GDP and employment generation. Challenges such as the lack of collateral and
poor competitiveness were noted. The presentation also highlighted DCGF's alignment with
specific SDGs and encouraged discussion on the role of stakeholders and best practices from
neighboring countries.

The kick off note presenter then left his question on "Way Forward" to the panelist and
audience to explore and answer.

The following is the synopsis of the panel discussion:

Q&A (Moderator VS Mr. Kim Joon Mo)

As, you have done a little desktop study of Nepal and you know Mr. Ghimire well.
Please talk to us about the key building blocks that we should do as a country not to
emulate you, but at least start our journey towards the products that you are doing.
From KODIT's perspective, three recommendations can be proposed to enhance MSME
financing in Nepal. Firstly, DCGF should establish a precise MSME evaluation system,
mirroring our independent credit rating approach, as seen in economically advanced
nations like Korea and Japan. This ensures self-sufficiency in credit guarantees without
depending on banks. Secondly, streamline the credit guarantee process by embracing
digital transformation. KODIT employs a digital platform enabling swift collection of
various applicant enterprise data, including financial statements, transaction records,
tax payments, debt totals, legal disputes, patents, ISO certifications, and trade partners.
Lastly, emphasize comprehensive ESG-focused support measures for MSMEs. This entails
tailored startup programs for women and young entrepreneurs, financial literacy education
for marginalized groups, and the promotion of digital transformation through lectures and
technical assistance.

Q&A (Moderator VS Mr. Sandeep Varma)

For India, we all understand India as an MSME focused country. How are you using the
India tech stack, especially on your digital journey? Just talk to us about your operations.
In India, the digital public infrastructure, known as the India stack, is revolutionizing
the banking sector by shifting from traditional lending to cash flow-based methods.
This transformation is possible because data from multiple sources, including account
aggregators authorized by the Reserve Bank of India, feeds into a unified platform.
Various stacks like GST, IT, and banks provide comprehensive borrower information when
a unique identifier like PAN or GST number is provided. The Bureau plays a pivotal role
in rating individuals. This India stack enables new concepts like ONDC (Open National
Digital Commerce), creating a marketplace where sellers, buyers, and lenders converge.
Borrowers and bankers can now choose the best matches, making it a virtual marketplace.
CGTMSE is implementing a bucketization system for MSMEs, offering guarantees based on
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risk perception, given the absence of direct borrower contact. This approach results in varying
rates for borrowers, with stronger banks like SBI offering better rates to lower-risk borrowers.
However, through partnerships with India Stack and embracing technology, CGTMSE can
effectively manage this dichotomy and offer competitive rates based on risk assessment.

From CGTMSE's perspective, on the demand side, efforts are directed towards reducing
guarantee costs, particularly in areas like ESG, where cleaning and improvement are required.
Making guarantees affordable in these areas encourages borrowing. On the supply side,
expanding guarantee coverage incentivizes bankers to lend in these priority sectors. These two
tools work in synergy to align with national priorities and stimulate lending where it's needed
most.

Q&A (Moderator VS Mr.Govinda Ghimire)

There's a growing concern about green finance, directing sectoral flows towards areas
that support economic growth and environmental sustainability. Balancing these priorities
is a complex task. While each bank has its own strategy, at the macro level, the challenge
lies in the absence of data and forward-looking options, typically offered by private equity.

Answer: COVID-19 has imparted a significant lesson to the banking industry: the importance
of digitalization. They responded by launching three digitized products. The first is a QR product,
highly digitized. The second is a platform-based Agri lending solution, eliminating manual
intervention and paperwork. The third initiative involves platform-based lending through
collaboration with Daraj.

Sustainability is a complex challenge, especially regarding global warming and climate
change initiatives within NMB bank. Integrating these activities into MSME finance and aligning
with sustainable SDGs (Seventeen goals with 169 targets) is a global challenge. Addressing
impediments faced by semi-registered and unregistered micro-businesses is vital for promoting
sustainability. Considerations include cash flow lending, responsible fund utilization, and
the role of the credit guarantee scheme, covering the 45% portfolio adhering to regulatory
guidelines. Managing technology and transitional risks, along with addressing physical and
transition risks related to global warming, is crucial. India's experience with guarantee funds
and various schemes, including educational loans, gender financing, and green bonds, offers
valuable insights. Collaboration with organizations like DCGF can boost confidence in these
initiatives, aligning with sustainable development goals and reshaping Nepal's economy, with
micro-businesses at the forefront.

Q&A (Moderator VS Dr. Satyendra Timilsina)

I've observed that countries like Korea and India have successfully digitized their
capabilities for handling data, credit assessments, and more. This suggests that we might
need to hear from you about the challenges and concerns you faced in this conversation.
What are the issues that keep you awake regarding this matter?
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Regarding the importance of MSMEs, Mr. Ghimire's emphasis on it aligns
with our perspective. We've committed to allocating at least 15% of total
investments to MSMEs in the next 2-3 vyears, recognizing their role in GDP growth.
To strengthen the capacity for paybacks, we must understand that DCGF operates differently
from an insurance scheme. It's a guarantee, so all risks must be borne internally, even though
it's predominantly government-owned. We need sufficient resources, capital strength, and
risk-bearing capabilities to promote these schemes effectively. The challenging economic
conditions, including a slowdown and rising NPL, present additional hurdles, as increased
claims and settlement amounts must be managed effectively in the coming days. This poses
a significant challenge. In terms of digitization and data, we are working on gathering more
granular information from banks within our system. Recently, we have initiated a reporting
information system that provides extensive data on various aspects, including loan portfolios,
equity structures, and deposits. This data collection process is crucial for both DCGF and the
industry as a whole. However, it's important to acknowledge that this is an ongoing process that
will take time to fully implement and integrate into our operations.

Q&A (Moderator VS Mr.Sandeep Verma)

Your work is extensive and digitized, but India, like us, has marginalized and
underdeveloped sectors such as Ladakh and Jammu. How do you ensure the adoption of
these new products and services, especially in underdeveloped regions? I'm curious about
your strategies and tracking methods, as we aim to learn from your experiences in this
regard.

Credit guarantee institutions have two powerful tools at their disposal to complement
various government initiatives. To assist units in regions like Jammu and Kashmir, Ladakh, and
the Northeast, we've reduced the cost of guarantees significantly. We charge minimal fees,
and guarantee coverage has been increased to 85% for any loan amount. This extends to
marginalized sections, including women entrepreneurs, who receive cheaper credit guarantees
with higher coverage. We've also implemented initiatives for aspirational districts, which the
Government of India has identified as having the potential to become frontrunners. These
districts receive special consideration. Additionally, for green financing with ZED certification,
we provide a 30% less guarantee fee for women entrepreneurs in aspirational districts.

Using the guarantee scheme as a mechanism, we aim to reach the last person in the queue,
addressing the challenge of effective dissemination of government schemes, particularly in
remote border areas. Information asymmetry is another hurdle, as not all stakeholders may be
equally aware of the schemes available to them. We are actively working to educate people,
including borrowers and bankers. It's essential to empower local branch officers, as their
conviction plays a significant role in deciding whether to utilize credit guarantees for deserving
individuals and businesses.
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Q&A (Moderator VS Mr.Govinda Ghimire)

It's obvious that bankers may not be fully aware of all the programs available. This lack
of awareness could be detrimental to MSME clients, particularly those in remote areas like
Karnali or Acham. Given the DCGF plays a distinct role, how do you, as a bank, ensure that all
your 86 branches, wherever they are located, operate with the same sense of responsibility
as if each branch manager were the chairman of their own branch, ensuring they are utilizing
DCGF's coverage effectively? How do you address this challenge?

The importance of sustainability is vital, and it should extend beyond the bank's perspective
to benefit the entire country. However, there might be conflicts of interest within banks and
other entities. One concern that has persisted is the timely settlement of claims from the
viewpoint of financial institutions, leading to dissatisfaction. This feedback is vital and should
be addressed.

The banking landscape is evolving, with a number of disruptions and new approaches to
products and services. The conventional reliance on collateral is shifting, and the future may
not guarantee the same security through collateral liquidation. Therefore, even if not 100%
of a bank's portfolio is covered by a credit guarantee scheme, there should be some level of
coverage to ensure the funds in customers' wallets are genuinely protected. Cash flow should
be properly managed, and the value and financing of backward and forward linkages should be
established to support SMEs in scaling up.

The collaboration between DCGF, the Bankers Association, and banks is crucial. In this context,
credit guarantees should be seen as a support mechanism for reducing losses given default
(LGD), not necessarily reducing the probability of default (PD). The mantra is that if a borrower
deserves credit, they should not be denied solely because they lack collateral, as a sovereign
substitute can provide security and work well in balance sheet terms.

Q&A (Moderator VS Dr. Satyendra Timilsina)

How can Nepal Rastra Bank support the collaboration between banks and the DCGF to
boost awareness, interest, and desire among banks to utilize credit guarantee schemes,
especially in light of digitization efforts, and what additional steps can be taken beyond
governance and capacity building to strengthen this alliance?

Certainly, your concern revolves around the mandatory nature of credit guarantee
participationfor certain government-subsidized loans, especiallythose belowacertain threshold.
It's essential for banks and institutions like yours to work together to promote financial literacy
and awareness among students and businesses, including aspects like insurance and guarantees.
Collaborative efforts are vital, butit's equally crucial to ensure that banks are willing to take on the
associated risks. In Nepal, loans below a specific threshold require guarantees, but the challenge
lies in the lack of data on loans that have been denied. This gap in data gap is significant, as it
limits insights into the loans that didn't receive guarantees. It's an important point to consider.
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Summarizing, it's crucial for institutions, regulators, and banks to collaborate, promote financial
literacy, and address the challenges surrounding mandatory guarantee participation, while also
recognizing the data gaps in understanding denied loans.

Q&A (Moderator VS Mr. Ramesh Ghimire)

You're actively taking notes and listening attentively, provide your own concise

summary of the discussion.

Here are the key points to the queries raised during discussion.

1.

The level of awareness regarding the DCGF's guarantee schemes, even among bankers,
is not satisfactory. Forums like the current one are part of the DCGF's awareness
campaign.

DCGF has planned to introduce individualistic guarantee products to cater to the needs
of individual borrowers, and amendments have been made to allow for such products.
DCGF recognizes the need to promote green financing and sustainability. Changes have
been made to existing guarantee products to make them more affordable and segment-
specific.

The objective of today's session was to discuss the role of DCGF in sustainable financing
for MSMEs in Nepal. Sustainable financing is a national priority, and DCGF aims to play
a role by introducing innovative guarantee products.

The success of sustainable financing involves multiple stakeholders, including regulators,
the government, SMEs, and financial institutions.

The session provided valuable insights to DCGF in order to adhere to its pathway to
sustainable financing.

Conclusions:

1.

MSMEs are a crucial component of the economy, contributing significantly to GDP,
employment generation, entrepreneurship, innovation, poverty reduction, and human
development index (HDI) improvement.

KODIT recommends three strategies for enhancing MSME financing: implementing a
precise MSME evaluation system, streamlining credit guarantee processes through
digital transformation, and emphasizing comprehensive support measures with a focus
on environmental, social, and governance (ESG) factors.

India's digital public infrastructure, known as the India stack, is transforming the banking
sector by enabling cash flow-based lending and providing comprehensive borrower
information through data integration from various sources.

CGTMSE in India is implementing a bucketization system for MSMEs, offering guarantees
based on risk perception, with a focus on reducing guarantee costs in areas like ESG and
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expanding guarantee coverage to incentivize lending in priority sectors.

5. Nepal faces challenges in collateral-based lending for MSMEs and balancing economic
growth with environmental sustainability. Digitization and data collection efforts are
ongoing to address these challenges.

6. Credit guarantee institutions, like DCGF in Nepal, have a crucial role in supporting
MSMEs, especially in marginalized regions. They can reduce the cost of guarantees,
extend coverage to women entrepreneurs, and promote green financing.

7. The challenge of information asymmetry and awareness about government schemes
persists, requiring active efforts to educate borrowers, bankers, and local branch officers.

8. Collaboration between DCGF, the Bankers Association, and banks is essential to promote
credit guarantee schemes as a support mechanism for reducing losses given default
(LGD).

9. Nepal Rastra Bank can support collaboration between banks and DCGF by promoting
financial literacy and addressing the challenges of mandatory guarantee participation.
Data gaps in understanding denied loans need to be addressed.

10. Collaborative efforts, capacity building, and governance are crucial elements, but
ensuring banks are willing to take on associated risks is equally importantin strengthening
the alliance between banks and credit guarantee institutions.

Takeaways:
Establish a precise MSME evaluation system similar to independent credit rating

2. Embrace digital transformation to streamline the credit guarantee process.

3. Prioritize comprehensive ESG-focused support measures for MSMEs,

4. Employ strategies to support units in underdeveloped regions and marginalized groups,
including women entrepreneurs, by reducing guarantee costs and increasing coverage.

5. DCGF may workout on premium rate based on risk perception

6. DCGF may collaborate with its counterparts abroad including CGTMSE, India for

Rz

introducing risk assessment and evaluation systems including digitization of its activities.

Moderator thanked the panelists and audience for their active participation and
contributions to the discussion. The panel discussion was adjourned with a brief
highlight and recap on future actions and follow-up steps.
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Asian Credit Supplementation Institution
Confederation (ACSIC) "Empowering Small
Businesses Across Asia”

B Ruchi Shrestha
Officer, DCGF

The Asian Credit Supplementation Institution Confederation, known as ACSIC, is the umbrella
term for several credit guarantee organizations in the region of Asia that share the same goal of
providing credit guarantee services which was established in 1987.

Deposit and Credit Guarantee Fund (DCGF) is one of the founding members of the ACSIC from
Nepal. It has 12 countries and 18 credit guarantee institutions from across Asia as members.

Top management teams convene for an annual conference in the credit guarantee industry
to discuss the new ideas and practices among the member institutions. These types of
conferences are arranged as per the need and are considered to be beneficial to the member
organizations in their respective countries.

The first ACSIC conference was held in Japan in 1987, followed by many other conferences
till the date. Nepal hosted the 7th ACSIC conference in the year 1994 on a theme- "The role
of Credit Guarantee System.", and now after almost 30 years, Nepal is hosting the 36th ACSIC
conference in the month of September in 2024 for the second time on a theme- "Financing
Innovations for Economic Growth."
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Objective of ACSIC

The objective of the ACSIC is to promote sound development of the credit supplementation
system for small businesses in Asian countries through the exchange of information, discussions,
and interchange of personnel among small business credit supplementation institutions.

Activities
To achieve the objectives, the ACSIC shall conduct the following activities:
(1) Holding meetings for information exchange and discussions for the benefit of institutions.

(2) Other activities necessary to achieve the ACSIC's objectives.

Members

Asian Credit Supplementation Institution Confederation or ACSIC is the cooperation of Asia's
credit guarantee organizations. Established in 1987, the ACSIC is Asia's largest organization
designed for credit guarantee which is participated by 18 credit guarantee institutions of 13
Asian countries.

SN Country Institution 2:::‘2 earr-
1 | Indonesia PT. Asuransi Kredit Indonesia (PT. Askrindo) 1987
2 | Indonesia Asosiasi Perusahaan Penjaminan Indonesia (Asippindo) 1987
3 | Japan Japan Finance Corporation (JFC) 1987
4 Japan J(ja'f)é)n Federation of Credit Guarantee Corporations 1987
5 | Malaysia Credit Guarantee Corporation Malaysia Berhad (CGC) 1987
6 | Nepal Deposit and Credit Guarantee Fund (DCGF) 1987
7 | Taiwan ?;;!f(%fvi;rr;hangé)rprise Credit Guarantee Fund of 1987
8 | Thailand Thai Credit Guarantee Corporation (TCG) 1987
9 | Korea Korea Credit Guarantee Fund (KODIT) 1987

10 | Korea Korea Technology Finance Corporation (KOTEC) 1989

11 | Korea F;OreRaE(F;Tderaﬁon of Credit Guarantee Foundations 2008

Q00 I>adel 20Tq



12 | Sri Lanka Central Bank of Sri Lanka (CBSL) 1987
13| Sri Lanka Sri Lanka Export Credit Insurance Corporation (SLECIC) 2017
14 | Philippines Philippine Guarantee Corporation 1988
15 E—]?J?:SaNeW Small & Medium Enterprises Corporation (SMEC) 2000
16 | India g:ies(ii;c (Cééa;s/ln;ée)e Fund Trust for Micro and Small Enter- 2008
17 | Mongolia Credit Guarantee Fund of Mongolia 2015

History of ACSIC Conferences

Since its establishment in 1987, the ACSIC has brought together 19 credit guarantee
institutions from 14 Asian countries to promote financial cooperation and development in the
region. Each year, ACSIC member institutions take turns organizing the annual ACSIC Conference,
providing a platform for industry experts and policymakers to exchange knowledge and insights
on key topics related to credit guarantee and financial stability. In addition to the conference,
the ACSIC also offers training programs to enhance the capacity and expertise of its members,

furthering its mission to support sustainable economic growth and development in Asia.

S.N | Year | Country (Host) Theme
1| 1988 Japan(SBCIC, The Present Situation and Problems of Credit Supplemen-
NFCGC) tation System of Each Country
1) The Future Prospects of the Credit Guarantee System
2) The Role of Credit Guarantee System in Economic De-
2| 1989 | Korea(KODIT) velopment
3) The Financial Policy Alteration and the Credit Guaran-
tee System
3| 1990 Malaysia(CG- The Growth of SMEs and its Solution of the 90's Credit
CMB) Guarantee System
41 1991 InelemeslEloel il The Reinforcement Measure for Collecting Recoveries
do, Perum PKK)
1992 | Thailand(SICGC) | The Role of Credit Guarantee System in Asia
1993 | Taiwan(SMBCGF) | The Credit Guarantee System of Asia
7| 1994 | Nepal(CGC Ltd) The Role of Credit Guarantee System
Philip- . . .
8| 1995 | pines(GFSME, Hloe\;vn’;?]g;totnhg zieg::nal Cooperation for the Credit Sup-
BAP-CGC) P Y
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Japan(Japan CIC, | To Create Viable SMEs and the Role of Credit Supplemen-
91 1996 .
NFCGC) tation System
10| 1997 | Sri Lanka(CBSL) Credit Guarantee Systems : Key to SME Development
Changing Economic Environment and the Role of Credit
11| 1998 | Korea(KOTEC) Guarantee System for the Technology Development of
SMEs
12| 1999 Malaysia(CG- Challenges for the Guarantee System during Economic
CMB) Uncertainties and Measures to Address
Indonesia(Askrin- | The Greater Role of Credit Guarantee towards the New
13| 2000 ) .
do,Perum PKK) Millennium
14| 2001 | Thailand(SICGC) The Credit Guarantee Sy§tem as a Mechanism for SME
Development & Economic Recovery
15| 2002 | Taiwan(SMEG) Challgnges anq Opportunities for.Cred|t Guarantee Sys-
tems in Changing Global Economic
16| 2003 Philippines(SB- Role of Credit Supplementation in the Integration of the
GFC) World Economy
17| 2004 Japan(JASMEC, New Evolution of the Credit Supplementation System for
NFCGC) Further Development of SMEs
18| 2005 | Korea(koDIT) Globallzapon Qf Crgdlt Gu.arantee System & Its Adaptation
to Changing Financial Environment
19| 2006 Malaysia(CG- Credit Guarantee in a Market-Driven Environment : The
CMB) Challenge of being Self Sustainable
50! 2007 anjjopr;erjra;](Aszlg_n- 20years of ACSIC : How The Association Contribute to The
’ ACSIC Members in Fostering The SMEs
na, PKPI)
Capital Market : An Enhancing Mechanism for Credit
21| 2008 | Thailand(SBCG) Guarantee/Insurance B How Financial Market Could Help
Credit Guarantee/Insurance Business in Global Context
The Measures Taken by Credit Guarantee/Insurance
22| 2009 | Taiwan(SMEG) System to Exert the SME B assistance Functions during the
Global Financial Crisis
53| 2010 Philippines(SB- After the Global Crisis : What's Next? The Role of Credit
GFQC) Supplementation in Economic Recovery Efforts
24| 2011 | India(CGTMSE) Emerglrlwg Challenges in en_.c,urllng Long term sustainability
of Credit Guarantee Organizations
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Aiming for New Advancement of Credit Supplementation
Systems for Growing Asian Economies Bl The 25-Year His-
tory of ACSIC and Its Future Development

Japan(JFC, NFC-

25| 2012 GO)

Contributing to Economic Vitality in Asia through the Cre-

2| AU eER(OES) ative Operation of ACSIC

271 2014 Malaysia(CG- Credit Guarantee System : Fostering a Culture of Innova-
CMB) tion to Enhance Sustainable Development
Indonesia(Asip- Measuring the Soundness and KPI of Credit Guarantee

28| 2015 . :
pindo) Coporation

Credit Supplementation : The Challenge of Creating Value
for Entrepreneurs

The 30th Year of ACSIC : Credit Supplementation System's
Accomplishment and Its Outlook
31| 2018 |India(CGTMSE) Credit Guarantee a Vehicle for Inclusive Growth

Credit Supplementation towards Sustainable Develop-
ment

29| 2016 | Thailand(TCG)

30| 2017 | Taiwan(SMEG)

32| 2019 | Sri Lanka(CBSL)

2020 Canceled (COVID-19)

Financial Support for SMEs Impacted by COVID-19:
33| 2021 |Japan(JFC, JFG) Measures Implemented in Member Countries/Regions
through Credit Supplementation

The Great Journey: How to Enhance SME Financing for

P4 2022 | e |{<ODIT) Resilient and Sustainable Growth

Looking Ahead: Fostering Green Financing for Sustainable

35| 2023 | Mongolia (CGFM) SR

Nepal (DCGF)

361 20241 ¢ 0t 20-25

Financing innovations for Economic Growth

The 36th ACSIC Conference by DCGF in 2024

The DCGEF is set to host the prestigious 36th ACSIC Conference in 2024. This event marks a
significant milestone, not only for the DCGF but also for the entire region, as it will bring together
leaders, policymakers, and professionals from the credit supplementation and guarantee sector
to discuss, deliberate, and drive forward the agenda of innovation and resilience in financial
systems.

Theme: Financing Innovations for Economic Growth

The theme for this year's conference, "Financing Innovations for Economic Growth" is both
timely and relevant. The financial landscape is rapidly evolving, influenced by technological
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advancements, regulatory changes, and the need for more robust financial inclusion strategies.
The conference will explore how innovation can drive efficiency, improve access to credit, and
enhance the resilience of financial institutions against economic shocks.

Key Highlights

Inaugural Ceremony: The conference will kick off with an inaugural ceremony graced
by dignitaries from Nepal's Government, representatives from ACSIC member institutions,
and international guests. This session will set the tone for the conference, emphasizing the
importance of collaboration and innovation in achieving sustainable financial systems.

Experts, Panel Discussions, Fireside Chat, Interactive Role-plays: Over the course of the
conference, attendees will have the opportunity to participate in a series of panel discussions,
fireside chat, and interactive role-play etc. featuring experts from around the world. Topics will
include the role of digital transformation in credit guarantee, risk management strategies, and
the impact of regulatory changes on financial guarantees.

Chief Delegates Meeting (CDM): The Chief Delegates Meeting (CDM) during the 36th ACSIC
Conference will be attended exclusively by the Chairman and CEO of each member institution.
In preparation for the meeting, the host country has developed a set of tentative agenda
items, which will be circulated among the Chief Delegates of the ACSIC member institutions for
consideration and voting.

The agenda items include the following:
Approval of the Minutes of last year's CDM of ACSIC Conference:

Delegates will review and approve the minutes from the previous year's CDM, ensuring that
the records are accurate and reflective of the discussions and decisions made.

Confirmation of the Host for the Next Year's ACSIC Conference and Training:

This agenda item will seek the delegates' confirmation of the host institution for the
upcoming year's conference and training program, solidifying the commitment made by the
selected host.

Selection of the Host for the ACSIC Conference and Training to be Held in next Two Years:

Delegates will vote on the host institution for the conference and training that will take place
in two years, allowing sufficient time for planning and preparation.

Proposed Amendment to the Objective of ACSIC:

Any proposed amendments to the objectives of the ACSIC will be presented and voted upon,
ensuring that the organization's goals remain aligned with the evolving needs of its members.

Other Matters / Recommendations:
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This item will allow for the discussion of any additional matters or recommendations put
forward by the delegates, providing an opportunity for open dialogue and collaboration.

Each member institution will have one vote, and the voting results will be compiled by
the host country. These results will be shared with the Chief Delegates for final approval. Any
agenda items that require further discussion will be addressed during the CDM and may be
carried forward to the next year's conference for resolution.

This structured approach to the CDM ensures that all member institutions have an equal
voice in the decision-making process and that the outcomes are both transparent and reflective
of the collective will of the ACSIC members.

Networking Opportunities: The ACSIC Conference is renowned for its networking
opportunities. Attendees will have ample time to connect with peers, forge new partnerships,
and discuss collaborative projects. The exchange of ideas and experiences will be invaluable in
driving forward the collective goals of the ACSIC community.

Excursion Programs: The DCGF has organized a series of captivating excursion programs
around the Kathmandu Valley. These excursions will offer delegates a unique opportunity
to experience the rich cultural heritage, natural beauty, and vibrant local life of Kathmandu,
making their conference experience both enlightening and memorable.

The Role of DCGF in Financial Stability

As the host of the 36th ACSIC Conference, the DCGF underscores its commitment for
promoting financial stability and inclusion in Nepal. The DCGF's role in providing credit
guarantees is crucial in fostering confidence in the banking sector and ensuring that financial
institutions can extend credit to underserved segments of the population. By hosting this
conference, DCGF aims to highlight its achievements, share its experiences, and learn from the
successes and challenges of its peers.

Conclusion

Credit guarantee organizations like the DCGF are crucial enablers of innovation, providing the
financial support and risk mitigation necessary to turn innovative ideas into reality. By facilitating
access to finance, promoting inclusive growth, and encouraging sustainable innovations, these
organizations play a vital role in driving economic development and fostering a dynamic and
competitive innovation ecosystem. The conference is expected to be a transformative event,
driving forward the agenda of innovation and resilience in credit supplementation. With a focus
on embracing new technologies and strengthening financial systems, the outcomes of this
conference will undoubtedly contribute to a more inclusive and resilient financial future for all.
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AML-CFT Supervision regime in

Nepal Rastra Bank

B Abhiyan Upadhyay

Deputy Director, Money Laundering Prevention Supervision Division, NRB

Anti-money Laundering (AML) and Countering the Financing of Terrorism (CFT) are
emerging concepts in Nepal and have been seen with great interest in the financial sector of
Nepal for the past few years. The AML/CFT regime in a country is guided by various factors.
An appropriate supervisory mechanism is one of the major building blocks for an effective
and enforceable AML/CFT regime. Accordingly, Nepal Rastra Bank (NRB), a central bank
that regulates and supervises different kinds of entities, has been engaged in regulation and

supervision with specific regard to Money Laundering/Terrorist Financing.

Overview of ML/TF Supervision in NRB

To understand the ML/TF supervision regime in NRB, one has to delve into the organizational
structure and various entities supervised or regulated through various departments. The
following table helps us to understand various prudential regulatory and supervisory

departments under NRB and various reporting entities under those departments.

Prudential Supervisory . ..
S.N. | Regulatory Department Department Reporting Entities
Banks and Financial Bank Supervision 1. A Class Commercial Banks
1 Institutions Regulation De artn:)ent (BSD) 2. Infrastructure Development
Department (BFIRD) P Bank
Ban.ks qnd Fmanual. F|nanC|.a|. Institutions 1. B Class Development Banks
2 Institutions Regulation Supervision Department 5 C Class Finance Companies
Department (BFIRD) (FISD) ' P
Ban.ks gnd Fmanmalh Mlcroﬁhance N 1D Class Microfinance
3 Institutions Regulation Institutions Supervision Institutions
Department (BFIRD) Department (MISD)

R0O%
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Banks and Financial cl:.olr-!;earljiuerschase Loan Providing
4 Institutions Regulation 2. Cooperative Bank
Department (BFIRD) Non-Bank Financial 3' HIDCL
Institutions Supervision '
Department (NBFISD)
Foreign Exchange 1. Remittance Companies
5 Management (Foreign Currency)
Department (FEMD) 2. Money Changers
1. Payment System Operators
6 Payment Systems Payment Systems (PSOs)
Department (PSD) Department (PSD) 2. Payment Service Providers
(PSPs)

In order to perform AML/CFT specific supervision of all the above reporting entities, the
Money Laundering Prevention Unit was established within the Bank Supervision Department
in March 2020, at the dawn of Nepal's Mutual Evaluation Process. The unit was expanded to
work as a separate division within the Bank Supervision Department in Mid-January 2023 and
since Mid-July 2024, the division, namely Money Laundering Prevention Supervision Division
has been functioning independently.

In addition to the above NRB licensed or regulated entities, NRB has been entrusted as a
regulatory body of Employees Provident Fund (EPF), Citizens Investment Trust (CIT) and Postal
Savings Bank (PSB) (currently all the units of PSB have been merged with Rastriya Banijya Bank)
on AML/CFT issues vide decision of Council of Ministers on Kartik 25, 2075. Such delegation of
power has been made under Section 7.na of the Asset Laundering Prevention Act, 2064.

Also, NRB is the regulatory body of 'A' Class Commercial Banks, 'B' Class Development Banks,
'C' Class Finance Companies, 'D' Class Microfinance Institutions, Infrastructure Development
Bank, Remittance companies, Money changers, Payment Service Providers, Payment System
Operators, Cooperative Bank and Hire purchase loan providing companies through provisions
under Nepal Rastra Bank Act (2058), Banks and Financial Institutions Act (2073), Foreign
Exchange Regulation Act (2019) and Payment and Settlement Act (2075).

Further, Annexure 2 of the National Strategy and Action Plan on prevention of fiscal
investment on money laundering and terrorist financing (2076-81), an important document
that sets specific strategies and action plan to develop a robust the AML/CFT framework in
Nepal, specifically mentions NRB as the regulator of following entities under the AML/CFT
regime:
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A, B, C and D Class Financial Institutions
Remittance Companies

Money Changers

Payment Service Providers (PSPs)
Employees Provident Fund

Citizens Investment Trust

Public Debt and Securities

Other institutions licensed by NRB

© N o Uk~ W

Some of the entities mentioned in the previous table that are not explicitly mentioned in the
Annexure are implicitly covered under 'other institutions licensed by NRB'.

Applicable Laws and Regulations on ML/TF Supervision

Asset Laundering Prevention Act (2064) and Asset Laundering Prevention Rule (2073) are
pivotal documents to shape the ML/TF prevention regime in Nepal. Section 7na of the Asset
Laundering Prevention Act (2064) contains provisions on determining regulators and supervisors
for reporting entities and Section 7pa of the same act mentions roles, responsibilities and
rights of regulatory bodies. Rule 15 of the Asset Laundering Prevention Rule (2073) further
emphasizes on roles, responsibilities and rights of regulatory bodies.

For an effective AML/CFT regime, NRB has issued various directives that are enforceable by
law. BFIRD has issued directives to A, B and C Class financial institutions on AML/CFT issues in
directive number 19. Similarly, BFIRD has issued a directive to D Class Microfinance Institutions
on AML/CFT issues in directive number 18. BFIRD has also issued a directive to Infrastructure
Development Banks on AML/CFT issues in directive number 17. Likewise, directive number 1
issued by BFIRD to EPF and CIT contains provisions on AML/CFT initiatives and actions necessary
to be taken by those reporting entities.

FEMD has dedicated directive number 27 to money changers and remittance companies so
as to effectively comply with AML/CFT measures. PSD has also issued directive number 14 to
PSPs and PSOs (other than Banks and Financial Institutions) to comply with AML/CFT measures.
Recently, AML/CFT directive has been issued to Hire purchase loan providing companies.

These directives are instrumental to shape ML/TF prevention regime in reporting entities
that are regulated by NRB. However, without adequate supervision of reporting entities
these regulations are ineffective and inefficient to obtain goals of prevention of ML/TF. So, for
conducting supervision of A, B, C, D class financial institutions and infrastructure development
banks, 'Manual for Supervision and Inspection of Banks and Financial Institutions on Anti Money
Laundering and Countering the Financing of Terrorism, 2020' has been prepared and approved

0z I>afdel 20T9



to guide supervisors of those entities to adopt appropriate supervisory tools. Inspection
and Supervision Bylaws (2074), Foreign Exchange Transaction Licensing and Inspection
Bylaws (2077), Money changer Licensing and Inspection Bylaws (2077) and Payment System
Inspection and Supervision Bylaws (2078) are some of the important documents necessary for
documenting and streamlining efforts on ML/TF supervision regime in NRB.

Further, 'AML/CFT Risk based supervision manual for PSPs and PSO 2080' to supervise
PSPs and PSOs and 'A Manual for AML/CFT supervision of Remittance Companies 2024" are
recent supervisory manuals to guide supervisors in conducting specific supervision of relevant
reporting entities. All supervisory manuals have offsite and onsite supervisory frameworks.

Evaluating and Assessing the Efficiency of Supervision

The Financial Action Task Force (FATF), an inter-governmental body whose objectives
include setting standards to combat money laundering, the financing of terrorism and the
financing of proliferation of weapons of mass destruction and supporting the implementation
of these standards, has issued 40 recommendations in 2012 and methodology for assessing
compliance in 2013. These documents help assess the overall AML/CFT regime of a country.
Specifically, to improve supervisory practices of financial institutions, FATF has issued two
recommendations: Recommendation 26 (Regulation and Supervision of Financial Institutions)
and Recommendation 27 (Power of supervisors). Similarly, to assess supervisory practices of
regulatory authorities, FATF has a measurement approach mentioned in Immediate Outcome
number 3 where supervisors should appropriately supervise, monitor and regulate financial
institutions for compliance with AML/CFT requirements commensurate with their risks.

Further, Basel Committee on Banking Supervision (BCBS) has issued 'Core principles for
effective banking supervision to standardize and guide central bankers on effective banking
supervision practices. Principle 8 mentions the supervisory approach to be adopted and
principle 9 emphasizes the supervisory techniques and tools. A more relevant principle with
regard to AML/CFT is principle 29 which elaborates on the abuse of financial services, which
comes alongside ML/TF risks.

These two guiding documents- the FATF recommendations and the core principles issued by
BCBS- are instrumental to evaluate the efficiency of ML/TF supervision, identify the focus areas
and adopt necessary changes in supervisory mechanism.

It is important to note that Nepal's recent Mutual Evaluation rating concludes Low level of
effectiveness in Immediate Outcome 3, which indicates that the Immediate Outcome is not
achieved or achieved to a negligible extent and fundamental improvements are needed. With
respect to NRB, the report has provided following Recommended Actions in order to strengthen
AML/CFT supervisory regime:
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NRB's new AML/CFT Supervision Division should be appropriately resourced to deliver
supervision across all NRB supervised Fl sectors. NRB should continue to embed and
refine its risk-based supervision framework for commercial banks. This framework
should also be leveraged to develop risk-based supervision across all NRB supervised
sectors, with the frequency and intensity of offsite and onsite supervision determined
on the basis of risk.

Nepal should address legal/technical deficiencies relating to market entry and fit and
proper requirements and actively prevent criminals and their associates from ownership
or management of Financial Institutions. This should prioritize higher risk sectors such
as commercial and development banks.

All supervisors should apply proportionate and dissuasive sanctions for AML/CFT
noncompliance. Casinos should also be sanctioned for engaging inillegal foreign currency
or Money Value Transfer Service (MVTS) transactions in violation of the FERA.

For the MVTS sector, Nepal should continue to promote and incentivize remittance
through formal channels, while identifying and applying proportionate and dissuasive
sanctions to illegal MVTS providers/hundi.

Sector and cross-sector vulnerability analysis should be undertaken to increase
understanding of risks including with cash transactions, foreign currency transactions,
legal persons and arrangements, hundi, casinos, real estate, precious metals or stones
and cross-border activities.

Is5itdei 20T



Fundamental Analysis of Stocks:
An Overview

B Kul Chandra Rijal
Senior Officer, Nepal Stock Exchange Limited (NEPSE)

Introduction

Generally speaking, fundamental analysis studies and examines the companies' economic,
business and financial health that include assessment of both qualitative and quantitative
information. More precisely, it comprises an examination of a company's financial reports (such
as income statement and balance sheets) in order to analyze several financial indicators (such
as revenues, earnings, liabilities, expenses and assets). This analysis is usually carried out by
analysts, brokers, researchers and investors.

In fundamental analysis we usually use either or both of the following approaches:

Top-down approach: In this case, the analyst investigates both international and national
economic indicators such as GDP growth rates, energy prices, inflation and interest rates. The
search for the best asset then trickles down to the analysis of the total sales, price levels and
competition in a particular sector in order to identify the best company of the sector.

Bottom-up approach: In this method, the analyst starts the searching analysis within a specific
sector irrespective of its industry.

With the aim of determining which stock an investor should buy/sell and at what price, two
basic approaches can be conducted:

Fundamental analysis: This approach postulates that the stock market may misprice an asset
in the short- run but not in the long-run, while helping to attain the correct price.

Technical analysis: This approach considers that all information is already reflected in the stock
price. In this situation, the investor believes that “the trend is his friend,"sentiment changes
and predicts trend changes. The price predictions based on the technical analysis are just
extrapolations from historical price patterns.

Investors may use one of the above-mentioned approaches or combination of these. For
example, as many fundamental investors use technical analysis to decide entry and exit
points, some technical investors use fundamentals to restrict their portfolios, only to “good
and financially healthy companies" (Menezes, 2010). The choice of which approach should
be applied is determined by investor's belief in different paradigms for “how the stock market
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actually works".

In this article our focus is on fundamental analysis of the stock market. Fundamental analysis is
important for choosing best stocks on the following grounds:

e |t allows the investors to identify companies with durable or long-term competitive
advantages;

e |tiseasytoimplement;

e |t is structured and consistent process performed on the basis of the available financial
reports;

e [tisuseful toselect potential stocks to acquire, this facilitating the make-up of an investment
portfolio;

e |t allows the estimation of the intrinsic value or real value of the stocks.

Where to Find Fundamentals for a Company

Finding reliable and valid information for the purpose of fundamental analysis is equally
inevitable for making value investment. Some of the most common and reliable sources for the
fundamentals of a company include the following:

Company filings: Public companies are required to file regular reports with the regulators like
Securities Board of Nepal (SEBON), Nepal Stock Exchange Limited (NEPSE) such as quarterly
reports, annual reports, corporate actions and minutes of Annual General Meeting (AGM).

Company website: Most publicly traded companies have an investor relation section
that provides quarterly reports, annual financial statements, earnings releases, investors'
presentations, and many more relevant information for shareholders and potential investors.

Newspapers and online news portal: Newspapers and many online news portals provide
financial and share market news, analysis, and fundamental data of publicly traded companies
including financial statements, key ratios and analyst views and ratings.

Industry trade journals: Trade publications covering specific industries can provide valuable
insights in industry trends, competitive dynamics and company-specific developments that
inform the concerned about the fundamental analysis.

Research reports: Many research firms produce research reports on companies they are
affiliated to, often with a detailed fundamental analysis and investment recommendations
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Most commonly used indicators in financial analysis

Qualitative Factors

It takes into account information that cannot be expressed in numbers. Broad macroeconomics
factors such as GDP growth, inflation rate, interest rate, government policies on one hand and
company specific factors like management experience and performance, corporate governance,
industry & competition advantages, stakeholder's satisfaction etc. are the prime qualitative
factors that have to be considered while making fundamental analysis.

Quantitative Factors

It is related to information that is shown in a company's financial statements. It involves
measuring simple statistical data to complex calculations. This analysis helps you to evaluate
investment opportunities such as when to buy and sell securities at what price. Following key
factors should be considered while making fundamental analysis.

Earnings per share (EPS): EPS is one of the most commonly used ratios in fundamental analysis.
It is calculated by dividing the Net Income of the period under consideration NI, by the Average
of Outstanding Shares in the stock market AOS. An important aspect of the EPS, which many
investors ignored is the level of equity. For example, if two different companies have the same
amount of EPS the most efficient one is one which requires less capital to attain the same EPS.

Buffet and Clark (2008) argue that competitive advantage are crucial because companies with
strong competitive advantage are more likely to generate higher earnings; higher EPS. In the
context of the Nepalese capital market also, there is a strong earnings effect on the price of
stocks, according to Pradhan (2008).

Return on Equity (ROE): Another important indicator of financial analysis is a competitive and
long-lasting company usually presents a high ROE which is calculated dividing the Net income,
NI of the company by the Shareholders Equity, SE. This ratio can be interpreted as a measure of
the company's efficiency. However, it also has some limitations. For instance, when a company
pays a dividend, there is a decrease of its equity and a sharp increase in ROE, which does not
reflect the real value of the firm.

Price Earnings Ratio (P/E): Another tool, Price Earnings Ratio of stock is the measure of the
price per share weighted by the annual net income per share. The P/E ratio can be calculated by
dividing the company's market price per share by its earnings per share. According to this ratio,
a higher P/E means that investors are paying more per each unit of net income and vice versa.

Price-Book Ratio (P/B): Price-book ratio is a metric used to compare a company's book value to
its current market price. Book value refers to the portion of the company held by shareholders; it
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corresponds to the company's tangible assets less its total liabilities. P/B ratio can be calculated
by dividing the market price per share by its book value per share. Lower ratios may indicate
that stock is undervalued, while higher ratios may suggest that it is overvalued.

Dividend Yield: The dividend yield is a financial ratio that shows how much a company pays out
in dividends each year relative to its stock price. Dividend yield Indicates Company's financial
strength and boosts shareholder and management confidence .A high dividend yield may not
always be great. For example, a company may be better off retaining cash to expand its company
so investors are rewarded with higher capital gains via stock price appreciation.

Debt-Equity Ratio (D/E Ratio): D/E Ratio depicts how much debt a company has compared to
its equity. It is calculated by dividing a company's total debt by total shareholder equity. Note
a higher debt-to-equity ratio states the company may have a more difficult time covering its
liabilities. Among similar companies, a higher D/E ratio suggests more risk, while a particularly
low one may indicate that a business is not taking advantage of debt financing to expand.

Nepalese Context

Though there is a lot of talk about fundamental analysis ongoing in the stock market, its
applicability is very low. The movement at the Nepali stock market does not go hand in hand
with indicators shown by fundamental analysis. NEPSE has no relation whatsoever with political
and economicideologies, political leaders, the performance of the listed firms, or the economy's
performance. If anything, its behavior is inversely correlated with the economy. In fact, NEPSE
has never reflected the actual economic condition of the country.

Whenever Nepal's economy was devastated, NEPSE hit record-high performances. Be it the
2015 mega earthquake-induced economic crisis or the 2020 Covid crisis, NEPSE made all time
high historical records. In hindsight, one could argue that the security market in Nepal is not
driven either by economic indicators or individual performances of the listed firms. Instead,
it was/is driven by irrationality, asymmetric information, and the absence of alternative
investment opportunities. Small and not-so-well-informed investors make decisions based on
misleading information on social media such as Facebook, YouTube, and Clubhouse rather than
analyzing the indicators of fundamentals.

Conclusion

Fundamental analysis uses future and present data in order to estimate the fair stock
market value and to predict future value. It usually begins by analyzing the macroeconomic
environment, analyzing sectors and then financial statements in order to determine the real
value of the company. The aim of the analysis is not only to find a successful company, but to
find the companies that are worth more than other investors estimate. Fundamental analysis
is suitable for investors who have a long-term investment horizon and prefer a fundamental
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understanding of the companies they invest in. However, it requires time, research, and
analytical skills. Investors with shorter investment horizons or those who rely more on technical
analysis may find other approaches more suitable.

The Nepali stock market has seen a tremendous surge in popularity and interest in recent years.
Individuals are becoming increasingly interested in stock trading and financial activities. At
the same time we observed a volatile and rumor driven Nepali capital market where investors
showed irrational behavior through rumors and noise instead of properly analyzing the stocks.
In these circumstances, investors should need to thoroughly look into fundamental analysis
for value investing which ultimately leads to profitability. Hence, in order to reap the better
opportunities from the capital market every investor must research objectively and use the
techniques and tools of fundamental analysis before investing.
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Competitive Landscape Assessment
and Investment Planning

B Narayan Paudel
Assistant Director, SEBON

In the ever-evolving world of finance, risk assessment and investments are essentially linked,
guiding investors through the complex terrain of opportunities and challenges. As per the
intense competition at present, having vigorous contingency plans before making investment
decisions is imperative. This article delves into the critical relationship between risk assessment
and investors, exploring the significance of data, facts, and strategic planning in the realm of
investments.

The dynamic landscape of investments, especially in emerging markets like Nepal, demands
for a healthy contingency plan. Nepal, with its unique economic challenges and opportunities,
requires investors to navigate risks carefully. This article explores the significance of contingency
planning in securing investments, analyzes past and present risk scenarios in Nepal, and
proposes strategies for a more secure financial future. Investing inherently involves risk; it's
the uncertain element that fuels the potential for profit. However, blind investments, without
research or planning, often lead to losses. Striking a balance between embracing risk and
informed decision-making is crucial for investors. This article explores the delicate equilibrium
between risk and proficiency in investments, examining scenarios, and providing real-world
examples to highlight the significance of market research, planning, and patience in achieving
trading success.

Understanding risk assessment in investments is a crucial factor at present in promotion
of quantifying Risk: A Data-Driven Approach. A data-driven approach involves analyzing
historical data, market trends, and economic indicators to quantify potential risks. Statistical
models and algorithms assess volatility and predict market behavior, providing investors with
valuable insights. It also helps in diversification and risk management. Spreading investments
across different asset classes, sectors, and geographical regions reduces the impact of poor
performance by a single investment. This strategy acts as a shield during market fluctuations.
Thorough due diligence and research are essential components of risk assessment. Investors
scrutinize company fundamentals, industry trends, and competitive landscapes. In-depth
analysis mitigates risks associated with unforeseen market events and industry-specific
challenges.
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Similarly, the role of investors in risk assessment is of vast importance. Informed investors
base their decisions on concrete facts and figures. Analyzing financial statements, market
reports, and economic forecasts equips investors with the knowledge needed to assess risks
accurately. Understanding the correlation between data points enables strategic decision-
making. Along with this, an investor with strong emotional intelligence plays a pivotal role in
risk assessment. Investors must recognize their risk tolerance levels and emotional biases.
Emotional decision-making often leads to impulsive actions, which can result in significant
losses. Rationality and emotional resilience are vital attributes for successful investors. In
addition, for building resilience, having the idea of contingency planning for an investor is an
asset. It involves preparing for unforeseen circumstances. Investors create strategies to navigate
various scenarios, including market downturns, geopolitical tensions, and economic recessions.
Building resilience through contingency plans safeguards investments and minimizes potential
losses.

Keeping these things apart, we cannot underestimate the significance of data and facts in
risk assessment. It helps investors unveil patterns and trends with big data analytics. Big data
analytics revolutionize risk assessment by processing vast amounts of data to unveil patterns
and trends. Machine learning algorithms analyze market data in real-time, providing investors
with actionable insights. Big data enhances predictive modeling, enabling investors to anticipate
market movements. Similarly, blockchain technology ensures transparency and security
in financial transactions. Immutable ledgers provide a tamper-proof record of investment
activities. Smart contracts automate processes, reducing the risk of fraud. Blockchain-based
platforms enhance investor confidence and foster trust in the investment ecosystem. Another
element is fact-based decision-making, which is a pillar of investment success. While relying
on accurate data, investors can assess market conditions, evaluate potential risks, and make
informed choices. Fact-based decisions mitigate speculation and enhance the overall stability
of financial markets.

Contingency Planning: A Shield in Trading Sectors

Contingency planning acts as a shield for investors in the trading sectors, especially in Nepal's
context. It involves foreseeing potential risks and devising strategies to mitigate their impact.
Here's how it helps secure investments:

1. Risk Diversification: Contingency plans encourage diversification, spreading investments
across different sectors and asset classes. This strategy reduces the impact of a downturn in
any specific sector.
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2. Adaptability: A well-thought-out contingency plan enables investors to adapt swiftly to
changing market conditions. Quick decision-making based on predefined strategies helps in
minimizing losses.

3. Liquidity Management: Contingency plans often include provisions for managing liquidity
during market volatility. Having access to liquid assets ensures that investors can capitalize on
opportunities even during uncertain times.

Now, let's understand Nepal's Investment Landscape in the past and at present.

Nepal, in the past, faced challenges like political instability, lack of infrastructure, and limited
access to global markets. These factors deterred foreign investments and hindered economic
growth. At present, it somehow shows a promising environment. Improved political stability,
infrastructure development, and trade agreements have helped attract foreign investors.
However, challenges such as regulatory complexities, inadequate legal frameworks, and
fluctuating global markets still persist.

Future Prospects: Charting a Secure Financial Path

1. Strengthening Regulatory Frameworks: Nepal needs to strengthen its regulatory
frameworks to instill confidence in investors. Clear and consistent regulations protect
investors' rights and create a stable investment environment.

2. Promoting Technological Integration: Embracing technology enhances transparency and
efficiency in trading sectors. Implementing block chain technology and online trading
platforms can revolutionize Nepal's financial markets.

3. Investing in Education and Skill Development: A skilled workforce enhances productivity
and attracts foreign investments. Investing in education and skill development programs
ensures that Nepal has a workforce capable of meeting the demands of a rapidly evolving
market.

4. Fostering Global Partnerships: Establishing strategic partnerships with neighboring
countries and global economic powers opens avenues for trade and investments.
Bilateral agreements and collaborations create a mutually beneficial environment for
investors.

Advancements in artificial intelligence (Al) and machine learning (ML) are revolutionizing
risk assessment. These technologies analyze vast datasets in real-time, identifying patterns and
predicting market movements with unprecedented accuracy. For instance, hedge funds and
investment firms are employing Al algorithms to analyze market sentiments, news articles, and
social media trends. This analysis helps in making data-driven investment decisions, minimizing
risks associated with market volatility.
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Example: Hedge funds like Renaissance Technologies utilize sophisticated Al models to
assess market risks. Their algorithms process enormous amounts of data, enabling them to
make split-second trading decisions and achieve consistent profits.

In addition, blockchain technology is enhancing transparency and security in investments.
Blockchain's decentralized and tamper-proof nature ensures the integrity of financial
transactions, reducing the risk of fraud and manipulation. Smart contracts automate processes,
ensuring that terms of agreements are met without the need for intermediaries.

Example: Security Token Offerings (STOs) leverage block chain to represent ownership of
real assets digitally. Investors can trade these tokens on block chain platforms securely. The
transparency of blockchain technology ensures investors that their ownership rights are
protected, reducing the risk of fraudulent activities.

Another component is environmental, social, and governance (ESG) factors. At present,
they are becoming pivotal in investment decisions. Companies with strong ESG practices
are considered less risky due to their sustainable and ethical business models. Investors are
increasingly integrating ESG criteria into their portfolios, while encouraging responsible
corporate behavior.

Example: The rise of ESG-focused funds like BlackRock's Sustainable ETFs showcases the
shift toward responsible investing. By investing in companies committed to sustainable
practices, investors not only mitigate risks associated with environmental and social issues but
also contribute to positive change.

The Role of Risk in Investments

Investments and risk are inseparable. High-return opportunities often come with high risks.
For instance, investing in emerging markets or startups can yield substantial profits, but the risk
of failure is significant. The key is to assess these risks comprehensively and make calculated
decisions.

Scenario 1: Volatile Markets

Consider the scenario of investing in cryptocurrency. Cryptocurrencies are known for their
volatility. While the potential for rapid gains exists, the market can also plummet unexpectedly.
An investor, without research, might invest blindly, leading to substantial losses during market
downturns.

Talking about the importance of research and planning, market research provides insights
into market trends, competitor analysis, and consumer behavior. For instance, before investing
in the stock market, understanding of a company's financial health, market position, and future
growth prospects can guide investment choices.
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Scenario 2: Company Stock Investment

An investor interested in tech stocks conducts thorough research and discovers a promising
startup with innovative technology. By investing wisely via understanding the company's vision,
and recognizing market demand, the investor can secure significant profits as the company
grows.

In contrast, to open a road map for better investment prospects, planning is important.
It thus involves setting clear investment goals, diversifying the portfolio, and establishing exit
strategies. It's akin to charting a roadmap to navigate the complexities of the investment
landscape.

Scenario 3: Real Estate Investment

Consider real estate investment. An investor plans to invest in rental properties. Through
careful financial planning, the investor assesses rental yields, property appreciation rates, and
potential maintenance costs. This meticulous planning ensures a steady income stream and
long-term profitability.

Along with these elements, another important element includes the need for patience.
Patience is the bedrock of successful investing. Markets fluctuate, and short-term losses are
part of the process. Patience allows investors to weather these storms and capitalize on long-
term growth opportunities.

Scenario 4: Long-Term Stock Investment

An investor purchases blue-chip stocks of a stable company and holds them despite
witnessing market fluctuations. Over the years, these stocks steadily appreciate and investors
enjoy substantial profits, showcasing the power of patience in wealth accumulation.

Conclusion: A Secure and Prosperous Financial Future

Navigating the intricate world of investments in Nepal demands a combination of strategic
planning, risk analysis, and adaptability. By acknowledging the challenges of the past, addressing
present risks and embracing future opportunities, Nepal can create a secure financial future
for its investors. With a proactive approach, strengthened regulatory frameworks, and global
collaborations, Nepal's trading sectors can thrive, attracting both local and foreign investments.
Through these efforts, Nepal can emerge as a stable and prosperous hub for investors in the
years to come. Embracing data, facts, and strategic planning empowers investors to navigate
uncertainties and make prudent decisions. By understanding the distinctions of risk assessment
and leveraging the available tools and technologies, investors can forge a path towards financial
prosperity even in the face of intense competition. As the world continues to evolve, the
synergy between risk assessment and investments will remain the cornerstone of a resilient
and prosperous financial future.
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However, risk embracement must be coupled with strategic planning, thorough research,
and unwavering patience. By understanding the returns of various investment possibilities,
conducting in-depth research, and exercising patience, investors can navigate the complexities
of the market, mitigate risks, and secure their financial future effectively.

Thus, this article explores the evolving landscape of investments and how cutting-edge risk
control measures are shaping the industry with the illustrations through real-world examples.
Through Al and ML, investors gain valuable insights, enabling informed decisions in volatile
markets. Block chain technology ensures transparency, reducing the risk of fraud. Additionally,
ESG investment aligns investments with ethical and sustainable practices, mitigating risks
associated with environmental and social concerns. As these advancements continue to
shape the industry, investors are better equipped than ever to navigate risks and capitalize on
opportunities, ushering in a new era of secure and responsible investments.

In conclusion, the investment industry is poised for a dynamic future, driven by innovations
in risk control. The integration of cutting-edge technologies such as artificial intelligence and
machine learning has empowered investors with data-driven insights, reducing the inherent
uncertainties of financial markets. The future of the investment industry promises to be a
realm where risk is better understood, assessed, and managed through these innovative
approaches. As investors adapt to these changes, they are better positioned to make informed
decisions, secure their investments, and contribute to a more responsible and secure financial
landscape. The integration of these advanced risk control measures marks a transformative era
in investments, where opportunities are maximized and uncertainties are minimized, by laying
the foundation for a promising and prosperous future in the world of finance.
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Reserves and Surplus in Banks

B DWAIPAYAN REGMI
Deputy Manager, Rastriya Banijya Bank Ltd

Background

Businesses or any banks cannot function without money, and therefore they collect funds
from different spaces. The space where these funds are generated is referred to as 'sources
of funds'. Banks can accumulate funds from both internal and external sources. Domestic
conditions differentiate between the sources of bank funding mainly through different
legal regulations, but also local customs or the structure of the local banking sector. For
instance, the European Central Bank notes that the ltalian banks use wholesale funding to a
greater extent compared to the German, Spanish or French ones (Ilwanicz-Drozdowska., et al,
2021). They can generate funds internally by speeding up the collection of receivables (loans),
disposing of surplus inventories or assets that they hold, or increasing profit. They can also seek
funds from outside the bank- interbank borrowing, borrowing out of Lender of Last Resort,
Credit Purchase, issuing debentures, additional stocks, or seeking deposits from customers.
These are some external sources from which these banks can generate their sources of funds.

LIABILITIES

ASSETS

1 | CAPITAL FUND

LIQUID FUNDS

a. Paid-up Capital

a. Cash Balance

b. Calls in Advance

Nepalese Notes & Coins

c. Proposed Bonus Share

Foreign Currency

d. General Reserves

b. Bank Balance

e. Share Premium

1. In Nepal Rastra Bank

f. Retained Earning

Domestic Currency

g. Others Reserves Fund

Foreign Currency

2 | BORROWINGS

2. "A"CLASS LICENSED INSTITUTION

a. NRB

Domestic Currency

b. Interbank Borrowing

Foreign Currency

c. Foreign Banks and Fin. Ins.

3. Other Financial Ins.

d. Other Financial Ins.

4. In Foreign Banks

e. Bonds and Securities

c. Money at Call
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DEPOSITS Domestic Currency
a. Current Foreign Currency
Domestic 2 INVESTMENT IN SECURITIES
Foreign a. Govt. Securities
b. Savings b. NRB Bond
Domestic c. Govt. Non-Fin. Ins.
Foreign d. Other Non-Fin Ins.
c. Fixed e Non Residents
Domestic 3 SHARE & OTHER INVESTMENT
Foreign a. Interbank Lending
d. Call Deposits b. Non Residents
Domestic c. Others
Foreign 4 LOANS & ADVANCES (Including Bills Purchased)
e. Others 4.1 LOANS & ADVANCES
Domestic a. Private Sector
Foreign b. Financial Institutions
BILLS PAYABLE c. Government Organizations
OTHER LIABILITIES 4.2 BILL PURCHASED
1. Sundry Creditors a. Domestic Bills Purchased
2. Loan Loss Provision b. Foreign Bills Purchased
3. Interest Suspense a/c c. Import Bills & Imports
4. Others 5 LOANS AGAINST COLLECTED BILLS
RECONCILIATION ACCOUNT a. Against Domestic Bills
PROFIT & LOSS A/C b. Against Foreign Bills
FIXED ASSETS
OTHER ASSETS
a. Accrued Interest:
Financial Institutions
Government Enterprises
Private Sector
b. Staff Loans / Adv.
c. Sundry Debtors
d. Cash In Transit
e. Others
8 EXPENSES NOT WRITTEN OFF
9 NON-BANKING ASSETS
10 RECONCILIATION ACCOUNT
11 PROFIT & LOSS A/C
TOTAL LIABILITIES TOTAL ASSETS
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When a company makes profit, they don't belong to the company as a whole. It rather
belongs to shareholders who have invested in the company. Out of the profit earned by the
company, not all funds are distributed to shareholders in the form of dividends. They allocate
certain funds for dividends, and keep the remaining fund for the business itself- which are
understood by the name of 'Reserves and Surplus'.

Reserves and Surplus refers to the items in the balance sheet that come out as the portion
of profits of the company that is kept aside for achieving specific future goals of the business.
They are the cumulative of the earnings that are maintained and then reported by calling it as
a part of the equity of shareholders and set aside for business to achieve particular objectives.
In simple words, they are the funds kept aside out of total earnings for some defined objectives
like payment for legal settlements, purchase of fixed assets, payment of dividends, repayment
of debts, increasing capital, etc.

P/L Account
Net Profit —Reserves = Retained Profit

Every year's retained profit is accumulated in the balance sheet, which is surplus.

Reserves

Reserves refer to the portion of earnings that are set aside by the company to strengthen its
financial position and safeguard against future forms of liabilities and losses. Reserves mainly
focus on presenting the set of estimated losses within the value for net assets in an honest
and sincere way (Klimczak, 2013). They are not distributed as dividends to shareholders but
are retained within the company for some specific purposes- like financing future expansions,
covering unforeseen expenses, or paying off debts. They are often referred to or understood
as part of shareholder's equity and would include contra-assets for uncollectible accounts
and liabilities for estimated claims that would be held. They are undistributed dividends to
shareholders which are retained within the company for some specific purpose.

Types of Reserves

e (Capital Reserves: It is an accumulation of profits generated from capital transactions
thatis used for financing long-term projects. They are created from capital profit and are
kept aside for financing long-term projects or writing off any capital expenses. They are
the amount set aside out of capital profits and are normally not available for distribution.
Or, the reserves created out of capital distribution are understood as capital reserves.

Examples: Profit before incorporation, profit on the sale of fixed assets, revaluation of
fixed assets, etc.
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e Revenue Reserves: These are those reserves that are created out of profits of the
company and could be distributed in the form of dividends in the future depending
upon situations. Reserves created from revenues are revenue reserves. Under revenue
reserves, there are other forms of reserves:

e General Reserves: The funds that are set aside from profit generation that are not for
any specific purpose, and can be used for any purpose.

e Specific Reserves: The amount which is set aside out of profits for some specific purpose
and could be utilized for some specific purpose only like capital redemption reserves
(buying of own stocks to reduce share capital), divided reserves.

Features/Characteristics of Reserves

e They are created from the accumulated profits of the company and are not distributed
as dividends to shareholders.

e Generally, they are voluntary and are set aside as per the decision of the company's
management and board of directors.

e They are disclosed in the financial statement of the company under the equity section
of the balance sheets.

e Theyhelpinthe conservation of capital of the company. It ultimately seeks to strengthen
the company's financial base.

e They are flexible and can be used for different purposes from funding growth initiatives,
mitigation of risks, payment of dividends, or for fulfilling regulatory requirements.

Surplus

In simple understanding, surplus means the amount of something be it an asset or resource
which is over the amount that is being used. In the accounting concept, surplus is the form of
income that is left after expenses are paid, or set aside after calculating net profits. The excess
of income over expenditure or assets over liabilities that would be within financial statements
are referred to as surplus. Surplus simply means additional production (Brewer, 2008). They
are the cumulative profit that is earned by the company over time and has not been distributed
to shareholders as dividends or is not utilized for other purposes. The residual amount of the
resources left in specific period usages are explained to be surplus. Also, in accounting, the
amount of retained earnings recorded on the balance sheet of the entity is defined as surplus.
The amount in surplus generally reflects the financial strength and profitability of the business
which would indicate their ability to generate wealth and sustain operations. They can be used
for reinvestment in the business, expansion projects, or debt reduction, or can be distributed as
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dividends, not shareholders. In the manufacturing area, the surplus is understood as the excess
amount of goods that were produced but could not be sold. But in the case of accounting, it
refers to the amount of retained earnings that are recorded on the balance sheet's entity, while
this can be considered to be good enough as they would imply the excess of resources which
would be available and can be used during the future.

Features/Characteristics of Surplus

They represent a positive balance in the financial statements of the company, clearly
meaning the company has generated more income than incurred expenses.

Generally, they are viewed as positive indicators of financial health and profitability for
the company.

They provide opportunities for the company to invest in growth and initiatives like
research and development, expansion of projects, acquisitions, or new product launches.
They serve as a financial buffer against unexpected expenses, economic downturns, or
other adverse events.

Depending upon the company's policy, and decision surplus profits may be distributed
to shareholders in the form of dividends

Advantages of Reserves and Surplus

RRK

Helps in Internal Financing: They are regarded as a most essential and crucial source
regarding internal financing of the business, basically in the cases when the business
would be in need of funds.

Fulfills Working Capital Requirement: Through general reserve, companies can easily
be equipped with the fund and they can be self-sustained regarding working capital.
When the business runs out of funds, these funds would help them.

Financial Stability: Reserves and Surplus provide financial cushion for the company at
the time of economic downturns or when unexpected expenses are coming around. It
helps companies to overcome those tough times.

Investment Opportunities: Through these reserves and surplus, if there appears any
form of investment opportunities, they can be utilized at ease. They would be all used in
investment of new projects, research and development, acquisitions, or even expansion
allowing the company to pursue growth when required.

Credit worthiness: Companies having substantial reserves and surplus are regarded to
be more favorable by creditors and investors, as they hold a good volume of credit
worthiness.
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e Risk Management: Reserves and surpluses serve as a buffer against unexpected losses
or liabilities. They provide a source of funds to cover contingencies, legal claims, or
other unforeseen expenses, reducing the financial risk faced by the company and its

stakeholders.

Differences

There often lies confusion about differences that are seen between reserves and surplus.
Also, there are places where they are being used in an interchangeable way. Following are the
differences between them:

Feature Reserves Surplus
o Portion of profits retained for specific Excess of revenue over
Definition
purposes expenses
. . Result of operational
Creation Voluntary decision by management P
performance
Set aside for future obligations or Indicates profitability and
Purpose . . . .
contingencies financial health
Reserves are the retained balance of a Surplus is the remaining
Source company's profit and loss account after | balance after these items are

applying dividends and tax provisioning

paid to shareholders.

Financial Health

Enhances financial stability and

Indicates profitability and

flexibility operational efficiency
Regulatory May be subjgct to regulatory Genejr.ally not subject to
requirements specific regulatory rules
e . I . Can be distributed as
Distribution Typically not distributed as dividends dividends or retained earnings
L May be reversed or utilized for other Represents a cumulative
Reversibility

purposes

balance over time
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Conclusion

To sum up, reserves and surplus are essential financial tools that reveal how a business
manages its earnings and maintains stability over the long run. Reserves are sums of money
deducted from profits in anticipation of particular future needs, such paying for expansions
or unanticipated costs (Polterovich & Popov, 2003). They are separated into two categories:
Revenue Reserves (which include general and specific reserves for a variety of purposes,
including potential dividend payments), and Capital Reserves (which are typically utilized for
long-term projects and result from capital transactions).

Contrarily, surplus is the amount of income that exceeds expenses and indicates the overall
profitability and financial stability of the business. It can be paid as dividends to shareholders or
reinvested in the company. It can also be used to settle debt. Wise use of reserves and surplus
results in numerous benefits such as enhanced creditworthiness, internal financing, financial
stability, and investment opportunities, among others. Companies can improve their ability to
withstand economic downturns, better manage risks, and confidently undertake growth plans
by maintaining these funds in a strategic balance.
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Digital Signatures: Global Trends and
Emerging Adoption in Nepal

B Raju K.C.
Assistant Officer, DCGF

Intoday's increasingly digital world, the need for secure and reliable methods of verifying the
authenticity of digital documents has never been more crucial. Digital signatures have emerged
as a vital tool in this regard, providing a means to ensure both the integrity and authenticity
of electronic documents. Their adoption is now widespread across various sectors globally,
including finance, healthcare, and government services, as they offer a secure way to confirm
that a document has not been tampered with and that the signer is genuinely who they claim
to be.

Understanding Digital Signatures

At the core of digital signatures, it is a technology rooted in cryptography. Unlike electronic
signatures, which may simply be a digitized version of a handwritten signature, digital signatures
rely on cryptographic algorithms to create a unique digital fingerprint of the document, which
is then encrypted with the sender's private key. When the recipient receives the document,
they can decrypt the fingerprint using the sender's public key. If the fingerprint matches the
one created from the original document, the signature is verified, ensuring the document's
integrity and the sender's authenticity.

Can result in information theft @

s
Email without

encryption is Dear Saroj S Dear Saroj In Transit Dear Saroj
insecure

Email with

. . 9 ]
encryption is Dear Saroj a ;@*sfrigxs In Transit Dear Saroj

secure

'

Encrypted with Decrypted with
Saroj’s Public Key Saroj’s Private Key

(Source: https://cert.com.np/, Retrieved date: 25th July, 2024)
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The Evolution of Digital Signatures

The concept of digital signatures arose in response to the increasing need for secure
communication in the digital age, with its roots tracing back to the 1970s. This period marked
the dawn of public key cryptography, a foundational technology for digital signatures. A pivotal
moment in the history of cryptography was the introduction of the Diffie-Hellman key exchange
algorithm in 1976 by Whitfield Diffie and Martin Hellman, which laid the groundwork for secure
digital communication.

However, it was the advent of the RSA algorithm in 1977 by Ron Rivest, Adi Shamir, and
Leonard Adleman that truly revolutionized digital signatures. The RSA (Rivest-Shamir-Adleman)
algorithm, which forms the backbone of many encryption and signature systems today,
introduced a system of public and private keys. The private key, held by the signer, is used to
encrypt the document's fingerprint, creating a digital signature. The corresponding public key,
available to anyone, can then be used to decrypt this signature, verifying its authenticity.

Astheinternet beganto expandinthe 1990s, the need for secure online transactions became
more pressing, leading to the broader adoption of digital signatures. By the late 1990s, many
countries had started enacting laws that recognized and regulated the use of digital signatures,
providing them with the same legal status as handwritten signatures in various contexts.

1976
Diffie-Hellman Key Exchange

Wi

A and MarLin
Heliman first

described the

concept of a digital signature.

https://www.signix.
com/blog/infographic-the-
history-of-e-signatures-gets-
another-look, Retrieved date
:25th July, 2024)

6 e ——
Lhe way lor a secure digital
signature market in the EU.

Present Day

7

Digital signatures are globally
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Global Adoption of Digital Signatures

The use of digital signatures has grown significantly worldwide, driven by the digitization
of services and the necessity for secure online transactions. Various international bodies,
including the International Telecommunication Union (ITU) and the European Union Agency for
Cybersecurity (ENISA), have established standards and guidelines to govern the use of digital
signatures.

One of the most influential pieces of legislation in this area is the United States' Electronic
Signatures in Global and National Commerce (ESIGN) Act, enacted in 2000. The ESIGN Act
provides legal recognition to electronic signatures, equating them with traditional handwritten
signatures in most transactions. This law has been pivotal in fostering the use of digital signatures
in the U.S., setting a precedent that has influenced similar legislation globally.

In the European Union, the elDAS (electronic Identification, Authentication and Trust
Services) regulation, implemented in 2016, offers a comprehensive framework for electronic
signatures and related services across member states. The elDAS regulation promotes the use of
digital signatures in both public and private sectors and ensures their cross-border recognition
within the EU. It categorizes electronic signatures into three levels: simple electronic signatures,
advanced electronic signatures, and qualified electronic signatures, with each level providing
different degrees of security and legal recognition.

In Asia, countries like China, India, and Japan have also embraced digital signatures,
recognizing their potential to enhance the security and efficiency of digital transactions. India's
Information Technology Act of 2000, which was amended in 2008, lays out the legal framework
for digital signatures, resulting in a rapid increase in their use, particularly in e-governance and
financial services.

Digital Signatures in Nepal: A Developing Landscape

Nepal, much like other developing nations, is gradually adopting digital signatures as part of
a broader initiative to digitize services and bolster the security of online transactions. Although
still in its early stages, Nepal has made notable strides in recent years, especially in developing
the legal and regulatory frameworks necessary to support the use of digital signatures.

The journey of digital signatures in Nepal began with the enactment of the Electronic
Transaction Act (ETA) in 2008. This legislation provides the legal groundwork for electronic
transactions, granting digital signatures the same legal status as handwritten signatures. The
ETA defines a digital signature as "a signature in the form of letters, numbers, or any other
symbols or codes that identify the originator or recipient of an electronic record."

Under the ETA, digital signatures are legally recognized for various purposes, including
contracts, agreements, and other legal documents. The act also outlines the responsibilities of
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certification authorities (CAs), which are entities responsible for issuing and managing digital
certificates. These certificates verify the identity of the signatory and ensure the integrity of the
signed document.

Current Status of Digital Signatures in Nepal

While digital signatures are stillnot widely used in Nepal, there is growing momentum towards
their adoption. The government's push for digitization, particularly through e-governance
initiatives, has created a conducive environment for the growth of digital signatures. However,
challenges such as limited awareness, lack of infrastructure, and concerns about the security of
digital transactions remain in place.

One of the major catalysts for the adoption of digital signatures in Nepal is the Digital Nepal
Framework, a government initiative aimed at transforming the country into a digital economy
by 2030. This framework underscores the importance of digital signatures in enhancing the
security and efficiency of e-governance services, such as online tax filing, digital payments, and
electronic procurement.

The Office of the Controller of Certification (OCC) under the Ministry of Communications
and Information Technology oversees the regulation of electronic signatures in Nepal. The OCC
is responsible for licensing certification authorities and ensuring compliance with the Electronic
Transactions Act. Over the past decade, around 11,000 digital signatures have been issued,
primarily within government departments, including the Ministry of Labor and Employment's
Foreign Employment Department, where digital signatures have streamlined processes such as
labor approvals.

In the private sector, banks and financial institutions have started using digital signatures
for online banking services, including account opening, loan applications, and electronic fund
transfers. Additionally, some private companies have adopted digital signatures for internal
processes, such as employee contracts and procurement.

Despite these developments, the overall adoption of digital signatures in Nepal remains low,
particularly among small and medium-sized enterprises (SMEs) and individual users. The lack of
awareness about the benefits of digital signatures and concerns about the security and privacy
of digital transactions are the key barriers for adoption.

Legal and Regulatory Framework in Nepal

Nepal's legal framework for digital signatures is primarily governed by the Electronic
Transaction Act (ETA) of 2008 and its subsequent amendments. This act establishes the legal
equivalence of digital and handwritten signatures, provided certain criteria are met. According
to the ETA, a valid digital signature must be unique to the person using it, capable of identifying
that person, and created using a method that can be independently verified. Furthermore,
digital signatures must be created using a secure and reliable method, typically involving a
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digital certificate issued by a recognized certification authority.

The ETA also led to the creation of the Office of the Controller of Certification (OCC), which
regulates the use of digital signatures in Nepal. The OCC is tasked with overseeing the activities
of certification authorities, ensuring compliance with legal and technical requirements, and
promoting the use of digital signatures in both the public and private sectors.

Certification authorities in Nepal must obtain a license from the OCC before issuing digital
certificates. The OCC has the authority to revoke or suspend licenses if certification authorities
failto meet the required standards. Additionally, the OCCis empowered to investigate complaints
related to the misuse of digital signatures and take appropriate actions against offenders.

To support the implementation of digital signatures, the government has also issued the
Digital Signature and Electronic Transaction Regulation (DSET) of 2010. This regulation provides
detailed technical specifications for digital signatures, including requirements for cryptographic
algorithms, key management, and certificate issuance. The DSET also outlines the procedures
for obtaining a digital certificate and the responsibilities of certificate holders.

Despite the existence of a legal framework, several challenges impede the widespread
adoption of digital signatures in Nepal. One of the main challenges is the lack of awareness
and understanding among the general public and businesses. Many people are unfamiliar with
digital signatures and are hesitant to use them due to concerns about security and privacy.

Additionally, the limited availability of certification authorities in Nepal has led to delays
in the issuance of digital certificates and higher costs for businesses and individuals. The
government needs to encourage the establishment of more certification authorities and foster
competition in the market to address these issues.

Conclusion

Digital signatures hold significant potential for driving Nepal's digital transformation by
enhancing the security and efficiency of online transactions across various sectors. While the
country has made commendable progress in establishing a legal and regulatory framework,
more efforts are needed to raise awareness and promote the adoption of digital signatures.
The Digital Nepal Framework provides a roadmap for the country's journey toward becoming a
digital economy, with digital signatures playing a crucial role in this transformation. By addressing
the existing challenges and creating a supportive environment, Nepal can fully leverage the
benefits of digital signature technology and move closer to its digital goals.
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Impact of Monetary Policy 2081 /82
on Macroeconomic Indicators of
Nepal - A Theoretical Perspective

B Rakesh Kumar Ray

Introduction

Monetary policy is a determinative factor in the economic destiny of a country. In Nepal, the
monetary policy for the fiscal year 2081/82, as announced by Governor Maha Prasad Adhikari
on July 26, 2024 is expansionary in nature and is intended to increase the money supply and
decrease the rate of interest to boost economic growth. In this respect, the following sections
have provided a detailed evaluation of the effect of this expansionary monetary policy on
different macroeconomic variables in Nepal.

Expansionary Monetary Policy Overview

Expansionary monetary policy involves measures taken by the central bank, in this case,
Nepal Rastra Bank (NRB), to increase the money supply by lowering the interest rates. The
primary objectives of such a policy are to boost economic activities, maintain price stability,
reduce unemployment, and counteract economic slowdowns. Before understanding the likely
impact monetary policy could have on the macro-economic indicators, it is mandatory to
understand the basic underlying instruments of expansionary monetary policy to comprehend
how they affect the targeted variables.

Lowering Bank rates: The discount rate, also known as the bank rate, is the rate at which
banks are allowed to borrow money from the NRB, the central bank of the country. This means
that when monetary authority, i.e. the NRB announces a reduction in the bank rate through
monetary policy, the bank and financial institutions can borrow money from NRB at relatively
cheaper rates. Because of this, banks and financial institutions reduce the interest rate charged
by them to the customers since the central bank has reduced the cost of borrowing for BFls.
As a result, the decrease in the bank rate leads to an increase in money supply in the economy.
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Open Market Operations

Under this measure, the NRB can either inject liquidity into the market by buying government
securities or reduce money supply in the economy by selling government securities. In simple
words, when the NRB sells government securities to institutional investors, the institutional
investors' money goes into the accounts of the central bank leaving them with an ownership
certificate of government securities in exchange for money. This means that the money goes
with the central bank, and there is less money in the economy. This is also called reverse repo.
Itis used during inflationary pressure as a contractionary monetary policy tool to reduce money
supply in the economy. On the contrary, when the NRB buys government securities from
institutional investors to increase the money supply in the market, it is called repo. It is used
during recessionary pressure as an expansionary monetary tool to increase the money supply
in the economy and boost economic activities.

Reserve Requirement

Reserves are the mandatory balances that every bank has to maintain with the central bank.
The reserve requirement is in direct ratio with the deposit made by the clients in the institution.

Cash Reserve Ratio (CRR): It means the minimum cash that a commercial bank has to hold
with the Nepal Rastra Bank in the form of deposits. For instance, if ABC Bank receives a deposit
of Rs. 10,000 and the CRR set by the central bank is 4%, ABC bank can lend out only 96% of the
deposit. This continues further on secondary and derived deposits as well. It means the higher
the CRR, the less loanable funds available with Bank and Financial Institutions. This will in the
long run cause a significant reduction in the amount of money in circulation. On the contrary, a
decrease in CRR will mean an increase in money supply in the economy.

Statutory Liquidity Ratio (SLR): SLR is more related to the minimum reserve of assets with
NRB while CRR is more related to cash balance (reserve) with NRB. Therefore, SLR is defined as
the minimum percentage of assets that must be held in the form of either fixed or liquid assets
by the banks and financial institutions. This ratio also has an inverse relationship with credit
creation and subsequently money supply. Similar to the concept of CRR, a rise in SLR will not
allow the banks to inject money into the economy, leading to a decrease in money supply. The
reverse is true if there is a decline in SLR since this leads to an expansion of the money supply
in an economy.

Besides these, there are other monetary tools as well that are exercised by the NRB from
time to time to control the flow of money supply in the economy such as moral suasion, margin
requirements, directives and guidelines, and quota/sectoral credit restriction, etc.

Key Features of Monetary Policy 2081/82
Bank Rate: Bank rate has been reduced from 7% to 6.5%
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Policy Rate: The policy rate has been set at 5%, bringing the reduction of 50 basis points.
As discussed earlier, the reduction in policy rate would increase the credit flow for investment
activities leading to an increase in aggregate demand and spurring economic growth.

Deposit Collection Rate: Deposit collection rate, which is the lower bound limit of the
interest corridor, has been left unchanged at 3%.

Operational Target: As an operational target, the weighted average interbank interest
rate has been announced to be utilized which would facilitate effective interbank lending and
borrowing.

Reserve Ratio: Cash reserve ratio and statutory liquidity ratio have been kept unchanged.

Private Sector Lending: Growth rate of private sector lending has been set at 12.5% to
ensure financial stability.

Inflation: The monetary policy has targeted to contain the inflation at 5%. The inflationary
pressure could arise from the expansionary monetary policy.

Economic Growth: To support the economic growth target of 6% set by the Fiscal policy
2081/82, the proposed monetary policy shows commitment to manage liquidity and increase
private sector lending to 12.5%

Mergers and Acquisitions: NRB has encouraged the merger of micro finance companies to
strengthen the performance of micro finance companies.

Capital Adequacy Ratio: Capital adequacy framework issued for Bank and Financial
Institutions shall be revised based on international practices.

Loan Loss Provisioning: Ceteris paribus, loan loss provision of "pass loan" category has been
reduced from 1.2% to 1.1%.

Retail Portfolio: The Limit of the regulatory limit portfolio has been increased from 2 crores
to 2.5 crores.

Working Capital Guidelines Implementation: Owing to the slow-down of the Nepalese
economy, the implementation of working capital guideline has been postponed to Shrawan 1,
2082. Likewise, the loan limit of 1 crore set for small, medium and cottage industries shall be
revised.

Margin Lending: The existing maximum limit of Rs 20 crores of margin lending on shares for
institutional investors shall be waived.

Foreign Currency: Foreign exchange on imports facilitated through TT and Draft has been
increased from USD 35,000 to USD 50,000. Likewise, Foreign exchange on imports facilitated
through DAP and DAA has been increased from USD 60,000 to USD 100,000.
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Impact on Macroeconomic Indicators of Nepal
GDP Growth

The role of expansionary monetary policy is to raise the quantity of credit with the intention
of raising demand. When the interest rate decreases, investment increases, and vice-versa. This
ultimately leads to an increase in aggregate demand in the economy, subsequently leading to
GDP growth.

The expansionary monetary policy for 2081/82 in Nepalis anticipated to accelerate economic
development in a number of ways which could be summarized as:

Business Investments: The reductions in interest rates lead to higher capital investments,
differentiation of products and usage of better technologies in the firms. Thisis more appropriate
for SMEs because they are the hub of the Nepali economy and need proper logistic support.

Consumer Spending: The key factors that are likely to affect the consumers' cash level are
the interest rate on consumer credit and mortgage which affects the demand for different
products in the market. This can result in better production and a better economy because of
this higher demand.

Agricultural Productivity: Availability of credit allows farmers to obtain better seeds,
fertilizers and equipment for use in agriculture, hence improving the sector of agriculture and
development of the economy.

Infrastructure Development: Higher level of liquidity can support financing of strategic
sectors of development such as transport, power, communication, logistics, and so on. The
expansionary monetary policy is expected to result in positive growth in industrial output.
In the agricultural sector too, output is also anticipated to increase. The service sector will
also increase in terms of dynamism. The effect of incremental spending by businesses and
the consumer leads to further more extensive economic activities, therefore, a sustainable
increase in GDP.

Inflation

Every action has both positive and negative impacts. Expansionary monetary policy might
have the advantage of promoting economic growth on one hand; nevertheless, it has the
disadvantage of raising inflation rates on the other hand. The more money there is in the
economy and the demand for goods and services increases, the greater the likelihood of an
increase in prices. Another negative effect is that the expansionary policy may lead to inflation
since it is already a problem in Nepal. The impact on inflation in Nepal may include:

Demand-Pull Inflation: When consumers consume more, it may cause an increase in prices
of the product because demand exceeds supply. This is even more so with supply side shocks
which are more frequent in Nepal and which results in a lower quantity of goods and services.

Cost-Push Inflation: Inflation can arise from the supply side as well. When the costs associated
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with factors of production such as wages, raw materials, etc. increase, producers are bound to
increase the price of their products leading to cost push inflation.

Imported Inflation: If the interest rate is lowered it leads to depreciation of the Nepali rupee
and hence leads to inflation because imports are expensive. This may possibly result in a higher
price level in the country because most of the goods that are used in the country are imported.
However, the Nepalese currency has been pegged to the Indian currency which might not
trigger imported inflation to a large extent.

The impacts of inflation can be categorized into either short-term or long-term effects. In
the short term, inflation decreases the real income of consumers and is detrimental to the poor
and middle-income earners. In the long run, inflation becomes entrenched and can reduce
the purchasing power of savings, alter the pattern of investment and even bring about loss of
confidence in the currency.

In order to deal with the problem of inflation, NRB has to ensure that stimulating economic
growth is done side by side with controlling the inflation rate. Some of the ways to manage
inflation include using incentives that are specific to certain products, regulating the price of
certain basic goods and services, and working on optimizing the distribution networks.

Employment

One of the main goals of expansionary monetary policy is to attain the intended level of
employment through the promotion of economic activity. There is expansion and formation of
many companies today which implies provision of employees and thus employment.

Job Creation: From the proposed policy, it can be deduced that when the cost of borrowing
is reduced there will be more funding for various sectors resulting in employment. This is even
more so having regard to the present unemployment threat that is evident in the country and
the many unemployed people who engage in informal jobs.

Increased Wages: This also means that an increase in demand for labor will lead to an
increase in wages and hence improving the standards of living. It can be most effective for the
rural population since they do not have job offers and low wages.

Monetary policy and employment are related. When the cost of funds is low, business
entities are endowed with the ability to expand and innovate, which will call for labor. This may
assist in decreasing the unemployment rates and effectively contribute to the movement of
employees from the informal sector to the formal one with better employment assurances and
other incentives.

In addition, employment opportunities may also have even more social consequences.
Poverty can also be eradicated in households with higher income, better education and health
and can help in controlling over the social order. In the case of Nepal, the majority of the
population is still rural and underemployment is still a problem, therefore, the employment
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expansionary monetary policy is revolutionary.

Exchange Rates

Monetary policy can also influence exchange rates through expansionary monetary
policy. Lower interest rates usually reduce the attractiveness of a country's currency to other
countries, resulting in a value of the currency. For Nepal, this implies that the Nepali rupee
could depreciate against other stable foreign currencies such as the US dollar.

Depreciation of Nepali Rupee: This may reduce the interest rates thereby avoiding the
foreign capital and leading to a weaker currency. This can make exports from Nepal cheaper in
the international market and can also increase the export revenues of the country.

Export Competitiveness: A weaker rupee also makes Nepali products and services cheaper
to the foreigners which may increase export demand. This will be of special benefit to such
goods as tourism, handcraft and agricultural produce.

Imported Inflation: On the other hand, when the rupee is weak, this implies that the cost
of imports goes up, which also causes inflation. This could be rather disadvantageous to Nepal
since most of the goods it uses are imported; this, therefore, means that any hike in the price
of oil would automatically translate into a general rise in the price level.

The devaluation of the Nepali rupee has its positive as well as negative impacts on the
Nepalese economy. On the one hand, it can provide a stimulus to those industries which export
their products by raising the competitiveness of the products in the international market. This
can lead to earning more foreign exchange and can assist such areas as tourism which is one
of the major sources of income in Nepal. On the same note, the high costs of importing items
such as fuel, machinery, and raw materials can result from a weaker currency. This may also add
more pressure on inflation and it is not favorable to the consumers and businesses that deal
with imported products. Therefore, there is a need to peg the exchange rate to neutralize these
impacts in the operations of the economy.

Investment

Expansionary monetary policy has a close relationship with investment within the economy.
Low interest rates lead to low cost of capital which in turn encourages capital investments.

Increased Business Investments: With lower borrowing costs, sectors such as the
manufacturing sector, agriculture, and the service sector can be financed. This can help to
increase efficiency, create employment and even boost the economy of the country in question.

Infrastructure Development: The problem of funding can be solved through financing
important infrastructure projects that enhance the efficiency of integration.

Foreign Direct Investment (FDI): Cuts in interest rates can improve the investment climate
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thereby attracting FDI which brings in capital, technology and skills. This will help to increase
the capacity and competitiveness of the Nepali economy in the international markets.

Capital is one of the critical components of economic development. On this note,
expansionary monetary policy can help in the creation of incentives for the commencement of
new projects and the progression of existing projects due to the reduction of the cost of capital.
This can result in such consequences as, for example, an increase in the degree of capacity
loading, employment, and gross domestic product.

Lack of infrastructure is one of the major challenges that has acted as a bottleneck to the
growth of Nepal, any investment in this sector can be described as revolutionary.

Moreover, FDI can provide the capital that may be needed, introduce new technologies
and new methods of management and can also provide employment. This means that a good
investment climate that is supported by low interest rates and a stable economy will attract
more foreign investors hence improving the rates of economic growth.

Financial Stability

Expansionary monetary policy is capable of stimulating economic activity. On the contrary,
loan and credit activities raise the level of NPAs and asset bubbles which pose risks to the
financial system.

Credit Growth and NPLs: There is a higher non-performing loan if credit rises rapidly when
the standards of credit granting are relaxed. This can put performance pressure on the banking
sector for recovery and credit write-offs and it constitutes a threat to financial stability.

Asset Bubbles: High credit expansion results in speculation in the real estate and stock
markets leading to bubble formation. If any of these bubbles bursts, it has repercussions in the
economy of the country. This is possible in the capital market of Nepal since the institutional
investment limit cap of 20 crores has been waived.

Regulatory and Supervisory Challenges: One of the major problems remains in maintaining
the financial institution to the right standards of lending while at the same time encouraging
credit expansion. This means that a lack of strict regulation leads to the encouragement for
risky activities as well as unsound liquidity levels.

Strategic Measures to Control the Associated Risks

The expansionary monetary policy is one that can be useful in increasing the growth of an
economy and employment but has some risks attached to it.

Concerning the inflation risks, NRB has to monitor the prices and be prepared to alter policy
rates if necessary. This also implies that measures that will be taken on the supply side of the
economy can also be used to solve problems of inflation as well.

The path to financial stability is always followed by asset bubbles and vulnerability in the
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financial markets when credits are high. Thus, there is a need to enhance the robustness of
the regulatory structure and ensure safe lending. Hence, it becomes crucial to enhance the
capacity of the regulators and supervisors in the monitoring and enforcement of compliance.

A depreciated currency which helps in increasing export revenue, also increases the price
of imports and inflationary rates. The implication derived from this is that the management of
exchange rates should be moderate. It should especially concentrate on exchange rate business
and should be in a position to correct or prevent such rates from rising or falling.

Conclusion

From past experience, it can be assumed that expansionary monetary policy formulated
and implemented by Nepal for the fiscal year 2081/82 should impact macroeconomic
variables substantially, though its effectiveness is yet to be realized. The policy has suggested
lowering interest rates and increasing money supply to stimulate economic activity and reduce
unemployment and to increase investment. But it could also be fatal; particularly in connection
to inflation and financial stability. It is therefore important that the authorities come up with a
pro-active and co-ordinated plan to deal with the after-effects of expansionary monetary policy
in order to fully benefit from it while minimizing the effects of backfires if any.
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Conflict: Something natural,
normal but considerable

B PRATIGYA BHATTA
Senior Assistant, Rastriya Banijya Bank Ltd,

Background

Conflictin a general sense is a serious set of disagreements or an argument about something.
So, when people or groups conflict, it merely means that they have serious disagreements or
arguments. This can be on an individual or organizational level and can range from interpersonal
conflict to even within the nation. Conflict has been regarded as a natural and inevitable aspect
of human interactions because individuals and groups hold different sets of perspectives,
needs, and objectives. Omisore and Abiodun (2014) regard that conflict will have both positive
and negative consequences which can lead to stress, a negative set of emotions, or tensions
from one aspect. From the next aspect, it can also be a great agent that fosters creativity and
innovation. It is not that conflict does not have resolution techniques, there certainly are ample
ways through which conflict can be resolved too.

Nature of Conflict

There certainly lies a different nature of the conflict which could be learned there with
the primary being its nature of inevitability where conflict is rather an unavoidable form of
relationship and societies with differences in values, goals, and perspectives which would be
inherent there. Conflict is a multifactorial aspect that would appear as the next major nature.
Conflict is dynamic which also holds subjective perceptions where conflict would involve
differing perceptions regarding the interpretation of the situation. So, what one person would
regard as conflict would be different from the opinion of the next person's approach. Also,
conflict holds both positive and negative aspects with a set of opinions holding the normal part
of interaction. Although conflict has a negative connotation, it would hold positive outcomes
here too taking towards innovation, improved relationships, and growth (Huan & Yazdanifard,
2012).

It has to be realized that every action and activity that we perform would be based on a
different set of approaches that we came through. Values, beliefs, behaviors, and competencies
hold a significantimpact on individuals with a collective identity that shapes interaction modality
and perspectives and holds meaning about how each of them would create a certain impact.
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They define our way of living (Savary, Kleiman, Hassin, & Dhar, 2015) (Savary., et. al, 2015). The
thoughts and processes that any individual would hold will be an outcome of different activity
bases. The notable impacts that could be seen here are as follows:

0¥

Values: As Cieciuch & Schwartz (2017) explain, values are something that is deeply rooted
through principles along with standards that would guide an individual's choices and
their behavioral action. Conflicts would then arise when there are differences in values
there. Generally, conflict emerges when individuals or groups firmly hold contrasting
core values with disagreements on issues that would be related to ethics, morality, or
fundamental principles that could lead to some kind of tension. For example, within
a workplace conflict can arise if one employee values honesty above every activity
which would lead to feelings and recovering certain reports. Also, differences in cultural
values can create misunderstanding and can lead to conflict particularly where there is
a multicultural setting.

Beliefs: As explained by Hahn (1973), beliefs encompass an individual set of convictions
and interpretations about the world where conflict would arise with different disparities
within the belief-based system. Here, conflicts would rather be fueled by divergent
beliefs trying to explain what is right, what is acceptable, and what is wrong or
unacceptable. Basically, with different political ideology-based beliefs, conflict can be
regarded as a natural flow. Also, beliefs hold the situation because of which there would
be incompatible worldviews that would shape personal experiences and perspectives,
and this would create challenges in understanding and accepting alternative sets of
viewpoints. Conflicts that arise with older individuals could hold traditional beliefs that
would rather turn out to be more progressive. What a young generation perceives
would be different than the older generation.

Behaviors: As explained by Bergner (2011), behaviors would generally refer to actions
and reactions which would play a major role in conflict. The primary reason for conflict
is often related to differences to communication style, which can vary from person to
person. Ineffective communication behavior can create tensions, leading to conflict,
whether minor or significant. Additionally, varied approaches to conflict resolution may
not appeal to everyone, potentially resulting in further conflict.

Competencies: Lé & Jarzabkowski (2015) suggest that individuals possess certain skills
and abilities that influence how conflicts are managed and resolved. A higher level of
emotional intelligence allows individuals to understand and manage emotions in a way
that contributes to a constructive resolution. Effective communication, including active
listening and empathy plays a key role in reaching a successful resolution.
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Alignment of competencies

Gorenak & Ferjan (2015) explain that organizational values are a valuable part of
organizational culture, serving as a permanent, motivational, and emotionally positive set
of categories that attract individuals who aspire to uphold them. Manager's values, beliefs,
and behaviors along with their competencies through their role are something distinctive for
conflict resolution along with their team dynamics. Here, a manager with a stronger set of
ethical values seeks to establish a foundation for integrity and trust that helps guide conflict
resolution as per the principles of the organization. Values and beliefs influence individual
performance and task preferences (Allport, 1961). Coming through those diversified values
that enable managers to address conflict through cultural differences, it can be challenging
to meet organizational principles. These values enable managers to approach conflicts with a
deeper understanding and appreciation of differences. Therefore, ethical leadership, rooted
in strong values, promotes integrity and trust. Furthermore, good values ensure equality in
addressing cultural differences, fostering appreciation for diverse perspectives.

Beliefs on the other hand align with competencies in the role of managers because they set
the door for an open mind and with the influence of an open-minded manager, the approach
ultimately helps encourage creativity and flexibility within the team members. It may also
help managers to consider different viewpoints at the time of discussion related to conflict
management. Organizational values come out of organizational culture as explained by Simmerly
(1987) and organizational values are all written within an organizational culture that provides
organizational shape deciding the modes of conduct, decision-making, and communication
styles (Hompson & Richardson, 1996) . Apart from this, beliefs play a key role in gathering trust
levels from team members by believing in the capabilities of team members, which builds a
foundation for trust. Apart from this, there will be an impact on the managerial level where
effective communication can be established. So, with good behaviors, there will be effective
communication and strong conflict resolution skills that can be practiced. As managers develop
strong emotional intelligence through competencies, they foster a deeper understanding of
emotions—both their own and those of others—which enables them to navigate conflicts
more effectively. By recognizing and addressing the underlying emotional aspects of workplace
conflicts, managers can create a more supportive environment, promote open communication,
and build trust with their teams. Competent leadership and decision making also contribute
to the team's move while seeking their level of direction and stability. Here, the manager's
decisive action would be based on sound judgment that provides clarity and direction too.

Communication, negotiation, influence, and their roles in the conflict

Effective communication, negotiation, and influence play vital roles in conflict resolution.
A managerial approach where integrative, distributive, or transformative aspects would be
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tailored for specific cases would aim to create a fair and collaborative approach to conflict
resolution. The major set of roles that they would play here are explained as follows:

Communication: There is a strong role in communication as it provides effective
communication as the foundation of conflict resolution that would involve the
expression of thoughts, perspectives, and feelings which would promote understanding
among conflicting parties. It also seeks to build up trust levels. Thus, it seeks to develop
a foundation of understanding at one point and then.

Approaches to conflict resolution: When managers get to engage in active listening
when the communication pattern is clear and transparent. When there is serious
attention paid to nonverbal cues, it will contribute to conflict resolution.

Negotiation: Negotiation plays a major role in conflict management because it involves
a process that would find a common background and mutually acceptable solutions that
would come around. Therefore, negotiation seeks the major role in finding common
ground, which would preserve relationships there as a major role.

Approaches to conflict resolution: If the manager adopts a collaborative mode for
any issue, there will be a win-win solution for both parties which would encourage a
cooperative mindset and maintain positive relations. Also, negotiation can involve
compromising situations which would lead to the solution of conflict. Through building
credibility, the manager may demonstrate competence and fairness which would hold
credibility seeking enhancement for ability. It may then try to appeal to common goals
by sharing interests and aligning with conflicting parties.

Managers can adopt an integrative approach where collaboration and open
communication are practiced. Then there will be a distributed approach that would
seek to compromise and balance interests. Through a transformative approach,
empowerment and relationship building can be achieved, which helps strengthen
relationships and promote a team-based culture having a positive mindset.

Influencing: Through guiding perspectives, it would influence a major role that
encourages parties that allows consideration of alternative sets of viewpoints. It would
also involve developing authority, and expertise along with seeking development
of interpersonal skills that would shape opinions. Managerial influence motivates
conflicting parties and also tends to cooperate with emphasis to achieve those shared
goals. Hence, influence plays a role in guiding perspective and motivating cooperation.

Use of effective communication for conflict

Through effective use of communication, the ability to influence and negotiation skills,
conflict can be resolved. With the help of proper communication, managers may influence how
they would get to employ active listening, and how the parties who are involved would feel that
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they are properly heard. With clear and direct communication, there will be a minimization of
ambiguity which would reduce the risk of misunderstanding and aggravating conflict. Proper
attention to nonverbal cues would also provide the manager with the opportunity to address
underlying emotional concerns which would contribute to a bit more comprehensive resolution.
Similarly, influence plays a crucial role in shaping opinions that could motivate the practice
of coordination too. Through the influencing capacity, the manager builds credibility and
showcases expertise and fairness that enhance their influence and increase the set of likelihood
through which the parties will be entrusted with the proposed set of results. Additionally, they
may also emphasize shared goals during negotiations that ultimately aligns conflicting parties
with a common set of objectives to achieve mutual benefits.

Negotiation and conflict management can be understood as the aspects that are directly
interlinked with each other (Cleary , , Lees , & Sayers, 2018). Negotiation skills utilize various
approaches that would be based on their nature. Integrative negotiation would then encourage
a win-win solution that fosters a positive relationship with long-term cooperation. It would also
compromise on different aspects that guide involved parties in maintaining good relationships.
Transformative negotiation would focus on the empowerment of conflicting parties to address
underlying issues that would turn conflict into opportunities with positive changes and with a
stronger set of relationships that would come within the team members.

Apart from all these aspects, managers can also come up with the role of mediation or
facilitation that would act as a major alternative approach. Managers can act as a neutral
third party to guide structured communication, which would foster objectives for balanced
resolutions. Here, facilitation which involves leading structured discussion providing a certain
forum for an open set of dialogue along with fostering an approach for consensus-building.
Hence the parties who are involved can use assertive communication by expressing their
requirement through appropriate communication. The manager's integration of effective
communication, influencing capacity, and negotiation would all be considered here with
different approaches that ultimately create positive relations.

Role of Power and Control in Conflict

In different forms of conflict, it has been understood that power and control dynamics are
widely used. With hierarchical power, managers or leaders would have their set of decisions
to influence the resolution module of conflict. There would then be a resource control aspect
where powers are rather derived from control through different critical resources like budgets,
information, or personnel. Individuals who possess specialized skills also hold power in conflict
because of their expertise which could act as a medium for conflict resolution. Misuse of power
would then be an adaptive approach to use their position for enforcing decisions that would be
out of consideration for their perspectives. Misuse of power can also be through manipulation
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of information where selective or partial information is circulated. The misuse of power can
also lead to coercion and intimidation that would create a climate of fear where individuals
feel that they are compelled to comply with the desire of powerful individuals. The unequal
distribution of resources and the opportunity base would lead to the issues of control and
create resentment and conflict among the team members, with favoritism in practice.

Overcoming this can be done through proper communication, conflict resolution training
and empowerment where fair policies are established and mediation is practiced as a result of
which communication will be facilitated for conflicting parties to unite at one common ground.

Use of Power for Conflict Resolution

With effective use of power and control, conflict can be resolved in various ways. There would
be a requirement for delicate balance to promote fairness and collaboration with long-term
impact on individuals who might get involved. So, through the empowerment of individuals in
the decision-making process that would benefit power imbalances or foster a sense of autonomy
and clear communication which would address concerns with clear information and effective
implementation of fair policies, conflict can be resolved within the organization. Power and
control can also be used for making collaborative problem-solving aspects or providing conflict
resolution-based training which benefit managers and their team members. It addresses power
imbalances while taking them to the next level of conflict. Power and control can also be implied
for inclusive decision-making practice that would seek effectiveness in making use of the power
and control for its resolution approach.

Conclusion

To conclude, it can be summarized that conflict is an ongoing process within an individual, an
organization, or a nation as a whole. The role that power and control contribute to a balanced
approach that allows for ensuring fairness and a collaborative solution, would be necessary
(Cohen, 2010). There can certainly be a huge role of power and control for conflict resolution,
but that does not bring things to an end as there would be layers of approaches that have to
be taken into consideration.

Traditionally, avoidance, accommodation, competition, and compromise have been the
approachesfor conflict management. Butintoday's time, there are approacheslike collaboration,
problem-solving, proper communication and negotiation, and mediation along with integrative
solutions which would all combine to manage conflict. Also, with strong communication and
dialogue, mediation and facilitation, and compromise, conflict can be controlled. An important
aspect of wise conflict resolution is wise preparation and for that, clear definition of roles and
responsibilities, building trust and integrity levels should be properly developed and designed.
Policy-based reviews and process reviews should also be taken into consideration. These would
all be the future modality of resolving conflicts existing anywhere.
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Econophysics:
A Dynamic Approach to Economic Systems
and its Emerging Relevance in Nepal

B Ramesh Simkhada
M.Sc. Physics, Tribhuvan University

Econophysics, an interdisciplinary field, applies the theories and techniques of physics to
tackle economic issues. Emerged in the 1990s, it arose when physicists began to study complex
systems within economics, particularly those that bear similarities to statistical mechanics. The
foundation of econophysics lies in the idea that economic systems, much like physical systems,
can be analyzed as dynamic environments that exhibit chaotic behavior rather than being
static and easily predictable. By using physics-based principles, researchers have been able
to approach economics from a new angle, moving beyond traditional models that emphasize
equilibrium and rational decision-making to examine the inherent randomness and uncertainty
in markets.

Econophysics primarily focuses on modeling financial markets and understanding economic
phenomena through the lens of statistical physics. This approach enables the analysis of
stock market fluctuations, wealth distribution, and major events such as market crashes,
which can be likened to phase transitions in physical systems. By applying techniques from
physics, econophysics provides a more nuanced perspective on how economic systems behave,
particularly in terms of their inherent complexity and the interactions between agents. These
systems are often too dynamic and chaotic to be adequately explained by traditional economic
models, which tend to focus on equilibrium and rational behavior.

A key advantage of econophysics is its ability to explore collective behavior and emergent
properties within economic systems. Much like particles in a physical system, economic
entities—such as individuals or firms—interact with one another, producing outcomes that are
not always predictable on the basis of individual behavior alone. This collective behavior can
lead to emergent phenomena such as bubbles, crashes, or sudden shifts in market dynamics,
which traditional economic theories struggle to fully explain. By modeling these interactions,
econophysics offers insights into how small changes in one part of the system can lead to
significant, sometimes catastrophic, outcomes in the overall economy.
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The application of stochastic models, non-equilibrium states, power-law distributions and a
random walk theory: a common conceptin physics has significantly influenced the understanding
of financial markets and income distributions. Traditional economics often focuses on rational
factors and equilibrium models, which attempt to predict market behaviors under ideal
conditions. However, econophysics delves into the statistical nature of economic interactions,
revealing patterns and behaviors that were previously overlooked or underappreciated in
standard economic analysis. For example, power-law distributions help explain the frequency
of extreme events, such as market crashes, that defy the normal assumptions of equilibrium-
based models.

A power law is a mathematical relationship where a relative change in one quantity leads to
a proportional relative change in another, regardless of the initial size of the quantities involved.
This concept originates from physics and has been applied to various natural and social
phenomena. In physics, power laws describe systems where certain events are much more
likely than others. For instance, in the study of earthquakes, there is a power-law relationship
between the magnitude of an earthquake and its frequency—large earthquakes are much
rarer than small ones, but the difference in occurrence follows a predictable pattern. Another
example comes from astrophysics, where power laws are used to describe the distribution of
stars by size, with a few massive stars dominating the system while the vast majority are much
smaller.

In econophysics, the concept of power laws is applied to economic distributions including
those related to income, wealth, and company sizes. One of the key applications is in
understanding income inequality. A power law can explain why a small percentage of individuals
control a large portion of a nation's wealth, while the vast majority have much less. For
instance, in many countries, wealth distribution follows a Pareto distribution, where 20% of the
population controls roughly 80% of the wealth. This insight allows economists to better model
and predict economic disparities that are not easily explained by traditional equilibrium-based
economic models. This insight is critical for understanding issues like wealth inequality and
market instability. Power-law relationships highlight how a small, wealthy elite can dominate a
large portion of an economy, contributing to systemic risks and financial volatility. The ability of
econophysics to capture these complexities makes it a powerful tool for analyzing the broader
dynamics of economic systems (Chakrabarti et al., 2006).

Another application of power laws is in analyzing the size distribution of companies. In
many industries, a few large companies dominate the market, while numerous small firms
struggle to compete. This power-law distribution helps economists understand the dynamics
of monopolies, market competition, and even market crashes, where the failure of a single
large entity can have a disproportionately large impact on the economy. By applying power-law
models, economists and policymakers can better understand systemic risks and prepare for
economic instability, such as financial crises or sudden market shifts. Power laws, therefore,
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provide a valuable tool for analyzing complex economic behaviors and inequalities in a wide
range of contexts.

Another interesting theory, "The Random Walk Theory", a concept rooted in mathematics
and physics, plays a significant role in economics, especially in the analysis of financial markets.
A classic example often used to illustrate the random walk theory is the "drunkard's walk" or
"drunk man" analogy. Imagine a drunk man standing at a lamppost, trying to walk home. Each
step he takes is entirely random, he has an equal chance of stepping forward or backward.
Over time, the drunk man's position will fluctuate unpredictably. He may move closer to
his destination, stay in the same place, or even end up farther away, but his steps follow no
discernible pattern. The key point is that each step is independent of the previous one; his next
move can't be predicted based on where he's been.

This analogy mirrors the random walk in stock markets or other economic systems. Just
like the drunk man's steps, stock prices or exchange rates move in unpredictable directions,
regardless of past movements. For instance, today's stock price gives no reliable indication of
what tomorrow's price will be. It could rise, fall, or stay the same, depending on new, random
information. This unpredictability makes it difficult for investors to consistently predict future
prices or "beat the market," much like it's impossible to predict where the drunk man will end
up after a series of random steps.

The random walk model is also applied to forecasting exchange rates in foreign currency
markets. Exchange rates, much like stock prices, fluctuate based on numerous factors such as
interest rates, inflation, trade balances, and political stability. These factors are often subject to
random, unforeseen changes, making it difficult to predict future exchange rate movements.
Let's look at an example: An economist trying to forecast the exchange rate between the
U.S. dollar and the Nepalese Rupee might rely on historical data. However, the random walk
theory suggests that future exchange rates are just as likely to move up or down without a
clear trend, as new information (such as economic policies or global events) can unexpectedly
affect currency values. Thus, the random walk model implies that exchange rates follow an
unpredictable path, making long-term forecasting difficult.

Econophysics has advanced the understanding of systemic risks and tipping points in
economic systems by incorporating ideas from physics like scaling laws and critical phenomena.
These concepts allow researchers to identify vulnerabilities within financial systems that might
lead to unexpected collapsesorinequalities. Thisinterdisciplinary approach has been particularly
useful in analyzing wealth distribution and understanding the formation of bubbles and crashes
in financial markets. Ultimately, econophysics bridges the gap between the quantitative rigor of
physics and the often qualitative approaches found in traditional economic theories, offering a
more comprehensive framework for understanding complex economic phenomena (Mantegna
& Stanley, 2000).
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While the general principles of econophysics have been explored in various global contexts
(Yakovenko & Rosser, 2009). The application of econophysics offers Nepal new opportunities
for research and policy development. The relationship between the Nepalese stock market
and macroeconomic factors, using data from June 2005 to November 2023 was studied.
Indicators such as the consumer price index (CPI), exchange rates (EXR), money supply (MS),
and remittances (REMIT) were analyzed through econometric models like co-integration and
vector auto-regression (VAR). The VAR model revealed that the stock market index (INDEX) is
influenced primarily by its own lagged values, while exchange rates (EXR) significantly impact the
INDEX. Granger causality tests showed no causal relationship between CPI, MS, REMIT, and the
INDEX, except for EXR, which was found to predict stock market fluctuations (Thapa, 2023). The
Granger causality test is an economic analysis method used to analyze the causal relationship
between variables, which was invented by Clive Granger, a Nobel laureate in economics.

The application of econophysics in Nepal is still in its early stages, but the country's
expanding financial sector and growing interest in data-driven analysis offer a promising
foundation for such interdisciplinary studies. Nepal's unique economic challenges, including
its developing market structures and diverse economic activities, could benefit significantly
from the application of econophysics principles. By leveraging the expertise of both physicists
and economists, there is potential for innovative research that addresses specific economic
issues such as market volatility, income distribution, and financial stability. Collaborative efforts
between these disciplines could lead to a more nuanced understanding of Nepal's economic
dynamics and contribute to more effective policy-making and financial strategies. As the field
matures, it could play a crucial role in shaping the future of Nepal's financial landscape and
addressing the complex challenges of its economy.
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Impacts of Government Debt on
Economic Growth:

Nepal's Public Debt Scenario

B Puspa Bhatt
Head Assistant, DCGF Branch Office Dhangadhi.

Introduction

Governments borrow money when their revenue streams don't cover their expenses. It
is also called public debt. Public debt is a vital tool that governments use to finance public
spending, especially in situations when it is challenging to raise taxes and cut spending. To close
the savings and investment deficit, the government borrows. The government may borrow
from either the domestic market or the external market. Government debt may have an impact
on macroeconomic variables such as inflation, exchange rates, unemployment, interest rates
and money supply. It may also have an impact on the economic growth of the country.

When the government borrows heavily from the domestic market, there may be a crowding
out effect where the financiers are not left with enough funds to invest in the private businesses.
This will in turn cause the interest rates to go up. On the other hand if it borrows from the
external market, the exchange rate will be affected as foreign exchange is required to pay for
the interest and principal (Saheed, 2015). These have an effect on unemployment as the private
sector, because of crowding out may not be able to create more wealth which may result in
retrenchments or suspension of employment and the government may not be able to employ
because it will use most of its resources for paying the principal and interest. Loans granted by
banks cause money creation, which in turn can cause inflation.

Reasonable borrowings to finance public and infrastructure development are the key to
faster economic growth. But excess borrowings without appropriate planning for investment
may lead to heavy debt burden and interest payment, which in turn may create several
undesirable effects for the economy (Joy & Panda, 2020). High public debt is particularly a
serious problem for nations with weak economic structures since it can lead to low economic
development and instability. High debt-to-GDP ratio is also considered a concern for investors,
as they can have a negative effect on the stock market and reduces productive investment
and employment in the long-run (Saungweme et al., 2019). The theoretical literature tends to
point to a negative link between the public debt-to-GDP ratio and the steady-state growth rate
of GDP per capita Spilioti & Vamvoukas, 1992). Some endogenous growth models show that a
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positive impact may be possible in the transition stage to steady-state, depending on the type
of public goods financed out. Some major theories are mentioned in this article to know in
detail about the relationship between government debt and economic growth.

The Debt Overhang Theory

Debt Overhang Theory implies that high borrowing leads to high debt, debt traps, and slower
economic growth. According to the debt overhang hypothesis, if there is a possibility that in the
future public debt will be greater than the country's ability to repay the debt, then the expected
debt service costs will discourage new domestic and foreign investment. Potential investors
will be discouraged by the assumption that if there is more production, the government will
impose more tax rates to pay off public debt, and will be less willing to bear the cost of current
investment to increase future output (Brady & Magazzino, 2018). According to Krugman
(2011), accumulated public debt acts as a tax on future output while it reduces the incentive
for savings and investment as well. The theory specifically stated that paying off debt lowers
the amount of money available for investments and as a result, a binding liquidity constraint
on debt would discourage investment and further impede growth. The theory further suggests
that public debt may have non-linear effects on growth, either through capital accumulation or
productivity growth.

Debt Crowding-Out Hypothesis

According to the debt crowding out hypothesis, rising debt service costs can increase a
country's budget deficit, which will reduce public savings unless private savings increase to
compensate for the shortfall. Consequently, this could lead to an increase in interest rates or
a reduction in the amount of credit available for private investment, ultimately slowing down
economic growth. When the government increases borrowing to fund higher spending, or
reduce taxes, it crowds-out private sector investment through higher interest rates. If increased
borrowing leads to higherinterest rates by creating higher demand for money and loanable funds
and thus higher prices, the interest rate sensitive private sector will likely reduce investment
due to lower rate of returns. Government deficit financing through domestic and external
borrowing might result in increased interest rates, lower disposable income and higher wages
all of which reduces the profitability of businesses and by extension private investment. This
may consequently discourage or crowd-out private investment and decrease the production
level in an economy.

Law of Increasing State Activity

Wagner's law, also known as the law of increasing state activity is the observation that public
expenditure increases as national income rises. This study was done by an economist from
Germany known as Aldolph Wagner (1835-1917) late in the 19th century. His study supported
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'The Law of Increasing State Activity'. This law explains how the economy is expanding and how
government operations are becoming more numerous over time. The Law of Increasing State
Activity (Wagner's law) is classified as a positive theory of public expenditure. Wagner stated
that the economic development of a nation leads to an increase in the activities and functions
of the government. He explains that in progressive societies, governments at central and local
levels constantly undertake new functions while they also perform old functions, and this leads
to a regular increase in the activity of the government. The aim of government activities is to
satisfy the economic needs of the people more efficiently and more completely so that there
is an increase, extensive as well as intensive, in such activities and hence public expenditure.
Therefore, public sectorsinindustrialising nations grow as a proportion of total economic activity
with the increase in per capita income and output, i.e., the share of government expenditure
in total output increases inevitably. Although Wagner has based his study on industrial nations,
according to him, the law is equally applicable in the case of developing countries.

Ricardian Equivalence Theory

Ricardian equivalence is an economic theory that says that financing government spending
out of current taxes or future taxes (and current deficits) will have equivalent effects on the
overall economy. This means that attempts to stimulate an economy by increasing debt-financed
government spending will not be effective because investors and consumers understand that
the debt will eventually have to be paid for in the form of future taxes. Governments can
finance their spending either by taxing or by borrowing (and presumably taxing later to service
the debt). In either case, real resources are withdrawn from the private economy when the
government purchases them, but the method of financing is different. Ricardo argued that
under certain circumstances, even the financial effects of these can be considered equivalent,
because taxpayers understand that even if their current taxes are not raised in the case of
deficit spending, their future taxes will go up to pay the government debt. As a result, they
will be forced to set aside some current income to save up to pay the future taxes. Because
these savings necessarily involve forgone current consumption, in a real sense they effectively
shift the future tax burden into the present. In either case, the increase in current government
spending and consumption of real resources is accompanied by a corresponding decrease in
private spending and consumption of real resources. Financing government spending with
current taxes or deficits (and future taxes) are thus equivalent in both nominal and real terms.

Government Debt and Economic Growth in Nepal

For efficient governance in the state administration, every government needs an adequate
amount of public funds. Public funds in Nepal include government revenue, grants of any sort
that the government receives, and proceeds from the sale of public property. In general, it
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is required of the government to spend equal to its revenue. All around the world, however,
spending more money than earned has become the ongoing trend in order to meet the
growing demands of society, promote economic expansion, and maintain financial stability. It
is evident from Nepal's past that budget management and deficit budgeting were introduced
simultaneously. In the beginning, the government relied on foreign assistance to reduce the
fiscal deficit, but in recent years, domestic and external loans have also been used. The annual
budget of Nepal allots approximately one-third to public debt. In light of the current trend in
budget allocation, continuous increasing of public debt, increasing global concerns over the
government's ability to repay debts and the sustainability of the economy.

According to Sapkota (2023) there is a short run and long run relationship between economic
growth and internal, external debt of the government. In the long run, the effect of internal
debt upon the economic growth rate of Nepal is negative. It means as internal debt increases,
economic growth rate decreases. However, the p-value is insignificant; therefore, there are not
sufficient reasons to accept this conclusion. But, the long run effect of external debt upon the
economic growth rate is positive and significant. It means, confirming the increase in external
debt leads to an increase in the economic growth rate of Nepal in the long run.

Government Debt Situation of Nepal

According to data provided by the Public Debt Management Office of Nepal (PDMOQ) the
total outstanding debt of the Government of Nepal reached NPR 2,378.39 billion at the end
of the 3rd quarter of F/Y 2080/81 (April 12, 2024). Out of the total amount, external debt
was NPR 1,198.91 billion (50.41%) and domestic debt was NPR 1,179.48 billion (49.59%). The
International Development Association (IDA) has the largest share of outstanding external debt
(48.30%), followed by the Asian Development Bank (ADB) (33.18%), IMF (4.75%), JICA (4.33%),
Exim Bank of India (3.29%), Exim Bank of China (2.83%) and Others- IFAD, OFID, EIB, EBK, Saudi,
Kuwait, NDF, AlIB, NBF, Belgium, EEC (3.31%). Likewise, T-bills account for 33.80% of the total
outstanding domestic debt. Development bonds represent 64.94% of the outstanding domestic
debt. Similarly, saving bonds & IMF bonds represent 0.93% and 0.33% of total outstanding
domestic debt. The total debt to GDP ratio was 41.69% with external debt accounting for
21.02% and domestic debt for 20.68%.

Conclusion and Recommendation

Public debt is a special tool of fiscal policy of the government to meet its resource gap
in the country. Economic theories propose that a moderate amount of debt can potentially
boost economic growth for both developing and developed nations. Nepal's per capita debt
is around 90,000, which means that a new child is born with a massive debt burden on his or
her shoulders. In this condition the government of Nepal should be more accountable and
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transparent even in the debt collection and its uses. The fund collected as debt should not
be used for any kind of regular expenditure. It must be utilised for developmental activities
effectively and transparently. Internal debt collection should be for the long term rather than
short term.

According to Prasai (2024) the ideal ratio of public debt for higher economic growth is
found to be 35.44% of real GDP in Nepal. In the recent context of increasing volume of public
debt, there exists weakening revenue mobilisation capacity of the government and volatility in
GDP growth rate of Nepal. The result advocates that the government should use public debt
cautiously to facilitate economic growth through productive sector investments by maintaining
appropriate levels of public debt.

Recently, the increase in expenditure has exceeded the increase in revenue mobilisation. As a
result, public debt may rise rapidly in the future to cover the fiscal deficit. An excessive financing
deficit causes a debt crisis, puts pressure on future generations to repay, creates a crowding
out effect, and increases the burden of interest payments. Therefore, the government system
is recommended to remain within the limit of the optimal level of public debt as determined by
the debt threshold that maximises growth.
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Empowering Small Businesses:
Innovative Initiatives for Securing
Credit and Driving Growth

B Aryan Dhungana

Introduction

SMEs represent a key factor in most economies as they contribute significantly to the country's
GDP and this applies to Nepal as well. They spur economic development, generate employment,
and support research and development. Nevertheless, one of the most important factors which
affect SMEs is the problem of financing. Credit guarantee schemes (CGSs) have become one of the
most promising solutions for this problem as they minimize the risks for the lenders and increase
the access of SMBs to credits. This article looks into how CGSs function, how they can benefit an
economy and how such a scheme could be properly installed in the Nepalese economy.

Credit guarantee schemes are those which guarantee that a large number of SME loans given
to borrowers will be recovered from the borrower even if the borrower fails to repay the loan. This
lowers the perceived risks of extending credit to the small business since these are considered
high risk due to inexperience, and the fact that most do not offer any form of security to the
lender.

Taking an example, in the case of Japan's economy, credit guarantees have a rather long history
of working as a tool to help support its small businesses. The Japanese government works with
the local one to offer numerous guarantees, primarily essential during financial failures. Likewise,
in the Asia-Pacific region, the Asian Development Bank (ADB) has identified that CGSs have proven
efficient in SMEs' finance by mitigating risk for the lender and promoting a more inclusive credit
environment. CGSs have also been recognized by the Organisation for Economic Co-operation
and Development (OECD). Their studies indicate that those schemes make access to credit better,
while also making financial conditions more stable and boosting economic growth through the
support of SMEs.

Likewise, Credit Guarantee Schemes are a common feature of financial systems across the
globe. In many countries, CGSs have existed since the beginning of the 20th century (Beck et al.,
2010), but they have experienced unprecedented growth over the last several decades, across
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OECD and non OECD countries alike. In particular, CGSs have been an instrument of choice for
policy makers to improve access to finance by SMEs and young firms during the recent global
financial crisis. During 2008-2010, in many countries, new guarantee programmes were set up and
existing loan guarantee programmes ramped up, as part of government anti-crisis packages. In
several non-OECD economies, CGSs have also developed rapidly as a mechanism to expand credit
markets and improve financial inclusion. According to Green (2003), more than 2250 guarantee
schemes existed in over 100 countries worldwide. Pombo (2010) estimates that some form of
credit guarantee service existed in most regions of the world, with a few countries as exceptions
in Asia, Northern and Eastern Europe and Central America. In some countries, credit guarantees
amount to a significant portion of the national GDP. In Europe, this is especially the case in those
countries including Italy and Portugal, where a network of local or sectoral guarantee institutions
is well established. It is, however, in Asia that the volume of outstanding guarantees amount to
the highest share of GDP: 3.6% in Chinese Taipei, 6.2% in Korea and 7.3% in Japan.?

What are some of the advantages of credit guarantee schemes?

e Enhanced Access to Finance: As a result of reducing the risk for lenders, CGSs increase
the likelihood of SMEs access to loans. This increase in finance objectives is important for
business growth, product development and thus the economy.

e Economic Growth and Job Creation: Another importance of SMEs is on employment since
most of the employment vacancies are sourced from them. With credit, they are capable
of increasing operations hence employment and improvement of the economy.

e Financial Inclusion: Benefits of CGSs include sectors such as the rural enterprise and the
start ups which anyway have limited access to capital from commercial banks.

e Risk Management for Lenders: Lenders are less exposed to risks hence they are able to
fund SMEs to a large extent as they will examine later.

Importance of Credit Schemes for SMEs

Manufacturing establishments make up 11% of all establishments and close to 16% of overall
employment. Nearly 98% of manufacturing establishments are small units, while 1.6% of them are
medium-sized units, and 0.7% are large units, where we define size groups in terms of the number
of persons engaged. Small, medium-sized, and large manufacturing establishments employ 53%,

1 Cusmano, Lucia . 2013. “SME and Entrepreneurship Financing: The Role of Credit Guarantee Schemes and Mutual
Guarantee Societies in Supporting Finance for Small and Medium-Sized Enterprises."” Oecd-1library.org. 2013. https://www.
oecd-ilibrary.org/deliver/35b8fece-en.pdf?itemld=%2Fcontent%2Fpaper%2F35b8fece-en&mimeType=pdf.
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13%, and 34%, respectively, of the total number of persons engaged in the manufacturing sector.?

Depending on the given distribution, it is possible to state that small manufacturing units are
the key players of the sector in terms of numbers and occupied personnel. Nevertheless, research
findings reveal that these small units have many obstacles to financing as they are regarded as
high risk by the lenders, have minimal or no collateral, and short credit histories. This is where
credit guarantee schemes step in.

During the review year of 2022-2023, sectoral credit distribution in wholesale and retail
sector stood at 20.15 percent, consumption loans stood at 18.98 percent, agriculture, forestry,
and beverage production stood at 16.04 percent, agriculture and forest sector stood at 7.57
percent, and finance, insurance and real estate sector stood at 7.49 percent, indicating heavy
concentration of loans in these sectors.?

CGSs plays the role of a middleman that links these small enterprises to financial institutions
because it offers guarantees that address some level of loan defaults. This assurance decreases the
risk for the lenders and, as a result, increases the chances for the financing of SMEs by providing
credit facilities. Since these outlets can easily get credit, they are able to expand, introduce
superior technologies, or increase productivity. It also plays a significant role in maintaining the
existing employment and thus, opens a new market for employment opportunities which boosts
economic development. Furthermore, since CGSs target mid-sized enterprises, which represent
companies with 13% of total manufacturing employees, the support of such companies may help
the latter to grow in size and, eventually, develop into large ones. This growth could in turn help
solidify the sector, make industrial outputs better and strengthen the manufacturing industry of
Nepal.

Financial Constraint on SMEs

A study by Nepal Rastra Bank (NRB) found that only 16 percent of start-up enterprises have
access to capital from banks and financial institutions (BFls). Nepal's 'missing middle' problem is
clear from the gap that exists between the sizes of loans offered to micro enterprises and to SMEs.
While the average size of micro enterprises loans offered by MFIs is less than NPR 0.5 million
(USD 4,400), the average minimum loan size for small and medium-sized enterprise loans offered
by commercial banks is more than NPR 2.5 million (USD 22,200). A recent NRB study, however,
revealed that nearly 59 percent of small enterprises need loans of less than NPR. 2.5 million.
Although the Nepalese government's monetary policy for fiscal year (FY) 2016-2017 encouraged
commercial banks to strengthen their SME units to provide adequate loans for the missing middle

2 Kharel, P. and K. Dahal. 2020. Small and Medium-Sized Enterprises in Nepal: Examining Constraints on Exporting.
ADBI Working Paper 1166. Tokyo: Asian Development Bank Institute. Available: https://www.adb.org/publications/sme-nepal-
examining-constraintsexporting

3 nrb.org.np. “Financial Stability Report.” Nepal Rastra Bank, June 2024. https.://www.nrb.org.
np/contents/uploads/2024/06/FSR-2022_23.pdf.
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segment, most commercial banks interviewed for this report in the second half of 2018 indicated
that the share of loans less than NPR 2.5 million in their portfolios is insignificant.

Even after the NRB's monetary policy for fiscal year 2016-17 that called for enhancing the SME
divisions of commercial banks and targeting the missing middle segment, most of the commercial
banks have not scaled up on the provision of smaller loans. The majority of the commercial banks
by the second half of the FY 2018, said they provided loans below NPR 2 million. These accounted
for a very small percentage of their portfolios. The reluctance from banks regarding the provision
of small amounts of credit only worsens the financial situation of small businesses hence reducing
their capability and resilience. The analysis carried out in the NRB study stresses the necessity
of carrying out economic measures aimed at young companies and small businesses in Nepal.
Credit guarantee schemes provide a reasonable way to close the existing gaps in the credit
sector, focusing on providing funds needed for small businessmen to stabilize and develop their
companies and contribute to economic development.

A recent NRB study on SME financing in Nepal reveals that small enterprises' loan size varies
between NPR 1 million and Rs 5 million (between USD 8,900 and 44,400) and medium enterprises
require a loan size between NPR 5 million and NPR 150 million (between USD 44,000 and USD
1.33 million). Several recent studies reveal that barriers to financial access and gaps in provision
for MSMEs in Nepal are significant. The SME Finance Forum in 2018 estimated that the financing
gap for unserved MSMEs is USD 3.6 billion, and a 2018 ADB study reached similar conclusions®

Conclusion

By catering to the middle ground of enterprise financing, CGS increases the formality of small
enterprises operations and increases their creditworthiness for growth over time. Thus, the
formalization shifts toward a more open financial environment and the credit growth for the
businesses development and contribution to the economy. Credit guarantee schemes applied in
Nepal can greatly contribute to SMEs' financing issues, solving the concern of the missing middle
and promoting economic growth. Therefore, CGSs taking the risk of lenders and ensuring small
businesses get adequate funding can enhance the economy.

4 United Nations, Economic and Social Commission for Asia and the Pacific, Micro, Small and Medium-sized
Enterprises’ Access to Finance in Nepal, MSME Financing Series No. 3 (Bangkok: United Nations, 2020), available from:
https://www.unescap.org/resources/micro-small-andmedium-sized-enterprises-access-finance-nepal.

5 United Nations. “Micro, Small and Medium-Sized Enterprises’ Access to Finance in Nepal." iids.org.np. ESCAP,
2020. https.//iids.org.np/images/publications/e6a7c6048100472869832b856229c81e.pdf.
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Global Top 10 Countries Producing
Agricultural Goods

B Shyam Krishna Shahi

The top 10 countries producing agricultural produces countries in the world are China, the
United States, Brazil, India, Russia, France, Mexico, Japan, Germany, and Turkey.

Thesetop 10agricultural producing countries play a major role in feeding the world’s population.
These countries provide a large amount of the world’s food supply, and their agricultural sectors
play an essential role in their economy. These countries produce various kinds of agricultural
products, such as cereals, fruits, vegetables, meat, dairy, and seafood. They also play an important
role in the global agricultural economy, exporting their products to countries all over the world.

In this article, we look into the list of top 10 producers of agricultural goods in the world. We
will also look into their contributions to the global output and the factors that have contributed
to their dominance.

About the Main Producers of Agricultural Products in 2024

China is the world’s largest producer of rice, wheat, corn, and potatoes. In 2020-21, China
produced 212 million MT of rice, 134 million MT of wheat, 266 million MT of corn, and 94 million
MT of potatoes, and other crops in significant amounts. The United States is the world’s largest
producer of soybeans, corn, and meat. In 2020-21, the United States produced 118 million MT
of soybeans, 364 million MT of corn, and 122 million MT of meat and other crops in significant
amounts.

Brazil is the world’s largest producer of coffee, oranges, and soybeans. In 2020-21, Brazil
produced 3.5 million MT of coffee, 175 million MT of oranges, and 130 million MT of soybeans,
and other crops in significant amounts.
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Top 10 Agricultural Producing Countries in the World

China

United States
Brazil

India

Russia

France
Mexico

Japan

Germany

erev

Largest Agricultural Producer in the World — China

China is the first largest agricultural producer globally, producing 1,095 million MT of
agricultural-produce contributing greatly to the world’s food supply.

In Millions. Metric ton

China is a top producer of staple crops like rice, wheat, and corn. It also specializes in the
cultivation of fruits, vegetables, and particular crops like tea, cotton, and tobacco.

China has 7% of cultivable land yet feeds 22% of the world’s population. In the twentieth
century, China struggled to feed its vast population.

China has a large cattle sector, with pork being the most popular meat. It also produces a large
amount of chicken, beef, and dairy products to suit domestic demand.

China has invested in agricultural research and development, advanced farming techniques,
and mechanization to increase sector output and efficiency.

Second Largest Agricultural Producer in the World — United States

The United States is the second largest agricultural producer globally, producing 605 million
MT of agricultural-produce contributing greatly to the world’s food supply.

The United States is a major producer of essential crops such as corn, soybeans, wheat, and
cotton. It also specializes in producing specialist crops such as almonds, citrus fruits, and grapes.
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The United States has a flourishing livestock industry, with cattle, poultry, and pork all
contributing greatly to agricultural output. It also produces an important amount of dairy goods.

The United States is one of the world’s leading exporters of agricultural products, including
grains, meat, dairy, fruits, and vegetables. It is important for global food security and trade.

In the United States, corn was the top crop, producing 247,882,000 metric tons. Soybeans
rank second with 74,598,000 metric tons.

Third Largest Country of Agricultural Products — Brazil

Brazilis the third largest agricultural producer globally, producing 522 million MT of agricultural-
produce contributing greatly to the world’s food supply.

Brazil is equipped with extensive agricultural resources, such as fertile land, a good climate,
and plenty of water, allowing for the production of many different kinds of crops.

Brazil is a large producer of soybeans, sugarcane, corn, coffee, and oranges. It is the world’s
largest supplier of soybeans and meat.

Brazil’s livestock sector is growing, with cattle, poultry, and pork production contributing to a
large portion of agricultural output and export revenues.

Brazil has 2.1 billion acres of land, with over 867.4 million acres used for cultivation.

Fourth Largest Agricultural Producer in the World — India

India is the fourth largest agricultural producer globally, producing 319 million MT of
agricultural-produce contributing greatly to the world’s food supply.

India’s various geographical and climatic conditions support several different crops, including
grains such as rice, wheat, and millet, as well as pulses, oilseeds, fruits, and vegetables.

Rice and wheat are staple crops in India, which is one of the world’s top producers. Also, India
is a major producer of pulses such as chickpeas, lentils, and beans.

India has a large livestock sector, with cattle, buffalo, poultry, and goats all contributing greatly
to agricultural output. Milk production is particularly important, as India is the world’s largest milk
producer.

Indian agriculture supplies around 58% of Indians’ livelihood. According to the most recent
data, agriculture is the principal source of income for half of the population, accounting for 17%
to 18% of the GDP.

Fifth Largest Agricultural Producer in the World — Russia

Russiais the fifth largest agricultural producer globally, producing 262 million MT of agricultural-
produce contributing greatly to the world’s food supply.

Russia’s vast land area, which covers multiple climate zones, provides many possibilities for
agricultural production, including grains, oilseeds, and livestock.

Grains such as wheat, barley, and corn are widely grown in Russia, and the country is one
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of the world’s leading wheat exporters. Also, oilseeds such as sunflower and soybeans provide
important contributions to agricultural productivity.

Russia’s livestock sector is expanding, with cow, pig, and poultry output continuously rising to
fulfill domestic demand and support export markets.

Grain farming accounts for around half of the total cultivated land area. It produces 70% of the
country’s grain.

Sixth Largest Agricultural Producer in the World — France

France is the sixth largest agricultural producer globally, producing 184 million MT of
agricultural-produce contributing greatly to the world’s food supply.

France is well-known for the cultivation of wheat, barley, corn, and sugar beets, all of which
are agricultural staples. Also, France is well-known for its wine production, with vines that extend
large portions of the country.

Livestock farming is another important aspect of French agriculture, with cattle, sheep,
poultry, and dairy production all contributing considerably to the country’s agricultural output.

France is a large exporter of agricultural goods, including wine, dairy products, cereals, and
luxury foods.

France has over 730,000 farms, and approximately 7% of the population earns a living from
agriculture or related industries such as fisheries or forestry.

Seventh Largest Agricultural Producer in the World — Mexico

Mexico is the seventh largest agricultural producer globally, producing 158 million MT of
agricultural-produce contributing greatly to the world’s food supply.

Corn (maize), beans, and chile peppers are the primary crops of Mexican agriculture,
representing the country’s varied culinary and cultural past.

Mexico has a large livestock sector, with cattle, poultry, and pork production making major
contributions to the country’s agricultural output.

Mexico is a major agricultural exporter, exporting fruits, vegetables, avocados, berries, and
beer. Its proximity to the United States, as well as important trade connections, help to boost its
export potential.

In Mexico, agriculture occupies around 15% of the land, with livestock contributing about 50%.

Eighth Largest Agricultural Producer in the World — Japan

Japan is the eighth largest agricultural producer globally, producing 150 million MT of
agricultural-produce contributing greatly to the world’s food supply.

Due to land constraints, Japan focuses on high-value commodities such as rice, vegetables,
and fruits, as well as specialized products such as tea and flowers.

Japan is well-known for implementing modern agricultural technology such as precision
farming, robotics, and vertical farming to increase productivity while working with limited land.
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Agriculture in Japan accounts for only 2% of GDP, while approximately 10% of the population
lives on farms.

They fully promote Japanese traditional cuisine culture, which combines rice with grains,
seafood, vegetables, mountain herbs, and other ingredients.

Ninth Largest Agricultural Producer in the World — Germany

Germany is the ninth largest agricultural producer globally, producing 124 million MT of
agricultural-produce contributing greatly to the world’s food supply.

Leading agricultural products in Germany include wheat, sugar beets, cabbages, barley, pigs,
chickens, potatoes, milk, cereals, and in most regions, fruits, vegetables, and wine.

Forestry and agriculture occupy around 80% of the country’s area. In 1997, family farms
dominated the old western states.

Approximately 87% of German farmers farm a land area of 124 acres. In Germany, vineyards
cover the southern and western sections of river valleys.

Germany is a major agricultural exporter, including dairy goods, meat, fruits, and vegetables.

Tenth Largest Agricultural Producer in the World — Turkey

Turkey is the tenth largest agricultural producer globally, producing 107 million MT of
agricultural-produce contributing greatly to the world’s food supply.

Turkey has a varied agricultural landscape, including fertile plains, coastal regions, and hilly
terrain, which allows for the production of a variety of crops.

The country specializes in producing a variety of crops, including cereals like wheat, barley, and
corn, as well as fruits like citrus, grapes, and figs.

Turkey also has a large livestock sector, which produces meat, dairy, and poultry products for
both domestic and international markets.

Agriculture is essential to Turkey’s economy, contributing approximately 7% of GDP and
providing employment in rural communities.

Summary — Top 10 Agricultural Producing Countries in the World

The top 10 countries recognized for agricultural production in the world are China, the United
States, Brazil, India, Russia, France, Mexico, Japan, Germany, and Turkey. These countries are vital
in feeding the world’s population, as they contribute a large portion of the global food supply.
They produce a wide range of agricultural products, including cereals, fruits, vegetables, meat,
dairy, and seafood. Their agricultural sectors are crucial for their economies, and they also play a
significant role in the global agricultural economy by exporting their products to countries around
the world. Each country has its own strengths and specialties in agriculture, contributing to the
diversity and abundance of food available worldwide.

Source: https://www.geeksforgeeks.org
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Nepal in Fight Against Money
Laundering and Terrorism
Financing

B Nirgesh K.C.
Deposit & Credit Guarantee Fund

Introduction to Money Laundering and Financing of Terrorism

Money laundering is the process of concealing the true source and ownership of illegally
created funds by making it appear to have come from a legitimate source through a complex
sequence of banking and commercial transactions. It is the process of making illegally-gained
proceeds (black money) appear legal (white money). Criminals and money launderers try to

hide

the source of the money obtained from illegal activities like corruption, drug smuggling,

human trafficking, terrorist activities and many more. Typically, Money Laundering involves
three steps: placement, layering and integration.

LS

Placement:

It is the initial stage of money laundering where launderers park their illegally earned
money in the banking and financial system. This might be done by breaking up large
amounts of money into a smaller sum that are then deposited directly into a bank account
or by purchasing a series of monetary instruments like cheques, money order etc., that
are then collected and deposited into accounts at different locations.

Layering:

The primary purpose of this stage is to separate the illicit money from its source. The
funds might be channeled through the purchase and sales of investment instruments or
the launderer might simply wire the funds through a series of accounts at various banks
across the globe. In this stage, launderers make it more difficult to detect a laundering
activity.

Integration/extraction:

In this stage, the money is returned to the criminal after a series of transactions from what
seem to be legitimate sources. Having been placed initially as cash and layered through a
number of financial transactions, the criminal proceeds are now fully integrated into the
financial system and can be used for any purpose.
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Financing of Terrorism (FT) refers to the act of providing direct or indirect financial support
to terrorist activities on an individual or organizational basis. Financial investment in terrorist
activities is not limited to a certain region, class or country. Such crimes weaken the overall
legal, financial and security system of the nation and make the crime and the criminals stronger.
It has a negative impact on the form, existence & development of the country’s financial system
and ultimately has a serious impact on the global financial system as a whole.

Terrorist financing is a three-step process of collecting, transmitting, and distributing funds
for terrorist activities, without catching the attention of law enforcement. This involves raising
money, either through illegal or legal channels, and then laundering it through the financial
system to conceal its origin and destination. Finally, the laundered funds are distributed to
terrorist cells, who use it to purchase weapons, pay for supplies, or otherwise advance the
group's goals.

Sources of ML and FT

All the efforts and activities of acquiring the black money may be considered as the source
of ML/FT. Although there are many sources of money laundering, the major sources are as
follow:

e Participation in an organized criminal group.

e Terrorist acts & financial investment in terrorist acts.

e Human trafficking, migrant smuggling, cross border smuggling.
e lllegal trade of arms and amenities, narcotic drugs and psychotropic substances.
e Corruption and bribery.

e Counterfeiting currency.

e Counterfeiting and piracy of products.

e Hunditrade & casino.

e Murder, bodily injury, kidnapping, theft & robbery.

e Taxevasion.

e Insider trading and market manipulation.

Methods of Money Laundering

There are various techniques of money laundering ranging from the use of the financial
system to advanced blockchain technology. Some of the major methods of money laundering
in the countries like Nepal are as follow:

¢ Investment in real estate, security market and co-operative sectors.
e Establishing shell companies.
e Purchase of precious metals and ornaments such as gold, diamond etc.
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By operating the multiple fictitious bank accounts to create a complex network of
transactions.

Structuring and placement of large deposits into the banking & financial system.
Funding NGOs and INGO to conceal the true source of funds.

Transfer illegal money to foreign bank accounts or invest in foreign joint ventures.
Hundi trade, casino operation, investing in crypto currency, online betting etc.

Factor affecting ML/TF

There are many factors that fuel the act of Money Laundering & Terrorism Financing
activities in the developing nations like Nepal. Some major factors are as follow:

High external dependency

Open border with India

Prevalence of informal economy

Unstable political situation and government

Weak governance & regulatory framework

Poor coordination among the concerned authorities working against ML/FT
Lack of dedicated AML/CFT supervision

Inadequate legal provisions

Lack of public awareness and related programs

Consequences of Money Laundering

90

Loss in potential revenue and financial resources required in development of the country
due to huge capital flight.

Further increase in prevalent informal activities like shadow banking, hundi operation,
smuggling of valuables, cryptocurrency.

Large volume of investment demand in the real-estate sector, financial securities,
valuables like gold and diamonds, luxuries etc. may lead to the unnatural price hike, also
termed as price bubble.

Huge investment and expenditure in the unproductive sector of the economy may lead
to economic recession.

Capital flight, smuggling of gold, misuse of foreign exchange for sending the money
abroad can lead to the volatility in forex rate.

Loss of tax revenue by the government due to the rise in the informal economy.
Increase in the portion of NPA in the banking system.

Discourages entrepreneurship as the genuine business can’t compete with the business
funded by corporate launderers.
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e Unequal distribution of income and wealth, increased social crimes, low morale and
ethical dilemma.

e Threats and challenges to the world economic system, social harmony, peace, security
and prosperity.

Current Scale and Situation of Money Laundering

Measuring the actual volume and scale of money laundering is extremely difficult. The World
Bank and International Monetary Fund (IMF) has estimated money laundering has become the
world’s third largest business with the volume of 3% to 5% of global gross domestic product
(GDP) amounting to approximately 4 trillion USD laundered annually. Thus, it shows that the
significant size of the global GDP is being laundered, leading to enormous loss in both monetary
and non-monetary terms.

It is said that there is a prevalence of trade-based money laundering in developing countries
and they are not collecting the correct amount of trade-related taxes and duties that are owed.
In case of Nepal, the contribution of trade to GDP is almost 35% in Fiscal Year 2079/80 and the
estimated value gap (mismatches in trade transactions) as a percentage of GDP is approximately
4.5%, which imply that Nepal loses the potential revenue of almost 4.5% of GDP due to trade
mis-invoicing and other inconsistencies in trade. Also, a large segment of the Nepalese economy
is informal and unregistered. Hundi trade, tax evasion, brokering, over/under invoicing of trade
are prevalent issues within Nepal’s informal economy. Such a huge volume of the informal
economic activities leads to higher the possibility of money laundering.

Introduction to Anti-money laundering (AML)/ Combating the Financing
of Terrorism (CFT)

AMLreferstoasetofprocedures,lawsorregulationsdesignedtostopthepracticeofgenerating
income through illegal sources. It targets a wide variety of crimes, from corruption and tax
fraud to market manipulation and illicit trade and financing of terrorism, as well as efforts
to mask these activities as the source of money. Because most criminals and terrorists rely
significantly on laundered money for their illegal operations, having effective AML procedures
in place has broader crime-reducing consequences.

On the other hand, CFT is a set of government laws, regulations, and other practices that are
intended to restrict access to funding and financial services for those whom the government
designates as terrorists. By tracking down the source of the funds that support terrorist
activities, law enforcement may be able to prevent some of those activities from occurring. It is
focused on restricting the movement of funds to terrorist organizations.

Money laundering and terrorism financing are often inter-linked. When law enforcement is
able to detect and prevent money laundering activities, it may also be preventing those funds
from being used to finance acts of terror. Combating money laundering is key to CFT. Instead of
trying to catch a criminal plotting or committing an act of terrorism through other means, law
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enforcement officials may address the problem from the money side by pursuing the flow of
funding that supports the activities.

As of now, various efforts have been made from the domestic and international sectors to
prevent money laundering and financial investment in terrorist activities. In this context, the
Financial Action Task Force (FATF) has issued 40 recommendations as remedial criteria. Asia
Pacific Group (APG) is an organization to redress. Under the auspices of the United Nations,
various conventions on drug control, terrorism suppression, anti-corruption and organized
crime have been concluded.

Importance of AML/CFT

The purpose of implementing anti-money laundering and counter-terrorist financing
(AML/CTF) measures is to stop criminals and terrorists from abusing the financial system. It is
important to trace and stop the financial flows linked to serious crime and terrorism, and make
society safer. Further importance of AML/CFT measures are as follow:

e To protect and develop the regional, national and international financial system.
e To prevent criminals from enjoying the proceeds of crimes.

e To prevent criminals from building formidable economic powers and challenging
financial stability.

e To identify the suspicious transactions and to bring the potential accused under the
legal ambit through investigation and prosecution.

¢ To criminalize money laundering and investment in terrorist activities.
e Topunish the money laundering criminals and confiscate assets acquired through ML/FT.

e To create an environment where criminals will not be able to launder money through
illegal activities in future.

Nepal's Efforts to Strengthen AML/CFT Capabilities

With the membership of Asia Pacific Group (APG) in 2002, Nepal has officially begun the
journey of combating Money laundering. Nepal has participated in various International
Conventions and has committed towards the compliance of the FATF recommendations
to strengthen the AML/CFT capabilities. Nepal has also made various institutional and legal
measures for this purpose.

Institutional Measure: The Institutional measures adopted by Nepal for better AML/CFT risk
management includes the establishment and operation of various institutions such as:

e Nepal Rastra Bank (NRB): As the regulatory body of the BFls, NRB plays a pivotal role
in overseeing and coordinating AML/CFT efforts among financial institutions and
designated non-financial businesses and professions (DNFBPs).

e Financial Intelligence Unit (FIU): Operating under the NRB, the FIU serves as the central
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authority responsible for processing and analyzing Suspicious Transaction Report (STR)
from financial institutions and DNFBPs.

Regulatory Authorities: Securities Board of Nepal (SEBON) and the Nepal Insurance
Authority, supervise and regulate AML/CFT compliance in their respective sectors.
Asset Laundering Investigation Department: Separate Investigation authority for
AML/CFT related investigations.

National Coordination Committee: Provides necessary suggestions to the Government
with regard to AML/CFT.

Ministry of Foreign Affair: Provides mutual legal assistance.

Law Enforcement Agencies: Entities like the Nepal Police are tasked with investigating money
laundering and terrorism financing cases.

Others: Other institutions like Commission of Investigation for the Abuse of Authority (CIAA),
Inland Revenue Department (IRD), Office of the Auditor General (OAG) etc. also helps directly
or indirectly in AML/CFT risk management

Legal and Regulatory Measures: The legal and regulatory measures adopted by Nepal for
better AML/CFT risk management includes formulation and implementation of various Acts
and regulations such as:

Asset (Money) Laundering Prevention Act, 2064 and regulations 2073 for AML/CFT
Group Crime Control Act, 2070 for group crime prohibition

Mutual Legal Assistance Act, 2070 for transfer of crime information

Withhold, capture and seizure of Assets through Crime Act, 2070

AML/CFT National Strategy and Action Plans, 2081/082-2085/086.

NRB Directive 19: Provision relating to money laundering and prevention of financial
investment in terrorist activities.

Major Legal Provisions: Some of the major legal provisions as per the Acts, Regulations and
Directives mentioned above for preventing money laundering and terrorist financing are as
follows:

Specification of the Customer Identification and Know Your Customer (KYC) duties of the
Reporting Entity (RI) during various transactions with customers.

Specification of the acts that are considered an offense under ML/FT.

Provision of KYC as per the customer type such as politically exposed persons (PEPs),
beneficial owner, risky etc., simplified KYC, enhanced KYC.

Provision regarding the formulation of AML/CFT Policy by REs and specification of the
matters to be included in it.

The functions, duties and powers of the regulatory body have been clarified, thus
making the supervisory power strong.

The functions, duties and powers of the Investigation Department and Investigating
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Officer are clarified to streamline the AML/CFT Investigation.

e TheInvestigating Officer is provided with more powers for gathering related information,
arrest the potential convict and detention in prison.

e Prohibition on opening of Anonymous or Fictitious Accounts, opening & operation of
Shell bank.

e Special provision of withholding of assets and strict action for listed terrorist individuals
or groups.

e Cooperation between jurisdictions to control cross border crime etc.

Challenges for AML/CFT in Nepal

Despite two decades long effort against money laundering, Nepal’s achievement is not as
expected. Nepal was on the greylist of the Financial Action Task Force (FATF) from 2009 to 2014
due to its failure to implement the task force’s recommendations. Although Nepal has made
considerable progress by drafting necessary laws and regulations, the country remains on a
watch list of countries under scrutiny.

Once again Nepal is facing the threat of being greylisted by FATF’s plenary, which is
scheduled for February 2025 as it failed to improve in a number of areas pointed out by the
APG. As per "Mutual Evaluation Report" of Nepal on "Anti-money laundering and counter-
terrorist financing measures" by the APG in September 2023, Nepal fully complied with
only five of the 40 recommendations made by the FATF. It largely complied as many as 16
recommendations, partially with 16 while not complying with three. The APG delegation is
scheduled to visit Nepal again in October 2024 for the next phase of their assessment. This
situation highlights the existence of many issues and challenges in the AML/CFT measures
adopted and their implementation including the deficiencies in our legislation. Some of the key
issue and challenges for AML/CFT in Nepal are as follows:

e Lack of adequate knowledge, skills, resources, availability for adoption of modern tools
and techniques in AML/CFT investigation like use of Al, forensic accounting and fraud
detection, recovery of stolen assets, etc.

e Availability of a very limited number of investigation officers and specialists in forensic
accounting and fraud detection.

e Frequently changing government and lack of political commitment for AML/CFT.
e Political interference and influences often affect the investigation.

e Weak IT infrastructure and lack of centralized Information and Database Management
System.

e Poor cyber security and safety of public information.
e No centralized institution for the reservoir of public information.

e lLack of reliable source for verifying the customer identity and comprehensive list of
domestic and foreign PEPs.

9y J>afdel 20Tq



e Difficulty to trace true Beneficial Owner of legal person and arrangement.

e lack of well-equipped resources required to investigate and prosecute the complex
cases of trade-based money laundering, terrorism financing, proliferation financing etc.

e Failure to criminalize the legal person and finalize the suit amount in case of financial
crimes.

Way Forward/ Future Direction of AML/CFT in Nepal

To address the issues pointed out by the Mutual Evaluation of APG on Money Laundering
in October 2022, Nepal has already undertaken significant technical reforms, including
legal, policy, and structural changes, aimed at improving the effectiveness of its anti-money
laundering efforts. In response to recommendations from both the FATF and the APG, Nepal
endorsed "The Bill to Amend Some Acts Related to Preventing Money Laundering and Promoting
Business" in February, 2024. The bill has provisioned for revisions of 20 laws in order to address
legislative deficiencies, with the goal of controlling money laundering and terrorist financing.

The bill aims to amend the Money Laundering Prevention Act-2020, Cooperative Act-2017,
Tourism Act-1978, Nepal Penal Code Act-2017, Foreign Investment and Technology Transfer Act-
2019, and Insurance Act-2022, among others. The bill passed allows even the agencies like CIAA
to conduct investigations into money laundering if it finds that a person or an agency accused
of corruption is also involved in money laundering. The amendment bill has sought to address
the deficiencies related to terrorist financing and proliferation of weapons of mass destruction
and criminalize both terrorist acts and proliferation of weapons of mass destruction.

The Government has just implemented a new strategy relating to the AML, "National
Strategy and Action Plan on Anti-Money Laundering and Counter-Terrorist Financing, 2081/082-
2085/086." The Strategy has empowered 14 bodies including Police, CIAA, Department of
Revenue Investigation, NRB, SEBON, Department of National Park & Wildlife Conservation, etc.
to investigate and prosecute on the offense of Money laundering. Earlier, only the Department
of Money Laundering Investigation (DMLI) was working in the area of Money Laundering. The
strategy has addressed the areas relating to the minimization and prevention of financial crimes
such as tax evasion, corruption, hundi and crypto-currency transactions etc.

With these technical reforms and changes already in place, Nepal seems to be on the right
track to solve the existing issues and combat evolving threats to a great extent. However,
legislation alone would not be enough to address the issues and challenges of AML/CFT.
Along with legislation, enforcement of laws should be made strong and visible in the days to
come. In addition, it is necessary to have strong political commitment, effective coordination
between the related national and international agencies, enhanced information and database
management system, efficient human resources management system, strong and competent
supervisory system, increased emphasis on cyber security mechanism to strengthen AML/CFT
measures. We can also expect enhanced transparency in financial transactions through the
adoption of blockchain technology and Al by BFIs for enhanced AML compliance in the near
future. Similarly, public awareness programs, capacity building programs for human resources,
investment in modern investigation tools and techniques, while staying vigilant for the ever-
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evolving threats in the world of financial crime are equally important.
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Risk Management Practices in
Nepal’s Banking Industry

B Umesh Thapa

Senior Officer- Risk Management, Prime Commercial Bank Limited

Introduction:

The banking sector forms the backbone of Nepal's financial system, catering to the financial
needs of individuals, businesses, and the government. It comprises 20 Commercial Banks, 17
Development Banks, 17 Finance Companies, 54 Microfinance Institutions and an Infrastructure
Development Bank as of mid-June 2024. On the financial access side, the Bank and Financial
Institutions (BFIs) operate a total of 12,904 branches, serving an average of 2,260 people per
branch.

The banking industry in Nepal has evolved and grown exponentially in terms of its capital
base, asset size, and branch networks. Over the past decade, the banking sector has undergone
significant transformation. Consequently, the risks faced by the banking sector have also
increased significantly, necessitating banks and financial institutions to focus increasingly on risk
management. Risk management is an integral part of internal governance that encompasses
all areas of BFls.

Risk refers to the uncertainty or any event that could have a negative impact on BFls
performance, process and the assets. Precisely, it is defined as the likelihood of occurrence
of an event with some adverse effect. Risk management is crucial for the banking industry as
it helps to identify and mitigate potential risks that could impact financial stability, reputation,
and customer trust. Risk Management requires a logical and systematic method of identifying,
analyzing, treating and monitoring the risks involved in any activity or process. The various
aspects of the risk management framework in Nepalese will discuss as follows:

Risk Management Strategy:
Generally, four main strategies of risk management are adopted by the BFls in Nepal;

Risk Avoidance: This strategy involves avoiding or refraining from any actions that exceed
predefined risk thresholds.
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Risk Sharing: Potential risks can be shared partially or fully with the third parties.
Risk Reduction: Unavoidable risks should be managed to reduce their negative impact.

Risk Retention: Risk events that occur more frequently but they have minimal adverse
impact are often retained.

Regulatory Provisions of Risk Management:
The following are the key documents that guide the risk management process in the BFls:
¢ Nepal Rastra Bank Act, 2002,
e Bank and Financial Institutions Act, 2017
e Assets (Money) Laundering Prevention Act, 2008
e Capital Adequacy Frameworks issued by Nepal Rastra Bank
¢ Monetary Policy of Nepal Rastra Bank
e Working Capital Loan Guideline, 2079 issued by Nepal Rastra Bank
e NFRS 9: Expected Credit Loss Related Guideline, 2024 issued by Nepal Rastra Bank
e Unified Directives 2080 issued by Nepal Rastra Bank

The risk management framework of the BFIs has following components:

Active Board and Senior Management Oversight:

BFls have implemented board-level control over risk management throughout their
operations. They have established clear, effective, and robust governance structures with
transparent and consistent lines of responsibility. Board-level committees convene regularly
to review the institution's risk profile and make informed decisions accordingly. This ensures
proactive management of risks and enhances overall governance within the institution.

Policies and Procedures:

BFls have implemented various policies and procedures, including but not limited to
credit risk management, operational risk management, market risk management, liquidity
risk management, and interest rate risk management. These policies are designed to ensure
effective risk management practices across all levels of the institution. The objective is to
execute sound risk management processes that actively identify, measure, control, monitor,
and report risks inherent in all products, activities, processes, systems, and exposures. This
comprehensive approach helps BFIs to mitigate risks effectively and maintain financial stability.
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Risk Management Function:

BFIs have developed specific guidelines outlining key responsibilities, escalation protocols,
and a risk reporting model within the institution. The Risk Management Committee (RMC) plays
a pivotal role in this framework, reporting key risk issues to the Board periodically.

Effective Internal Control and Limits:

BFIs have approved risk limits in place to monitor risks against their risk appetite. Internal
controls integrated into daily business operations are designed to ensure efficiency and
effectiveness, reliable and timely information, and compliance with applicable laws and
regulations.

Risk Appetite and Risk Tolerance:

The Risk Appetite of BFls is established continuously by the board, aiming to align risk-
taking with statutory requirements, strategic business objectives, and capital planning. The risk
appetite statement takes into account risk capacity, financial position, and the strength of its
core earnings.

BFIs have also established risk tolerance levels for various risk aspects, detailing the level of
uncertainty the BFls are willing to accept. These levels are defined quantitatively and serve as
Key Risk Indicators that prompt remedial measures in case of deviations.

Risk Governance:

Risk governance encompasses the structure, rules, processes, and mechanisms through
which decisions regarding risks are made and executed. It addresses the allocation of risk
management responsibilities across different levels, the board's influence on risk-related
decisions, and the role, structure, and staffing of the risk management organization.

Risk governance in BFls adheres to the three-lines-of-defense model. The first line of
defense involves business and operational units within the institution, which are responsible for
implementing effective processes to identify, assess, measure, monitor, mitigate, and report on
their risks. The second line of defense pertains to the establishment of an appropriate internal
control framework. This framework ensures effective and efficient operations, including
adequate risk control and compliance with laws, regulations, supervisory requirements, and
internal policies and procedures. The third line of defense comprises the financial institution's
internal audit function. This function conducts independent periodic reviews of the first two
lines of defense, providing assurance and informing them of strengths and potential weaknesses.
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Risk governance framework of BFls is illustrated below:
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Figure: Risk Governance of BFlIs
Risk Culture:

Risk culture encompasses the awareness, attitude, and behavior of staff towards risk and risk
management. BFls promote a robust risk culture that upholds high standards of professional
and responsible behavior. A well-established risk culture in BFls includes a strong tone from
the top to manage risk, clearly defined authority and responsibilities in risk management,
defined risk limits such as risk capacity, risk appetite, and risk thresholds, awareness and
active participation in risk management, and accountability and due diligence regarding risk.
This comprehensive approach ensures that BFls maintain a culture where risk management is
prioritized, understood, and integrated into daily operations at all levels of the organization.

Risk Organization Structure:

e The Board of Directors bear the ultimate responsibility towards the risks assumed by the
BFls. It is responsible for understanding the nature of risks significant to the institution
and for ensuring that management takes necessary steps to implement strategies and
manage accompanying risks.

e The Risk Management Committee includes board members and oversees BFIs overall
risk management functions. The RMC ensures that the bank has complete, clear,
comprehensive, and well-documented policies and procedural guidelines regarding
the management of overall risks. Additionally, the committee must assess the strength
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of the management information system for adequate risk reporting and ensure the
robustness of financial models in managing risks within an institution.

e BFIs have established several risk management units, each playing a distinct role
within the integrated Risk Management Department. These units include Treasury Mid
Office (which operates independently from the Front Office), Credit Risk Management,
Market Risk Management, Operational Risk Management, and Environmental & Social
Risk Management. These units collectively operate under the leadership of the Chief
Risk Officer of the BFIs. This organizational structure ensures comprehensive oversight
and management of various types of risks inherent in the operations of the financial
institution.

Risk Management Process:

Risk Management is a process or systematic method of identifying, analyzing, treating, and
monitoring the risks involved in any activity or process. It involves understanding potential risks
to an organization or project and developing strategies to address them. The Risk Management
process incorporates the following five steps:

e Risk identification: It involves a comprehensive analysis to identify and understand
the various types of risks, including credit risk, market risk, operational risk, liquidity
risk, compliance risk, and strategic risk that BFIs may encounter. It is the process
of understanding potential risks that could cause losses, disruptions, or subpar
performance. Risk Officers are responsible for identifying such risks by considering
previous risk registers, audit reports, internal as well as external factors, existing policies,
laws, and operational frameworks.

e Risk Assessment: In risk assessment, Risk Officers evaluate the potential impact
and likelihood of each identified risk. This evaluation involves both quantitative and
qualitative methods. Quantitative methods use statistical models to quantify risks in
terms of potential financial losses, while qualitative assessments consider broader
factors such as regulatory changes, market conditions, and emerging threats.

e Risk Measurement: Quantifying the potential impact of risks in financial terms is critical
for effective risk management. By measuring risks, BFls are prioritizing their responses
and allocate resources accordingly. This measurement facilitates better decision-
making, enabling banks to strategically manage their risk exposure and optimize their
risk-return profile. Each risk event is classified as high, medium, inclined to high, or low
risk based on the gross risk score.
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e Riskmitigation: BFIscanimplement strategiesto reduce or control risks. These strategies
can include diversification of assets, setting risk limits for various activities, employing
hedging techniques, and using financial instruments like derivatives to manage specific
risks. By diversifying their portfolios and employing effective risk management tools,
banks aim to minimize potential losses and protect their capital base.

e Monitoring and Reporting: Continuous monitoring of the BFls risk profile is essential
for proactive risk management. BFIs regularly assess the effectiveness of risk mitigation
strategies and adjust their approach based on changing market conditions or emerging
risks. Reporting on risk management activities is crucial for stakeholders, providing
transparency and accountability regarding the bank's risk exposure and risk management
practices.

Tool to Quantify Risk:
NRB has formulated the following model and guidelines to quantify the risk of BFls:
Stress Testing:

Stress test is a process which shows the resilience of BFls to adverse scenarios that may
occur in the future. It assesses the impact of an event or a series of events on the BFIs solvency,
liquidity and profitability. Stress testing is now used as a tool to identify systemic risks and
increase confidence in the banking sector and its loss-bearing capacity. BFls carry out stress
testing as a tool to identify systemic risks and increase confidence in the banking sector and its
loss-bearing capacity. It provides a view to the Board and the management about the capital
that needs to be maintained by BFIs and provides key inputs while forming a capital plan.
BFIs to set risk appetite and risk tolerance and develop a contingency plan after assessing the
result of stress resting for the times of market stress. Stress testing contributes to a number
of improvements in governance, data quality, analytical capabilities and risk management
practices. It also nurtures greater understanding of the relationship between capital, liquidity
and risk of the bank. BFIs have been conducting stress tests on quarterly-basis based on shocks
relating to Credit Risk, Operational Risk, liquidity risk, and Market Risk. Reverse stress testing has
also been conducted by assuming an outcome as given and then works backward to determine
the external shocks and related scenarios that would trigger the defined outcome.

Internal Capital Adequacy Assessment Process (ICAAP):

BFls have developed a comprehensive ICAAP document which undergoes annual review.
The ICAAP consists of two major components: the first involves an internal process to identify,
measure, manage, and report risks to which the BFls are currently or potentially exposed in the
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future; the second involves an internal process to plan and manage the BFIs' capital to ensure
adequacy.

BFls prepare the ICAAP report annually in compliance with NRB requirements. The report
undergoes review and analysis by the RMC and Board. It is prepared according to BASEL IlI
norms, considering various adverse scenarios. BFls, in line with BASEL provisions and the ICAAP
document, assesses risk exposures and allocates sufficient capital/cushion for perceived risks.

Challenges:

BFIs must determine the economic capital required to cover all risks it faces, in addition to
the regulatory capital mandated by regulators for ICAAP. Assessing economic capital using the
bank's internal risk models poses significant challenges.

Most BFls lack an adequate Management Information System to support a comprehensive
risk management function. Some BFls have not prepared an industry-specific risk profile, which
is essential for monitoring the concentration risk posed by the institution.

The supervisory body has raised issues regarding loans disbursed being used for purposes
other than intended. Establishing a post-disbursement loan monitoring mechanism is a crucial
challenge for BFls.

Full implementation of the Environmental and Social Risk Management Guideline, which is
crucial for project financing, requires costs and technical know-how. BFls are unwilling to invest
in such areas.

Contingent funding plans, Business Continuity Plans, and Capital Contingency Plans are
prerequisites required by NRB Unified Directives to mitigate inherent risks posed by BFls;
however, the NRB Supervision report indicated that some BFls still have not prepared such
plans.

The development of a proper system for the identification of key risk indicators (KRls) and
the documentation of risk registers is also challenging for BFls.

The use of digital banking has increased tremendously post-COVID-19 pandemic. In this
scenario, along with the adoption of advancements in digital technology, increased system
interconnectedness in BFls, and rising issues related to malicious attacks and cyber-attacks, the
IT-related risk-taking of BFls has intensified.

Maintaining BFls asset quality amidst an increasing trend in non-performing loans (NPLs)
during lower economic activities, an increase in the size of restructured loans as a percentage
of total loans, and a decline in asset prices has been a challenge.
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A way forward:

There is a need for timely adaptation to international best practices, especially in the areas
of managing inherent risks. A sound and consistent risk culture throughout a bank is a key
element of effective risk management. Therefore, every BFl should develop an integrated and
institution-wide risk culture based on a comprehensive understanding of the risks it faces, how
they are managed, and considering risk tolerance and appetite. Overall, an institution-wide
risk governance framework helps BFIs proactively manage risks, uphold accountability, and
maintain financial stability in accordance with regulatory and internal requirements.

Risk management is crucial for the banking industry as it assists in identifying and mitigating
potential risks that could impact their financial stability, reputation, and customer trust. Thus,
BFIs shall not compromise on compliance for the sustainability of the banking sector.

BFIs must prioritize risk management to stay on top and ahead of the various critical risks
they face every day. Risk management in BFls extends far beyond compliance; they must be
vigilant against strategic, operational, pricing, liquidity, and reputational risks. Staying on top of
these risks demands powerful and flexible risk management practices within BFls.
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