Banks and Financial I nstitutions Act, 2063 (2006)

Date of authentication and publication:
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Act number 10 of the year 2063 (2006)

An Act Made to Amend and Consolidate L egislation Relating to Banks

and Financial Institutions

Preamble:Whereas, it is expedient to amend and consolidatéioeth the

prevailing legislation relating to banks and fin&atdnstitutions and make it
timely in order to promote the trust of the generablc in the overall

banking and financial system of the country and @cbtand promote the
rights and interests of depositors, provide quaétyd reliable banking and
financial intermediary services to the general pubthrough healthy
competition among banks and financial institutionsnimize risks relating
to the banking and financial sector, boost and ctidate the economy of the
State of Nepal by liberalizing the banking and finel sectors and make

necessary legal provisions relating to the establi



(3) It shall extend to the whole of the State ofpldkeand also

apply to all offices opened anywhere outside thaté&tof Nepal by

banks or financial institutions.

Definitions: In this Act, unless the subject or the contexteothise

requires,-

(a)

(b)

(c)

(d)

(e)

(f)

(9)

(h)

(i)

()

"Rastra Bank" means the Nepal Rastra Bank estaldisimeler
the Nepal Rastra Bank Act, 2058 (2002);

“bank” means a corporate body incorporated to caory
financial transactions as referred to in Sub-sec{ib) of Section
47,

“financial institution” means a corporate body ingorated to
carry on the transactions as referred to in Sultizec?), (3) or
(4) of Section 47, and this term also includes aetigyment
bank, finance company or micro-finance developmenkban
“memorandum of association” means the memorandum
association of a bank or financial institution, athads term also
includes the statute of a corporate body;

“articles of association” means the articles of @ssoon of a
bank or financial institution;

"promoter” means a person who, having consented Ibscsibe
at least one share, signs the memorandum of assatiamid the
articles of association for the establishment of ank or
financial institution pursuant to this Act;

“share” means a division of the share capital of ankb or
financial institution;

“shareholder” means a person having ownership ihaes of a
bank or financial institution;

"prospectus” means a prospectus to be published bsnk or
financial institution pursuant to Section 6;

“Board” means the Board of Directors of a bank araficial

institution to be formed pursuant to Section 12;

of



(k)
(1)

(m)

(n)

(0)

(p)

“chairperson” means the chairperson of the Board;

“director” means a member of the Board, and this tetso a
includes the chairperson and an alternate director;

“officer” means the director, chief executive, sdearg and
employees of a bank or financial institution, andtterm also
includes a person who acts as an advisor, audrdrliguidator
of the licensed institution;

“license” means the license issued by the Rastra&kBara bank
or financial institution to carry on financial tre&actions,
pursuant to this Act;

“licensed institution” means a bank or financialtitfitgion which
has obtained the license to carry on financial geations
pursuant to this Act;



(t)

(u)

(V)

(w)

(x)

v)

(2)

(aa)

“supplementary capital” means the funds of a bankirancial
institution kept under such headings as may be pitestt by the
Rastra Bank from time to time;

“risk-weighted assets” means the total assets caledl by
multiplying the amounts coming under each heading nf o
balance sheet and off-balance sheet operations bark or
financial institution by the risk-weight prescribéy the Rastra
Bank;

“liquid assets” means the cash balances of a banknancial
institution, the balances held by a bank or finah@stitution in
the current account, the balances maintained by rak bar
financial institution in the Rastra Bank and suasets of a bank
or financial institution prescribed as liquid assély the Rastra
Bank from time to time;

“deposits” means amounts deposited in current, savorgfixed
accounts of a bank or financial institution, andstherm also
includes such amounts as a bank or financial insbrhuaccepts
through such various financial instruments as pilibsdr by the
Rastra Bank;

“current account” means an account of funds depdswith a
bank or financial institution as may be withdrawnaaty time on
demand,

“saving account” means an account of funds depositétd a
bank or financial institution for purposes of sayin

“fixed account” means an account of funds deposmeth a
bank or financial institution for a specified term;

“credit” means a direct or indirect commitment to slypfunds,
and in return therefor, the right to recover theested funds,
and payment of interest or other charges on suchlitcree-
finance issued against the security of a creditimMestment,
restructuring and renewal of a credit, securityues$ for the



repayment of such credit and other commitment madestdich
repayment, and this term also includes any crediwivatever
form;

(bb) *“currency” means any kind of currency notes, posiaders,



(99)

(hh)

(if)

4))

(kk)

(I

(mm)

to be carried on through automated teller machines$ @assh
dispensing machines, as well as those to be caomethrough
charge cards, debit cards and credit cards;

“letter of credit” means a letter written by one kaor financial
institution to another bank or financial institmi@uthorizing the
latter to accept cheques, drafts, hundis or biflexchange of
any specified person within the limit of the amoumptesified
therein;

“negotiation” means the business of transferring egatiable
instrument to any person on the condition that theeiver may
become the bearer thereof;

“negotiable instrument” means promissory notes, bit$
exchange or cheques;

“bill of exchange” means a signed document issuedobg
person to another directing the latter to pay thece#fied sum of
money unconditionally to any specified person mergaim the
bill or to the person designated by him or her othte bearer, on
the specified date or after the specified periodmdemand;
“promissory note” means a document containing a sigrledge
to pay a specified sum of money unconditionally toy an
specified person mentioned in the note or to thesqrer
designated by him or her or to the bearer of theermt the
specified date or after the specified date or omaled;
“off-balance sheet transactions” means transacti@hating to
letters of credit, letters of guarantee, letters aifceptance,
commitments, swaps, options and forward foreign exgban
transactions for which a bank or financial instibmt may be
required to bear liability and similar other transagcs;

“chief executive” means the executive chairpersomiefc
executive officer, executive director, managing dioe,

managing manager, executive manager, or general maoager



(nn)

(00)

(pp)

(qa)

bank or financial institution; and this expressialso includes
any other officer working as the chief executive afbank or
financial institution;

“office” means the central office of a bank or fircaa
institution, and this term also includes the regiomaanch, sub-
branch, depot, area, representative, liaison andadher office
whatsoever of a bank or financial institution;

“financial interest” means a situation where ten pemnt or more
of the total paid-up capital of any firm, company @rporate
body is held by any promoter or director, shareholdelding
one per cent or more of the shares or the executinector or
any member of his or her family or any individualynfi
company or corporate body empowered to nominate atire
whether singly or taken together; and such shaldl&emed to be
a situation where such promoter or director or shaiaker
holding one per cent or more of the shares or thef&xecutive
or family member of such person has financial intexestsuch
company or corporate body;

“family” means the concerned person's husband oe,wson,
daughter, adopted son, adopted daughter, fatherhenostep-
mother and elder brother, younger brother, eldetesigand
younger sister to be maintained by him or her;

“prescribed” or “as prescribed” means prescribed as
prescribed in the rules or bye-laws framed undes Aut.

CHAPTER 2

Provisions relating to Incorporation of Banks or

Financial Institutions, and Securities Thereof

Incorporation of bank or financial institution: (1) A person who

Is desirous of incorporating a bank or financiastitution to carry on

financial transactions pursuant to this Act may @oby getting such



bank or financial institution registered as a pablimited company in
accordance with the laws in force.

(2) The authority empowered under the laws in foweegister
a company pursuant to Sub-section (1) shall regidtersame subject
to Section 4.

Approval to be obtained to incorporate bank or financial

institution: (1) For the purpose of incorporating a bank or flicial
institution under Section 3, the concerned perduoall sbefore making
an application for the registration of the bankfioancial institution
pursuant to the laws in force, make an applicataotompanied by the
following documents and the fee prescribed by thetRaBank, to the
Rastra Bank for prior approval:

(@) Memorandum of association of the proposed bank or
financial institution;

(b) Articles of association of the proposed bankfiaancial
institution;

(c) Feasibility study report of the proposed bankfinancial
institution;

(d) Personal details of the promoters in the formspribed
by the Rastra Bank;

(e) A certified copy of the agreement, if any, eptkrinto
between the promoters prior to the incorporatioraakoor
financial institution in relation to the incorporam of the
bank or financial institution;

§)) Evidence of tax clearance by the promoters upthe
fiscal year immediately preceding the making of
application pursuant to this Section;

(g0 Such other particulars and documents as may be
prescribed by the Rastra Bank in relation to the

incorporation of a bank or financial institution.



(2) If an application is made for prior approval puant to
Sub-section (1), the Rastra Bank shall, if it finmjgpropriate to grant
approval upon the examination of the submitted docusegrant its



(2)

(e)

(f)

(9)

(h)

(i)

()

(k)

If a study of the feasibility study report, gaulars and
documents and information on other infrastructures
submitted by the proposed bank or financial insiotut
does not provide a ground to believe that it carrycan
financial transactions in a healthy and competitive
manner;

If application for the registration of the memadum of
association and articles of association has nohbwade

in the names of all promoter members of the proposed
bank or financial institution;

If all promoters of the proposed bank or finatdank or
financial institution have not signed the memorandum o
association and articles of association, also rsgtout
their names and addresses, in the presence of aay on
witness, and the name and address of the witnessidtas
been set out;.

If every promoter of the proposed bank or finiahc
institution has not agreed to subscribe at least simare of
that bank or financial institution:;

If every promoter of the proposed bank or finehc
institution has not clearly specified the numbersbfres

to be subscribed by him or her while affixing his loar
signature on the memorandum of association;

If the fees required to be paid and the docurseiot be
submitted pursuant to Section 4 have not been paid o
submitted;

If any condition prescribed by the Rastra Baisknot
fulfilled.

If the Rastra Bank refuses to register the memduan of

association and articles of association of the psep bank or

10



financial institution in any of the circumstancedereed to in

Sub-section (1), it shall give a notice thereofhe applicant.
Prospectus: (1) Before publicly issuing its securities, evergnk or
financial institution shall obtain approval of ti&ecurities Board in
relation to the registration of the prospectus otadance with the
laws in force relating to securities and have thespectus registered
with the Rastra Bank. Until the prospectus is sgistered, the bank or
financial institution, or anybody acting on behaf such bank or
financial institution shall not publish the prospes of such bank or
financial institution.

(2) The procedures required to be fulfilled whilebbishing a
prospectus pursuant to Sub-section (1) and the nsatbebe mentioned
in the prospectus shall be as mentioned in the lawerce relating to
securities.

(3) The bank or financial institution shall, subjeo the laws
in force relating to securities, make an applicationwriting to the
Securities Board for the approval of the SecuritRsard for the
purpose of registration of its prospectus.

(4) The Rastra Bank shall not register a prospecints! it
receives information in writing that approval hasebegiven by the
Securities Board in relation to the registratiornlod prospectus.

(5) If any person intends to inspect the prospecthe bank
or financial institution shall allow such person tmspect the
prospectus, without collecting any fee or charge.

Allotment of shares: (1) Every bank or financial institution shall set

aside at least thirty per cent of its total isswagital for subscription
by the general public. The bank or financial inditn may set aside a
maximum of five per cent of the shares so set asidésemployees.

Provided that the shares in such percentage asnived by the Rastra

Bank in the case of a bank or financial institutiacorporated in joint

11



venture with a foreign bank or financial institutichall be sold and
allotted to the general public.

(2) While inviting application from the general publfor the
subscription of its shares, every bank or finandradtitution shall
demand payment of cent percent amount of the faceevalits shares
along with application.

Dealing in securities: (1) While issuing its securities for subscription

by the general public, every bank or financial ington do all acts
such as the sale, allotment, and recovery of amowhtsjch securities
in accordance with the laws in force relating towggies.

(2) Every bank or financial institution shall filavith the
Rastra Bank and the Securities Board a copy ofgareanent made by
it on the dealing of securities through any ingido dealing in
securities, within seven days after the date of mgkiof such
agreement.

Prohibition _on selling or _pledging shares and debentures: (1)

Notwithstanding anything contained in the laws arcle, the promoter
of a bank or financial institution shall not be #led to sell or pledge
any share registered in his or her name for attlBes years from the
date of commencement of financial transactions.

Provided that if there arises a special circumstashee to
the emergence of any obstruction or hindrance indperation of a
bank or financial institution, nothing in this Ssbkection shall be
deemed to prevent the granting of permission by tastifd Bank to the
promoters to sell shares between or among them.

(2) If the promoter of a bank or financial instiut wishes to
sell or pledge the shares held in his or her naner dive years from
the date of commencement of financial transactionsti®y bank or
financial institution, he or she may sell or pledgech shares, subject

to the conditions prescribed by the Rastra Bank.

12



10. Prohibition on purchase by bank or financial institution of its

own shares: (1) No bank or financial institution shall purchase

13



(9)

If the buy-back of shares is not in contraventif
the directives issued from time to time by the
Rastra Bank in this respect.

(3) Any bank or financial institution shall maken a

application, setting out the following matters, teetRastra Bank to

obtain approval of the Rastra Bank for the purpadeSub-section (2);

and if such application is made and, based on theemsateceived, it

appears appropriate to give approval to the banfim@ancial institution

to purchase its own shares, the Rastra Bank may apyeoval for the

same.

(a)

(b)

(c)

(d)

(e)

(f)
(9)

The reason and necessity for the buy-back of
shares;

A statement of the evaluation of possible impacts
on the financial situation of the bank or financial
institution as a result of the buy-back of shares;

The class and number of shares intended to be
bought back;

The maximum or minimum amount required to buy
back shares as referred to in Clause (c), andcsour
of such amount;

The time limit for the buy-back of shares;

The mode of the buy-back of shares;

Such other necessary matters as specified by the
Rastra Bank and as required to be disclosed under
the laws in force, in respect of the buy-back of

shares.

(4) On receipt of the approval pursuant to Sub-4isac(3), the

concerned bank or financial institution may buy baskshares in any

of the following manners, within six months after tthate of receipt

of such approval or twelve months of the adoption aofspecial

resolution at the general meeting, whichever octates:

14



11.

(a) Purchasing from the stock exchange;

(b)  Purchasing from the concerned employees of th lmat
financial institution the shares allotted to themrquant to
this Act;

(c) Purchasing from the existing shareholders on
proportionate basis.

(5) If a bank or financial institution buys bacls ibwn shares
pursuant to Sub-section (4), it shall file with tRastra Bank a return
containing the number of shares bought back, amoard for the
same and other necessary details within thirty dafyshe date of
such buy-back.

(6) There shall be established a separate capédmption
reserve fund, to which a sum equal to the nominaleaf the shares
bought back pursuant to Sub-section (4) shall badferred; and the
amount of such fund shall be maintained as if it wdre paid-up
capital.

(7) If a bank or financial institution buys backs itshares

pursuant to Sub-section (4), it shall cancel thareh so bought back

within one hundred twenty days of the date of sbal-back.

(8) Other conditions where a bank or financial iugton
cannot buy back its shares and other terms requodae complied
with in the buying back of its shares shall be asspribed by the

Rastra Bank.

Restriction on dealing in securities: (1) No director, chief

executive, auditor or secretary of a bank or finahmstitution, or any
person directly involved in the management and acogrfunctions
of a bank or financial institution shall sell, phese or pledge, gift or
exchange, or cause to be purchased, pledged, giftexkchanged, the
securities of the concerned bank or financial tuston or those of its
subsidiary company under his or her own name or enntime of his or

her family or in the name of any firm, company or baxytrolled by

15
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12.

13.

him or her or by his or her family control while he she holds such
office or until at least one year from the date «f ar her retirement
from that office.
Provided that this restriction shall not be appbieain the case of the
newly issued shares.

(2) If any person does any act in contraventiofsob-section
(1), the concerned bank or financial institutionalkhforfeit such
securities.

(3) The Board may sell and dispose of the securfbefeited
pursuant to Sub-section (2) in such manner as it thamk appropriate.

Chapter 3
Provisions Concer ning Board of Directors and Chief Executive
of Banks or Financial Institutions

Formation of Board of Directors: (1) Every bank or financial

institution shall have a Board of Directors. TheaBa shall consist of
not less than five and not more than nine Directors.

(2) Subject to Sub-section (1), there shall be ameal to the
Board a professional director from the list of psdgm®mnal experts
maintained by the Rastra Bank pursuant to SectianTh® Director to
be so appointed shall not be required to have siuiest any share of
the concerned bank or financial institution.

(3) A director chosen by the directors from amongnbelves
by a majority decision shall be the chairperson tloé Board of
Directors.

List of professional expertsto be maintained: (1) For the

purposes of Sub-section (2) of Section 12, the Ra&ank shall
maintain a list of professional experts on the badighe following
gualification and experience:

(a) Having obtained at least master’s degree in mamagt,

banking, finance, money, economics, commerce, trade,

16



administration, commercial law or having accounting or
commercial law or a chartered accountancy degree and
gained at least five years of experience in thecatiee

level of the banking and finance field.

17



15.

16.

17.

Delegation of authority: (1) The Board may delegate any of its

powers to the chairperson, any director, a sub-cotemitformed
pursuant to Section 16, chief executive or any @ergirm, company
or body acting as the chief executive on the cdadithat such powers
shall be exercised under its supervision or diacti

(2) The chairperson, director, sub-committee formedspant to
Section 16, chief executive or any person, firm, camp or body
acting as the chief executive may assign the powelsgated to them
pursuant to Sub-section (1) to their employees unthexir own
responsibility.

Power to form sub-committees: (1) The Board may, as

required, form one or more sub-committees for any s$gegiurpose.
(2) The functions, duties, powers and rules ofcedure of

any sub-committee formed pursuant to Sub-section (Ayl &he

remuneration or allowances receivable for attendiagneetings shall

be as prescribed by the Board.

Appointment of directors: (1) The directors of a bank or

financial institution shall be appointed by the geal meeting of the
bank or financial institution, subject to Sectiof &nd the articles of
association.

Provided that,-

(@) Until the first annual general meeting of thenkaor
financial institution is held, directors shall bepainted
by the promoters.

(b) In the event of any vacancy in the post of eeditor prior
to the holding of the annual general meeting, tharBo
may appoint a director for the remainder of term.

() In the case of a bank or financial institutionwhich a
corporate body holds shares, the concerned copoedy
may appoint director(s) in a number proportionateahe
value of the shares held by it.

18



18.

(2)

While appointing director in proportion to trehares of

the bank or financial institution held by it, a yodorporate, foreign

bank or financial institution may also appoint attate director

authorizing him/her or them to work during the ab=eof the director.

(3)

The professional expert director as referredirt Sub-

section (2) of Section 12 shall be appointed byBbard of Directors.

Disgualification of directors: (1) Any of the following persons

shall not be eligible to be elected or nominatedh® office of, or to

continue to hold the office of, a director:

(a)
(b)
(c)
(d)

(e)

(f)

(9)

(h)

(i)

Who is below 21 years of age;

Who is of unsound mind or insane;

Who is a declared insolvent;

Who has been blacklisted in connection with any
transaction with any bank or financial institutioand a
period of at least three years has not lapsed hafteor her
name has been removed from that list;

Who is a director of any bank or financial itstion or
any financial institution carrying on the transacts
relating to any kind of deposits or an employee isgywn
such institution or a serving auditor or advisor ariy
other bank or financial institution;

Who is a partner in any kind of contract agreamwith
the concerned bank or financial institution;

Who has acquired membership of the Stock Exchaage
act as a securities dealer;

Who has not subscribed the minimum number of shares
required to be subscribed to be eligible for appoent as
a director pursuant to the articles of associatodnthe
bank or financial institution;

Who is a serving employee of the Government opale

Rastra Bank or bank or financial institution;

19



()

(k)

(1)

(n)

(0)

(2)

Provided that this provision shall not be applieabd the
nomination of any person made by the Government of
Nepal as a director of any bank or financial ingitdn of
which shares have been purchased by it, or to the
nomination of any person made by any bank or findncia
institution as a director of any other bank or heéal
institution of which shares have been purchased;by

In the case of a person who has been relieven oetired
from the service of the Rastra Bank after servingha
post of Governor, Deputy-Governor or Special Class
employee, at least one year from the date of sudafret
retirement from the service has not elapsed;

Who, having a liability to pay tax pursuantttoe laws in
force, has failed to pay the same;

Who is convicted by a court of an offense invialg moral
turpitude and sentenced in respect thereof, andrag of
five years has not elapsed from the expiry of theesece;
Who is convicted by a court of an offense ofra@tion or
cheating;

A period of five years has not lapsed after thege on
which the Rastra Bank has taken action against hifmeo

for failure to observe a direction of the RastranBar the
date of suspension or dissolution after taking manant

by the Rastra Bank under its control.

No person shall continue to hold the officeaodlirector in

any of the following circumstances:

(a)

(b)

If he or she suffers from any disqualificatiomr f
appointment to the post of director as mentioneduhb-s
section (1);

If the general meeting passes a resolution ook him
or her from the office of director;

20



(c) If the resignation tendered by the directoacsepted,;
(d) If he or she is held by a court to have dong amt

involving dishonesty or ulterior motive in the actigs of

21



21.

22.

the tenure of office of that director whose offibas so
fallen vacant and in whose place he or she is appdi
(2) A person retired from the office of director expiry of
his or her tenure of office shall be eligible forappointment to the

office of director.

Remuneration _and facilities _of directors: (1) The meeting

allowance to be receivable by the directors foermding a meeting,
their remuneration and remuneration and other faedito be paid to
them while carrying on the transactions of the baork financial
institution shall be as specified in the articldsassociation.

(2) If any director is found to have obtained amgifity other
than that mentioned in Sub-section (1), that direstwall be deemed to
have committed an offense under this Act, and theusrhobtained by
him or her in consideration of such facility shad tecovered from him
or her.

Disclosure by directors: (1) Every director shall, no later than

seven days after assuming the office of directogscldise in writing to
the bank or financial institution the following mats:

(a) If he or she or any of his or her family membéiess
entered into or going to enter into any kind of tanct
with the concerned bank or financial institutioretalls
thereof;

(b) If he or she has any kind of interest in th@@ptment of
the chief executive, managing director, secretanditar
and general manager, details thereof;

(c) Particulars of such shares or debentures inctitecerned
bank or financial institution or in its holding subsidiary
company as subscribed by him or her or by his or her
family;

(d) If he or she is a director of any company, dstdiereof;

22



(e) If any member of his or her family is working as a

officer of the bank or financial institution, desathereof;

()  Such other details prescribed by the Rastra Bas

required to be disclosed by the director to ther8oa

(2) In making disclosure pursuant to Sub-section élxopy
of the written agreement, if any, concluded betwdendirector or his
or her family membeshall be submitted, and failing such agreement,
substantial and necessary matters concerning thasdciion or
financial interest or involvement shall be set out.

(3) The information provided by a director pursuamtSub-
section (1) shall be forwarded to the Rastra Barithiw seven days;
and upon receipt of such information, the RastrakBsimall record the
same in a separate register maintained for this merpo

M eetings of Board: (1) Meetings of the Board shall be held at least

12 times in a yeatr.

Provided that the interval between any two meetisigall not

exceed two months.

(2) The chairperson shall call a meeting at any twen at
least two-third of the directors request for thensan writing.

(3) Meetings of the Board shall be presided over thg
chairperson. In the absence of the chairpersore ,nleeting shall be
presided over by a director selected by a majoritthe directors from
amongst themselves.

(4) No meeting of the Board shall be held unlegs dttended
by at least fifty one percent of the total numberdafectors who are
entitled to attend and vote in a meeting.

(5) The decision of a majority in the meeting of tBeard
shall be binding, and, only in the event of a tige chairperson may

exercise the casting vote.
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24.

(6) A director who has any personal interest in aagolution
to be discussed at a meeting shall not be entitbetake part in that
meeting.

(7) Minutes regarding the names of directors presenthe
meeting of board of directors, the subjects discdssed the decisions
taken thereon shall be recorded in a separate bawo#,such minute
book shall be signed by all directors present m tieeting.

Provided that, if any director puts forward any miph opposed
to or differing from the decision in the course difcussions on any
subject in a meeting, he or she may mention the sambédamminute

book.

Responsibilities and duties of directors: (1) No director shall do any

thing to derive personal benefit through the banftnancial institution or in
the course of performing the functions of the banknancial institution

(2) If any person who is appointed as a directos laay
personal or financial interest in the businesshd bank or financial
institution or in an agreement or involvement withe thbank or
financial institution, such person shall, priordesuming the duties of
his or her office, disclose such matter to the Board

(3) If any director is found to have derived a paral benefit
in the course of business of the bank or finanmatitution, the bank
or financial institution shall recover that amourdrh such director.

(3) The bank or financial institution shall not besponsible
for any action taken or function performed by anysp@ working as
its director by acting beyond his or her jurisdocti

(5) If any person carries on any transaction wikly director
or representative even while knowing or having o#esto believe that
the director or representative is carrying on ttemsaction to serve his
or her personal interests or to cause any lossaoragie to the bank or
financial institution, such person shall not be iged to make any

24



claim against the bank or financial institution ielation to such
transaction.
(6) No director shall interfere with the routine diniess

relating to the management of the bank or financeiatiiution.

25



(5) The remuneration and other conditions of sernodahe

chief executive shall be as prescribed by the Board

27. Functions, duties and powers of chief executive: (1)The

functions, duties and powers of the chief execusivall be as follows:

(a)

(b)

(c)

(d)

(e)

(f)

To implement the decisions of the Board and super
and control the activities and transactions of baak or
financial institution, subject to this Act and the
memorandum of association and articles of association;
To prepare annual budgets and action plans@tiank or
financial institution and present them before theaRbfor
approval;

To manage necessary human resources, subjecheto t
personnel bye-laws of the bank or financial ingtdn;

To implement, or cause to be implemented, the aetss
of the Board and the General Meeting, and the tives

of the Rastra Bank;

To present on time all such particulars, document
decisions, etc. as are required to be submittechbybtink

or financial institution to the Rastra Bank or aather
body, subject to this Act and the memorandum of
association and articles of association,;

To perform such other functions as may be préstiin
relation to the operation of the bank or financial

institution.

(2) The Executive Chief shall be accountable to Bloard for
all of his or her functions.

Chapter 4

Provisionsrelating to License

28. Prohibition on carrying on financial transactions by any one

other than bank or financial institution: No one other than a bank
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29.

or financial institution incorporated pursuant tost Act shall carry on
the financial transactions referred to in this Act.

Provided that nothing herein shall be deemed to garevany body
corporate, other than a bank or financial instdnti which has been
established under the laws in force and licensetkuthe Nepal Rastra
Bank Act, 2058 (2002) to accept deposits and exteredit, from
carrying on such transaction.

(2) No person shall use the name of a bank or firednc
institution for the purpose of carrying on the fintgal transactions,
without obtaining the approval of the Rastra Bank.

(3) Notwithstanding anything contained in Sub-sact{(1) or
(2), any bank or financial institution which hastaimed approval to
carry on the financial transactions pursuant to ldwves in force at the
commencement of this Act may carry on the financiahsections
using the name existing at the time of obtaining &épproval to carry
on such transactions.

(4) Notwithstanding anything contained elsewher¢his Act,
class “B”, class “C” and class “D” licensed institbns shall be entitled
to use the names development bank, finance companynaom-
finance development bank, respectively.

(5) The conditions required to be observed by theks and
financial institutions which have obtained approyalrsuant to Sub-
section (3) in the course of carrying financialnsactions shall be as

prescribed by the Rastra Bank.

Application to be made for license to carry on financial

transactions:(1) A bank or financial institution desirous of cgng

on financial transactions pursuant to this Act simake an application
to the Rastra Bank for a license, in the format pré®d by the Rastra
Bank.

(2) The bank or financial institution shall alsotah the

following particulars and documents and the licefese prescribed by
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the Rastra
section (1):

(a)

(b)

(c)

(d)

(e)
(f)

(9)

(h)

(i)

(3)

Bank with the application to be made yams to Sub-

A copy of the memorandum of association, articbés
association of the bank or financial institutiondathe
certificate of registration of the bank or financia
institution;

Particulars of an office building equipped witall
infrastructures required by the bank or financredtitution

to carry on financial transactions, or, if suchlding is to
rented, a copy of the lease agreement and the phlatg
of the building to be rented,;

Personal details of the chief executive anceo#xecutive
level officers of the bank or financial institutioand the
organizational structure of the bank or financial
institution;

Bye-laws relating to conditions of service aadilities of
the employees of the bank or financial institution;

Credit policy of the bank or financial institom;

Financial administration bye-laws of the bank oraficial
institution;

By-laws relating to write-off of loans;

Document proving that the amount of shares whick th
promoter of the bank or financial institution hasdartaken to
subscribe has been paid and deposited with theeRBank;
Such other particulars and documents as may be
prescribed by the Rastra Bank from time to time.

A bank or financial institution which makes application

to the Rastra Bank for a license to carry on finahtransactions shall

also mention the following matters in the application
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(a) Matter that the minimum capital as prescribed bg t
Rastra Bank from time to time shall be maintained until
the financial transactions is carried on;

(b) Matter that there have been prepared infrastruc
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31

32.

this Act or the rules or bye-laws framed under thes or
the orders or directives issued thereunder, and the
memorandum of association and articles of association;
(c) If, based on the application and the attachadiqulars

and documents attached with the application made¢her
license pursuant to Sub-section (2) of SectiontB8re are
adequate grounds to believe that the bank or firenc
institution is competent to carry on the financial
transactions.

Classification of licensed institutions: (1) The Rastra Bank shall

classify the licensed institutions into “A”, “B”,C” and “D” classes on
the basis of the minimum paid-up capital requiredtfoe license to be
issued pursuant to Section 30 to carry on the fumantransactions
pursuant to Section 47, and issue the license ¢octincerned bank or
financial institution accordingly.
(2) The minimum paid-up capital of the licensed ingtdns

classified under Sub-section (1) shall be as presdrby the Rastra
Bank.

Power to refuse to issue license to carry on financial

transactions: (1)Notwithstanding anything contained in Section, 30

the Rastra Bank may, in any of the following circuamtes, refuse to
issue a license to any bank or financial institatim carry on the
financial transactions:
(a) If, in view of the existing condition and potaility of the
banking or financial sector, it does not appearrappate
to grant a license to additional bank or financial
institution to carry on the financial transactions;
(b) If, in the light of the situation mentioned inabse (a),
for the protection of the interests of depositargloes not
appear just and appropriate to issue a licenseatoyon

the financial transactions;
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33.

34.

(c) If it does not appear that the details or reguoients
referred to in Sections 29 and 30 have been congblete
(2) Ifthere exists a situation where the licensearry on the
financial transactions cannot be issued to any bankfinancial
institution pursuant to Sub-section (1), the Radank shall give a
notice thereof, accompanied by the reason for thmesato the
concerned bank or financial institution within omendred twenty days
from the date of application. If the Rastra Bank heguested for any
additional details within that period, such notsleall be given within
ninety days from the date of receipt of such details

Power of Rastra Bank to prescribe conditions: (1) While issuing

a license to carry on the financial transactionsspant to Section 30,
the Rastra Bank may prescribe necessary conditionsjew of the
condition of the existing banks and financial itstions, healthy
operation of the financial transactions and thernests of depositors. It
shall be the duty of the concerned bank or finanaistitution to

comply with such conditions.

(2) The Rastra Bank may make necessary changes and

alterations in the conditions prescribed pursuangtb-section (1), in
view of the condition of the banks and financiastitutions, healthy

operation of the financial transactions and therasts of depositors.

Special provisions relating to opening of office by foreign bank

or_financial institution: (1) If any foreign bank or financial

institution intends to open its office in the StateNepal, it shall make
an application to the Rastra Bank, along with tke &ind details as
prescribed by the Rastra Bank.

(2) Notwithstanding anything contained elsewher¢his Act,
also taking into account the existing competitiorthe banking sector,
contribution that the foreign bank or financial tiigtion can make to
the banking development of the State of Nepal ared ghestige and
reputation of the concerned foreign bank or finahanstitution, the
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35.

Rastra Bank may, on receipt of an application un8lel-section (1),
iIssue a license to such foreign bank or finanaistitution to establish
its office and carry on the financial transactiomshe State of Nepal.

(3) While issuing a license pursuant Sub-section, (ke
Rastra Bank may prescribe necessary conditions,itastiall be the
duty of the concerned foreign bank or financialtitusion to comply
with the conditions so prescribed.

(4) The provisions of this Act shall be applicabie the
foreign banks or financial institutions, which armecorporated by
obtaining the license pursuant to Sub-section (&)relation to the
financial transactions.

Provided that the functions and activities of aresgntative or
liaison office of a foreign bank or financial intstiion shall be as
prescribed by the Rastra Bank.

(5) No foreign bank or financial institution whiclhas
obtained approval to open its office and carry dre tfinancial
transactions in the State of Nepal pursuant to $estion shall be
granted approval to open another bank or finanimatitution in joint

venture in the State of Nepal.

Suspension and cancellation of license: (1) If any licensed

institution does an act in contravention of the AleRastra Bank Act,
2058 (2002) or this Act or the rules or bye-lawanfied thereunder or
fails to comply with the orders or directives issuggdthe Rastra Bank
or fails to do any act required to be done by Kirtg into account the
interests of depositors, the Rastra Bank may, spegfa certain
period, suspend the license obtained by the licgms&titution to carry
on the financial transactions pursuant to this Amtfully or partially
withhold or freeze the business of the bank orrigial institution or of

any of its offices.
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(2) The Rastra Bank may cancel the license obtaimgd
licensed institution to carry on the financial tsactions pursuant to
this Act in any of the following circumstances:
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36.

37.

Conversion of licensed institution of lower class into licensed

institution _of higher_class: (1) Any licensed institution of a lower

class which meets the following conditions may, wikle approval of
the Rastra Bank, be converted into a licensed tutgdtn of a higher
class:
(a) If it has the capital prescribed by the Radenk for a
licensed institution of such higher class;
(b) If it has been able to earn profits since fo@nsecutive
years;
(c) If its total non-performing loan is within theimit
prescribed by the Rastra Bank;
(d) If it has met all conditions as prescribed by tRastra
Bank.
(2) If, on receipt of the approval referred to imbSsection
(1), the concerned licensed institution is requireml amend its
memorandum of association and articles of associatiotarry on the
financial transactions of higher class, it shall achethe same in
accordance with the laws in force and make an apptin to the

Rastra Bank under this Act to obtain the licenséigher class.

Conversion of licensed institution of higher class into licensed

institution of lower class: (1) If any licensed institution fails to meet

any of the following conditions, the Rastra Bank nmgke a decision
to convert it into a Class “B” licensed institutiohit is a Class “A”
licensed institution, and into a Class “C” licensedtitution if it is a
Class “B” licensed institution:

(a) Ifit has failed to raise the capital as prdsed within the

period prescribed by the Rastra Bank;
(b) Ifit has been incurring loss since five cong@e years;
(c) Ifit has been subjected to action for frequeiiations of

the directives issued by the Rastra Bank;
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38.

39.

40.

(d) If it has failed to maintain a risk-bearing funds
prescribed by the Rastra Bank.

(2) The Rastra Bank shall, prior to taking actiagaiast any
bank or financial institution pursuant to Sub-sewti(l), give a
reasonable opportunity to the concerned bank @anfomal institution to
furnish its explanations against such action.

(3) If any licensed bank or financial institutiorf a higher
class intends to be converted into a licensed bankfinancial
institution of a lower class and makes an applicatmthe Rastra Bank
for approval, and if the Rastra Bank gives its awat after making
necessary inquiries, such bank or financial insttu shall be

converted into a licensed bank or financial ingtdn of a lower class.

Liquid assets required to be maintained: A licensed institution

which collects deposits or supplies credits shallintaan the liquid
assets as prescribed by the Rastra Bank.
List of licensed Institutionsto be published: (1) The Rastra

Bank shall publish a list of the licensed instituts carrying on the

financial transactions in a newspaper of nationatutation in every
three months of a fiscal year.

(2) The list referred to in Sub-section (1) shalgublished in
such a manner as to show separatelyter alia, the date of
commencement of the financial transactions by suchtun®ns and
the particulars of the paid-up capital of eachitasion.

Chapter 5
Provisionsrelating to Capital

Capital to be maintained: (1) The minimum authorized

capital, issued capital and paid-up capital of litensed institutions
shall be as prescribed by the Rastra Bank from toriénte.

(2) Every licensed institution existing at the timef
commencement of this Act shall maintain the capitai&tre referred
to in Sub-section (1) within the period prescribi®dthe Rastra Bank.
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41.

42.

(3) No licensed institution which fails to maintdime capital
structure referred to in Sub-section (1) within fheriod mentioned in
Sub-section (2) shall declare or distribute divideruntil it maintains
such capital.

Capital to beincreased: (1) The Rastra Bank may, if it so deems

appropriate, gives a directive to any licensediingsbn to increase its
authorized capital, issued capital and paid-up tedmxisting for the
time being.

(2) If the Rastra Bank gives a directive pursuant Sub-
section (1), the concerned licensed institution llshacrease its
authorized capital, issued capital and paid-up tehpi

Capital fund: (1) Every licensed institution shall maintain a dapi

fund in the ratio prescribed by the Rastra Banktwn basis of its total
assets or total risk-weighted assets.

(2) If any bank or financial institution fails to mmdain the
capital fund as referred to in Sub-section (1), B@ard shall give
information thereof to the Rastra Bank within thiiye days. The
information so given shall also be accompanied imyer alia, the
reasons for the failure to maintain the capital fusmad the plan or
program prepared by the Board to increase the dafjoiba and restore
it to its previous condition.

(3) On receipt of the information referred to in Ssdction
(2), if the Rastra Bank considers the plan or paogisubmitted by the
Board to be reasonable, it may give a directiveh® ¢toncerned bank
or financial institution to implement such plan oogram; and if any
amendment or alteration is to be made in the proppkedor program,
it may give a directive, accompanied by the reasoas dguch
amendment or alteration, to the concerned bank @nfiral institution
to amend or alter such plan or program and implements#me.

(4) If any bank or financial institution fails toneet the

obligation referred to in this Section or if it ddaot appear that it can
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do so immediately, the Rastra Bank may take actioerred to in
Section 37 against such bank or financial instauti
(5) Notwithstanding anything contained elsewhere this
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46.

47.

the revaluation profits earned as a result of flations in the
exchange rates of foreign currencies, other than Itidian currency,
every year at the end of the same fiscal year. Wmbking such
accounts adjustment in the profit and loss accouihtevaluation
earning has been made in any fiscal year, at legestty five per cent
of such profits shall be credited to the exchangeadization fund.
Provided that in the case of revaluation profitslosesulting from
fluctuation in the exchange rate of the Indian eanny, it shall be as
prescribed by the Rastra Bank.

(2) No amount credited to the exchange equalizatiomd
pursuant to Sub-section (1) shall, without the appl of the Rastra
Bank, be spent or transferred for any purpose ottin@n the adjustment
of loss resulting from the devaluation of foreigmrm@ncies.

Restriction on distribution of dividends: (1) No licensed

institution shall declare or distribute dividendasits shareholders until
it has recovered all of its preliminary expenses #ralosses sustained
by it until the previous year, it sets aside suoloant as required to be
set aside for the capital fund, risk-bearing funt egeneral reserve
fund pursuant to Section 44 and the shares seedsrdsubscription by
the general public are sold and fully paid-up.

(2) A licensed institution shall obtain the apprbwa the
Rastra Bank prior to declaring and distributingidends.

Chapter 6

Provisionsrelating to Operation of Financial Transactions

Financial transactions which licensed institutions may carry

on: (1)Subject to this Act and the memorandum of assamiatnd
articles of association, a Class “A” licensed itigibn may carry on
the following financial transactions:
(a) Accepting deposits with or without interest,darefund
such deposits;
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(b)
(c)
(d)

(e)

(f)

(9)

(h)

()

(k)

(1)

Supplying credit as prescribed by the RastrakBa

Dealing in foreign exchange, subject to thedaw force;
Supplying credit for hire-purchase, hypotheaoafi
leasing, housing and service business;

Engaging in merchant banking business, subjecthe
directives of the Rastra Bank;

Making arrangements for jointly supplying creslion the
basis of co-financing in collaboration with othécdnsed
institutions in accordance with the mutual agreement
entered into for the division of the collatepari passu;
Issuing guarantees on behalf of its customeasjng such
customers execute necessary bonds in consideration
thereof, obtaining security, and acquire their mdgabr
immovable assets as collateral or on mortgage, or the
assets of third persons as collateral;

Supplying credit against the guarantee providgdany
native or foreign bank or financial institution;

Issuing, accepting, paying, discounting or phasing and
selling letters of credit, bills of exchange, prosusy
notes, cheques, travelers cheques, drafts or ditnemcial
instruments;

Accepting deposits, making payments and transfierds
through telephones, telex, fax, computers or magnetic
tapes or similar other electronic means or equipment,
subject to the directives issued by the Rastra Bank
Issuing and accepting credit cards, debit carclsarge
cards and other financial instruments, as well, and
appointing agents to discharge functions relatingréto,
subject to the directives issued by the Rastra Bank
Accepting, making payments and supplying credibtigh
automated teller machines and cash dispensing macghines
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(m)

(0)

(p)

(a)

(n

(s)
(t)

(u)

Providing overdraft to persons whom it trusts;

Supplying a fresh credit in lump sum or by inktednt
against the security of the same movable or immovable
assets which have already been furnished with itwiin

any other licensed institution as security, to #dent
covered by the total value of such security;

Acting as an agent of the Rastra Bank on theddmns
prescribed by the Rastra Bank, and carrying on
governmental and other transactions on behalf of the
Government of Nepal,

Remitting or transmitting funds to different péscwithin

or outside the State of Nepal through bills of exicbe,
cheques or other financial instruments, purchasing a
selling gold and silver bullion, shares, debentutesnds,
etc., and recovering dividends accruing on shared a
interest on promissory notes, debentures, bonds, etc
Acting as a commission agent of its customersjntak
custody of and arranging for the sale or purchase o
shares, debentures or securities, collecting istere
dividends etc. accruing from shares, debentures or
securities, remitting or transmitting such interegis
dividends to places within or outside the Staté&epal;
Purchasing, selling or accepting bonds issued the
Government of Nepal or the Rastra Bank;

Arranging for safe deposit vaults;

Carrying on off-balance sheet transactions oaumchs
conditions as may be prescribed by the Rastra Bank;
Supplying credits not exceeding the amount pibed by

the Rastra Bank, against individual or collective

guarantee, for the economic upliftment of the detgitu
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class, low-income families, victims of natural calasst
and inhabitants in any area of the country;
(v) Exchanging with the Rastra Bank or any otheefhsed
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(2) Subject to this Act and the memorandum of assmriat

and articles of association, a Class “B” licensestitution may carry

on the following financial transactions:

(a)

(b)

(c)

(d)

(e)

(f)

(9)

(h)

(i)

()

Subject to the limit prescribed by the RastraniBa
accepting deposits with or without interest, andume
such deposits;

Supplying credit, other than hypothecation dreds
prescribed;

Dealing in foreign exchange, subject to thedaw force
and the directives given by the Rastra Bank;

Supplying credit for hire-purchase, leasingubsimg and
service business;

Engaging in merchant banking business, subjecthe
directives given by the Rastra Bank;

Making arrangements for jointly supplying creslion the
basis of co-financing in collaboration with othécdnsed
institutions in accordance with the mutual agreement
entered into for the division of the collatepari passu;
Supplying credits against the guarantee of maityve bank

or financial institution;

Issuing guarantees on behalf of its customeasjng such
customers execute necessary bonds in consideration
thereof, obtaining security, and acquiring their m@oke or
immovable assets as collateral or on mortgage, or the
assets of third persons as collateral;

Issuing, accepting, paying, discounting or ¢ghasing and
selling bills of exchange, promissory notes, chegues
travelers cheques, drafts or hundies;

Accepting deposits, making payments and supplying
credit through automated teller machines and cash

dispensing machines;
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(k)
(1)

(m)

(n)

(0)

(p)

(a)

(n
(s)

)

Providing overdraft to persons whom it trusts;

Obtaining credit against the security of its mble and
immovable property;

Supplying a fresh credit in lump sum or by instadht
against the security of the same movable or immovable
property which has already been furnished withtoithe
extent covered by the total value of such secudty
supplying a fresh credit in lump sum or by installment
against the security of the same movable or immovable
property which has already been furnished with ather
licensed institution as security, to the extentared by
the total value of such security;

To issue and accept letters of credit, subjextthe
conditions prescribed by the Rastra Bank;

Transmitting funds within the State of Nepalabhgh bills

of exchange, cheques or other financial instruments,
purchasing and selling shares, debentures, bonds,aad
recovering dividends accruing on shares and inteoas
promissory notes, debentures, bonds, etc.;

Acting as a commission agent of its customersjntak
custody of and arranging for the sale or purchase o
shares, debentures or securities, collecting irstere
dividends, profits etc. accruing from shares, debesd or
securities;

Purchasing, selling or accepting bonds issusd tihe
Government of Nepal or the Rastra Bank;

Arranging for safe deposit vaults;

Carrying on off-balance sheet transactions archs
conditions as may be prescribed by the Rastra Bank;
Supplying credits not exceeding the amount prbsd by
the Rastra Bank, against individual or collective
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guarantee, for the economic upliftment of the detgitu
class, low-income families, victims of natural calasst
and inhabitants in any area of the country;

(u) Exchanging with the Rastra Bank or any otheetised
institutions particulars of, information or noticesn
debtors or customers who have obtained credits ftoon i
other licensed institutions;

(v)  Providing guarantee for the supply of credit tts
customers by any other licensed institution;

(w) Mobilizing capital through shares, debenturdmnds,
loan-bonds, saving-bonds or other financial instrotse
within the limit prescribed by the Rastra Bank;

(x) Obtaining refinance credit from the Rastra Baaxk per
necessity, or obtaining or supplying credits to foom
other licensed institutions;

(y) Supplying funds received from the Government afphll
or other native or foreign agencies as credits tioe
promotion of projects, or managing such credits;

(z) Doing, or causing to be done, study, researmuth survey
work relating to the establishment, operation and
evaluation of projects, and providing training, saftancy
and other information;

(aa) Writing off credits, subject to the bye-lawarhed by the
Board;

(bb) Prescribing conditions, as required, in orteprotect its
interests while supplying credits to any persons or
institutions or doing any transaction with them;

(cc) Supplying installment or hire-purchase credat any
person, firm, company or institution for motor vehgle
machinery, tools, equipment, durable household gawds
similar other movable property;
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(dd) Operating projects such as purchase of lanasl a
construction of buildings for land development and
residential purposes, and selling and managing, anse
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()

(k)

(1)
(m)

(n)

(0)

(p)

(a)

supplying a fresh credit in lump sum or by installment
against the security of the same movable or immovable
property which has already been furnished with ather
licensed institution as security, to the extentar@d by
the total value of such security;

Making proper arrangements of its assets, seltemt the
same;

Issuing, accepting, paying, discounting or gwasing and
selling bills of exchange, promissory notes, chegues
travelers cheques, drafts or other financial inskeats;
Purchasing and selling the Indian rupees;

Supplying credits not exceeding the amount pibedrby
the Rastra Bank, against individual or collective
guarantee, for the economic upliftment of the detgitu
class, low-income families, victims of natural calasst
and inhabitants in any area of the country;

Exchanging with the Rastra Bank or any otheethised
institutions particulars of, information or noticesn
debtors or customers who have obtained credit orkamy

of facility from it and other licensed institutions;

Supplying installment or hire-purchase credit &my
person, firm, company or institution for motor vehigle
machinery, tools, equipment, durable household gawds
similar other movable property;

Supplying credit to any person, firm, company or
institution for purchasing a residential buildingr o
warehouse or purchasing land for constructing such
residential building or warehouse;

Supplying credit (leasing finance) to any mers firm,
company or institution for hiring a motor vehicle,

machine, tools, equipment, durable household good or

46



(n

(s)

(¥

(u)

(V)

similar movable property, or renting such movable
property;

Prescribing conditions, as required, in orderptrotect its
interests while supplying credits to any persons or
institutions or doing any transaction with them;

Issuing guarantees on behalf of its customeasinig such
customers execute necessary bonds in consideration
thereof, obtaining security, and acquiring their @oke or
immovable properties as collateral or on mortgagether
assets of third persons as collateral;

Acting as a commission agent of its customers,jnigk
custody of, and arranging for the sale or purchage
shares, debentures or securities, and collectibgrests,
dividends, profits, etc. accruing from shares, debess

or securities;

Operating projects such as purchase of landsl an
construction of buildings for land development and
residential purposes, and selling and managingaasing

to be sold and managed, such lands and buildings;
Performing such other functions as may be présdiby
the Rastra Bank.

(4) Subject to the directives given by the Rastemlg a Class

“D” licensed institution may carry on the followirtgansactions:

(a)
(b)

(c)

Supplying credit as prescribed;

Supplying micro-credit, with or without any movabor
immovable property as the collateral or securityy fo
operating any micro-enterprise to any group or members
thereof who have regularly saved for the periodspribed

by the Rastra Bank and maintained the prescribeshgav
Obtaining loans or grants from any licensed itosbn or
native or foreign organization, and use such loamns
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(d)

(e)

(f)

(9)

(h)

(i)

()

(k)

(1)

(m)

grants for the supply of micro-credit or for makinige
same effective,

Provided that approval of the Rastra Bank shall be
obtained prior to obtaining loans or grants from any
foreign organization.

Prior to supplying micro-credits, evaluating tekehemes
for which micro-credits have been requested and
determining whether they are feasible;

Engaging in micro-enterprises of such type asy ma
improve the economic condition of low-income persons;
Holding symposia on micro-enterprises, providing
assistance and training in the formulation of schemes
providing technical know-how and mobilizing techrlica
assistance, as required;

Providing necessary services to a group in eespf the
mobilization of micro-credit;

Taking necessary action towards the timely mdlon of
micro-credits;

Monitoring whether micro-credits have been prdpe
utilized, and, if they are found not to have beeoperly
utilized, issuing necessary directives;

Subject to the limit prescribed by the RastranBa
accepting deposits with or without interest, andumd
such deposits;

Obtaining credits by pledging its movable and invalle
assets as collateral, and properly managing theésgsse
Writing off credits, subject to the bye-lawsaamed by the
Board;

Exchanging with the Rastra Bank or any otheenised

institutions particulars of, information or noticesn
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(n)

debtors or customers who have obtained credit orkamy
of facility from it and other licensed institutions;
Performing such other functions as may be prbscriby

the Rastra Bank.
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(f)

(9)

(h)

(i)

()

(k)

Rastra Bank to a single customer, company and companie
or partnership firms of a single group;

Explanation: The expression "companies or partnership
firms of a single group” means a group of such comgpani
or partnership firms as may be prescribed by thetri@as
Bank from time to time.

Supplying any type of credit to any personpfjrcompany

or institution against the guarantee given by the
promoters, directors or chief executive;

Making investment in the securities of thoseehsed
institutions which have obtained permission from the
Rastra Bank to carry on the financial transactiarfs
Classes “A”, “B” and “C”;

Making investment of an amount exceeding the limit
prescribed by the Rastra Bank in the share capitany
other institution;

Indulging with other licensed institutions to mutually
create any type of monopoly or any other type of
controlled practice in the financial transactions;

Doing any kind of act which is capable of creat an
artificial obstruction in the competitive environmenot
the financial sector, with the intention of derigiindue
advantage;

Doing such other acts prohibited from being ddmy a
licensed institution as may be prescribed by thetias
Bank.

(2) Notwithstanding anything contained in Clauséc¥ and

(d) of Sub-section (1) or elsewhere in this Act,thmog shall be
deemed to bar the supplying of credit against loands or fixed
deposit receipts issued by the Government of Nepdh® Rastra Bank
or the providing of credit facility or advance undbe provisions made
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the employee facilities to any promoter, directorjethexecutive or
shareholder holding more than one percent of itsesha cases if such
chief executive or shareholder is holding any postsuch licensed
institution.

(3) No licensed institution shall, for the purpasfesaving any
person who makes deposits in an account of the feadsed by that in
an illegal manner from legal action, provide any kimfdassistance to
such person to hide, convert, pay or transfer gsuods or to hide or lie
about the origin or source thereof or to do anyghfior that purpose. If
any licensed institution receives information abthuw commission of
such act or suspects that any such act has beesy doshall forthwith
provide particulars thereof to the Rastra Bank or @ny other
concerned body responsible for controlling deflentof currency.

Chapter-7
Regulation, Inspection and Supervision

Power of Rastra Bank to requlate: (1) The Rastra Bank shall have

full powers to regulate and systematize the fundiand activities of
licensed institutions.

(2) The Rastra Bank may frame Rules and Bye-lawsumh s
matters it may consider necessary and issue necesselgrs,
directives, notices and circulars in connection hwitarrying out
regulation operations pursuant to Sub-section ghyl it shall be the
duty of the licensed institutions concerned to compith such Rules,
orders, directives, notices and circulars.

Banking or financial system and credit control: The Rastra Bank

may issue directives to the licensed institutiormfrtime to time in
relation to the banking or financial system, curneaad credit. It shall

be the duty of the licensed institutions to complytmsuch directives.

Power of Rastra Bank to issue directivesin relation to interest

rates: (1) The rates of interest to be paid on depositd &m be
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charged on credits by the licensed institutiondldb@ as prescribed by
the Rastra Bank.

(2) Notwithstanding anything contained in Sub-sewcti(1),
the Rastra Bank may, if it so deems necessary inrdadearry on, or
cause to be carried on, the financial transactionsa competitive
manner, delegate the power to fix such interestsravethe licensed

institutions.

Power of Rastra Bank to inspect and supervise: (1) The Rastra

Bank may inspect and supervise, or cause to be ategeand
supervised, any office of a licensed institutionaaty time. The Rastra
Bank may carry out such inspection and supervisiperations by
deputing any of its officers or any expert desigdatby it to the
concerned office (on-site) or by requisitioning alié¢d statements and
information to be furnished to it (off-site).

(2) It shall be the duty of the licensed institutiooncerned or
the concerned officer of such licensed institutiorprovide, and allow
inspection or examination of, such records, datarti@dars,
information, programs created through electronic mediatements
and financial control system or any other necessaogument as
demanded by the officer or expert or the Rastra Bealkying out
inspection and supervision pursuant to Sub-sedtigrio, and by, such
officer, expert or the Rastra Bank within such tiagespecified by such
officer, expert or the Rastra Bank.

(3) The Rastra Bank or the officer carrying outpestion and
supervision pursuant to this Section may cause dingeo or employee
of the licensed institution concerned to make depasiin writing in
respect of any acts and actions considered negessdhe course of
such inspection and supervision.

(4) If the officer carrying out inspection and suoysion
pursuant to this Section so deems necessary in tlhiese of such

inspection and supervision, he or she may affixdridher seal on the
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treasuries, accounts, records, books, ledgers dndr @locuments of
the licensed institution concerned as well as anwWarehouses pledged
to it as security and cause the licensed institutioncerned to hold the
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Rastra Bank may suspend the Board of Directors ah slicensed
institution and take such licensed institution undg control.

(2) After taking any licensed institution under it®ntrol
pursuant to Sub-section (1), the Rastra Bank mayeeiitself carry out
the management of such licensed institution or causéd management
to be carried out by any appropriate person, firnmmpany or
institution appointed by it.

(3) The Rastra Bank shall, within one year aftere th
management of a licensed institution has been caowgdoy itself or
through any other person, firm, company or institatipursuant to
Sub-section (2), perform, or cause to be performedinancial and
management audit, of such institution and publichplsh a report
thereof.

(4) If the Rastra Bank is satisfied, from the repaferred to
in Sub-section (3), that the financial instituticoncerned has become
incapable of performing the liabilities requiredlie performed by it or
that such institution has reached a stage if ithodnbe operated
smoothly, the Rastra Bank may make an applicatiorh& Appellate
Court for the cancellation of registration of suensed institution.

(5) If the Rastra Bank is satisfied, from the repaaferred to
in Sub-section (3), that the financial instituticoncerned has become
capable of performing the liabilities required to pperformed by it or
that such institution has reached a stage if it lsaroperated smoothly,
the Rastra Bank may take the following action:

(a) To remove the suspension of the Board of Doexbf the
licensed institution made pursuant to Sub-sectionafid
again hand over the management of the institutioth&b
Board, or

(b) To dismiss the Board of Directors of the licemse
institution which has been suspended pursuant tb- Su
section (1), form a new Board of Directors from amadngs
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the shareholders of the licensed institution, aaddover
the management of that institution to the new Board,

(c) To call a general meeting of the licensed insitwn, get a
new Board of Directors formed by the meeting, anddhan
over the management of the licensed to the Board , or

(d) To take any such other action as the RastrakBAmks
proper.

(6) Prior to taking a licensed institution undes icontrol
pursuant to Sub-section (1), the Rastra Bank shiad an opportunity
to the concerned licensed institution to defenelfisby providing it
with a time-limit not exceeding 15 days, accordinghe situation.

(7) The licensed institution concerned shall belhreapenses
incurred by the Rastra Bank in every act and actione and taken by
it after taking such institution under its contpalrsuant to this Section.

(8) The Rastra Bank shall give information on haviagen
any licensed institution under its control pursuemiSub-section (1) to

the Government of Nepal.

Returns to be submitted: A licensed institution shall submit to the

Rastra Bank the following particulars as prescrilbgdhe Rastra Bank

on a regular basis:

(a) On-balance sheet and off-balance sheet traiosact and the
accounts and statements of income and expendituratecel
thereto;

(b) Particulars relating the conditions or resioos imposed in
relation to all types of on-balance sheet and afifalnce sheet
transactions;

(c) Particulars concerning the situation in relatido foreign
currencies, exchange rates (SPOT), forward exchaates or
similar other instruments, and other processes oftelmic or
other payment systems;
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S7.

(d) Such other particulars and documents as may bscpbed by
the Rastra Bank.
Chapter 8
Provisions Relating to Supply and Recovery of Credits
Credit to be supplied: (1) A licensed institution shall supply credit

as prescribed by the Rastra Bank, subject to thectives given by the
Rastra Bank and the credit policy determined byBbard.

(2) While supplying credit, a licensed institutighall obtain
any movable or immovable property acceptable to & ascurity or an
appropriate guarantee in a manner to safeguardtéseasts.

(3) A licensed institution shall write to the comced office
to so withhold any property which it has taken up the security
against a credit pursuant to this Section that superty cannot be
registered in the name of or transferred to any qrens any manner
whatsoever.

(4) When requested by a licensed institution to hiitld
registration or transmission pursuant to Sub-sec{®mn the concerned
office shall withhold the registration or transmsithereof.

(5) The Rastra Bank may give necessary directiveth®
licensed institution to disburse credits for sudhss and in such area
as prioritized for the economic upliftment of the p&mns belonging to a
low-income and indigent class and of the inhabitamsiding in any
specific geographical region.

Provisions relating to recovery of credit: (1) If any person, firm,

company or institution fails to abide by the terms tbie credit
agreement or any terms and covenants made with askcdeimstitution
or fails to repay credit to the licensed institutiovithin the time-limit
stipulated in the deed, or if the licensed instdnt finds through
investigations that the borrower has not used tteelit amount for the
purpose for which it has been supplied or has misgppated or

misused it, the licensed institution may, notwithstalg anything
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contained in the concerned deed or in the lawsoirtcd, recover its
principal and interest by auctioning or otherwisspadsing of any

property pledged to it, or any collateral or segudeposited with it,

57



(6) If no one offers a bid in an auction sale, byi@nsed
institution under this Section, of the movable anmimiovable property
pledged as the collateral or security, the licensesditution shall take
over the ownership of such property as prescribed.

(7) The licensed institution shall write to the cenned office
for registration or transmission of the propertywdfich ownership has
been taken over by such institution pursuant to-Sedxtion in its name.

When so requested, the concerned office shall magestration
or transmission of such property in the name of suicensed
institution notwithstanding anything contained lretlaws in force.

(8) If the previous owner of the property taken oy a
licensed institution or any person in an auctiofuses to allow its
possession and use and the licensed institutiothatr person requests
to have the same available for possession and ws¥ding to the laws
in force, the appropriate body of the GovernmenNepal shall render
necessary assistance.

(9) No licensed institution shall hold up actionr fahe
recovery of credit which has not been written offrpuant to Clause
(dd) of Sub-section (1) of, Clause (aa) of Subtisac(2) of, Clause
(e) of Sub-section (3) of, and Clause (I) of Selzt®on (4) of, Section
47.

(10) If any person, firm, company or institution hiasled to
repay the credit borrowed from a licensed institativithin the
repayment period of the credit deed, and while tglaction pursuant
to this Section for the recovery of such credit ticensed institution
concerned shall write to the Credit Information GentLimited to
include such person, firm, company or institutiontlre black list in
accordance with the laws in force.

(11) If a credit cannot be recovered even whileirgkaction
for the recovery of such credit against any perdom, company or
institution pursuant to this Section, the licensesititution concerned
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may, for the purpose of recovering such credit dson any other
property of the borrowing person, firm, company ostitution situated
abroad, institute action for the recovery of credncluding the
withholding of property in accordance with the lawsforce.

(12) If a credit cannot be recovered even upon nigkall
actions on recovery of credit pursuant to Clauséls to (8), the
licensed institution may make a request to the Ra&amk for
necessary provision to withhold and seize the pagspf the borrower
person and to deprive such borrower from any faesito be provided
by the State. On receipt of such request, the Ra3ank shall forward
the matter, accompanied by its opinion, to the Gowvemt of Nepal for
necessary action.

Chapter- 9
Provisions Relating to Accounts, Records, Returns and Reports

Accounts and recordsto be maintained accurately: (1) A

licensed institution shall maintain its accountsjders, records, and
books of accounts truly and correctly.

(2) The accounts to be maintained pursuant to Sehese(1)
shall be so maintained according to the universatgepted principles
based upon the double entry system as to clearlgatethe actual
condition of the transactions of the licensed iugion.

(3) Save as otherwise permitted by the Rastra Baheg,
accounts to be maintained pursuant to Sub-section sfiall be
maintained at its registered office.

Balance sheet, profit and loss account and audit: (1) A licensed

institution shall prepare its balance sheet, prafit loss account, cash
flow statement and other financial statements, ad$, welsuch format
and in accordance with such procedure as may becipbes by the
Rastra Bank.

(2) A licensed institution shall, no later thandimonths after

the expiry of a financial year, prepare its balasheet, profit and loss
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account, cash flow statement and other financidestants, as well, in
such format and in accordance with such proceduremay be
prescribed by the Rastra Bank and have them aud8adh financial
statements shall be signed by at least two directbeschief executive
and the auditor.

(3) If any licensed institution which has failed tmave its
accounts audited within the period referred to ubSection (2) makes
a request, accompanied by a reasonable reasonnfextansion of the
period for audit, the Rastra Bank may extend a meobnot more than
three months.

(4) The Rastra Bank may appoint an auditor to aubé
accounts of a licensed institution which fails tavh its accounts
audited even within the period referred to in Sefsteon (3).

(5) The auditor appointed pursuant to Sub-sectidh ghall
submit a report of audit performed by him or her te toncerned
licensed institution and the Rastra Bank.

(6) The auditor appointed pursuant to Sub-sectidéh ghall
receive such remuneration as prescribed by the &8stnk. It shall be
the duty of the concerned licensed institution &y po the auditor so
appointed the remuneration prescribed by the Rd&NK.
Appointment of auditor: (1) The general meeting of a bank or

financial institution shall appoint an auditor.

(2) The general meeting shall appoint an auditorspant to
Sub-section (1) from amongst the auditors includedtha list of
auditors approved by the Rastra Bank.

Provided that the general meeting shall not appthiet same
auditor for more than three consecutive times.

(3) While appointing an auditor from amongst the amdi
included in the list of auditors approved by thesRa Bank, the
general meeting shall appoint a chartered accountatite case of a

licensed institution of Class “A” or “B” or “C”, ah a chartered
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accountant or a registered auditor in the case ledemnsed institution
of Class “D".
(4) The Rastra Bank may, at any time, remove any audit

who fails to fulfill his or her duty from the list o
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Returns to be submitted: A licensed institution shall, at all times,

provide all such accounts, records, books, ledgeaxs other statements

as demanded by the auditor in the course of perfaynaodit. In

addition, the officer responsible for providing suceturns shall also

furnish forthwith accurate replies to the queriesdmay the auditor

Functions, duties and powers of auditor: (1) The functions, duties

and powers of an auditor appointed pursuant toi&e@&0 shall be as

provided in the laws in force.

(2)

In addition to the matters prescribed by thedaw force,

the auditor shall clearly mention the following masten his or her

report:

(a)

(b)

(c)

(d)

(e)

(f)

Whether or not replies to the queries askedhiny or her
were given,

Whether or not the balance sheet, profit argk laccount,
cash flow statement and other financial statemenss, a
well, have been prepared in such format and in ataoose
with such procedure as prescribed by the Rastra& Bamd
whether or not they correspond to the accountspros;
books and ledgers maintained by the institution;

Whether or not the accounts, records, books ladders
have been maintained accurately in accordance vi¢h t
laws in force;

Whether or not any officer of the licensed ingion has
done any act contrary to the laws in force or cortenlit
any irregularity or caused any loss or damage to the
licensed institution;

Whether or not the transactions of the licensesditution
have been carried on in a satisfactory manner;

Whether or not the capital fund and the riskebeg fund

have been maintained adequately;
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(9)

(h)

()

(k)

(1)

(m)

Whether or not credits have been written off as
prescribed;

Whether or not action has been taken in acaoardawith
the directives given by the Rastra Bank;

Whether or not action has been taken to protduot
interests of depositors and investors;

Whetheor not the returns received from the &$oof the
licensed institution were adequate for the purpadge
audit;

Other matters, which, in his or her opinion, shb be
made known to the shareholders;

Such other matters prescribed by the Rastra kBas
required to be mentioned by an auditor in his or her
report, and

Necessary suggestions.

Report to be forwarded: (1) The auditor shall forward a report of

audit performed by him or her to the concerned lieehimstitution and

the Rastra Bank.
(2) While forwarding the audit report to the RastBank

pursuant to Sub-section (1), the auditor shall adstach therewith

other reports related with the audit of the licahgestitution as well as

such documents as prescribed by the Rastra Bank.

In the event of vacancy in office of auditor: If the office of an

auditor appointed pursuant to Section 60 falls whadzecause of his or

her death or resignation or for any other reasba,Board may appoint

another auditor to the vacant office for the remandf term of the

predecessor by fulfilling the procedures laid dowrthe said Section.

The appointment of an auditor so made shall be eeddoy the annual

general meeting to be held immediately thereafter.

Auditor to certify: The auditor shall mark the accounts, records,

books and ledgers audited by him or her by affixinig or her
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signature thereon and also mentioning therein thte da which he or
she audited them.

Remuneration of auditor: The remuneration of the auditor shall be

as prescribed by the general meeting if he or siseblean appointed by
the general meeting, and by the Board if he or she bbeen appointed
by the Board.
Chapter-10
Provisions Relating to Merger of Licensed

Institutions

Merger of licensed institutions: A licensed institution may, by fuffilling

the procedures referred to in this Act, be mergél another licensed institution

in accordance with the laws in force.

Application to be made for merger of licensed institutions with

each other: (1) If any licensed institution wishes to be mergeith
or merging another licensed institution, both the gmeg and merged
licensed institutions shall adopt a special resohutto that effect in
their respective general meetings and make a joipti@ion, setting
out the following matters, to the Rastra Bank fopval:

(a) Audit report of the last fiscal year of the marglicensed
institution, along with its audited balance shgetfit and
loss account, cash flow statement and other findncia
statements;

(b) A copy of the written consent of the creditarfsboth the
merging and merged licensed institutions to mergeoor t
be merged;

(c) Valuation of the movable and immovable propertods
and actual details of the assets and liabilities thfe
merging licensed institution;

(d) A copy of the decision as to the employees efrierging

licensed institution;
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(e) Such other necessary matters as prescribed doR#éstra
Bank in relation to the merger of the licensed itusions.
(2) If an application is made for approval pursuamtSub-
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Chapter-11

Provisions Relating to Offenses and Punishment

70. Actsto be deemed as offenses:. Commission of any of the following

acts shall be deemed to be a commission of an offender this Act:

(a)

(b)

(c)

Carrying on the financial transactions with@bttaining a
license under this Act or in contravention of the
conditions of the license or accepting deposits or
supplying credit or issuing debentures or otheafiaoial
instruments in violation of this Act or the orders o
directives issued under this Act or paying or obirag
interest in contravention of the term prescribed thg
Rastra Bank or dealing in foreign exchange in
contravention of this Act or the laws in force betorders

or directives issued under this Act;

Failure of any officer who is responsible for imtaining
the secrecy of the financial transactions, accqunts
records, ledgers, books and other accounts related
documents of the licensed institution pursuant ts #hct

or the orders or directives issued under this Agt t
maintain such secrecy;

Violation by any one of this Act or any order directive
issued under this Act, other than that mentione@lause
(a) or (b).

71. Punishment: (1) Any person who commits any of the following

offenses shall be punished as follows:

(a)

Any person who carries on the financial tranises
without obtaining a license under this Act shall be
punished with a fine not exceeding three hundsed cent
of the amount involved in the transactions or with

imprisonment for a term not exceeding three yearsitr w
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(b)

(c)

(d)

(e)

both punishments, along with the confiscation of the
amount involved in the said transactions.

Any person who deals in foreign exchange in
contravention of this Act or any other laws in fershall

be punished with a fine not exceeding three hungred
cent of the amount involved in the offense or with
imprisonment for a term not exceeding three yearsitr w
both punishments.

Any person who accepts deposits or supplieditrer
issues debentures or other financial instruments in
contravention of this Act or the order or directisssued
under this Act or pays or obtains interest in caméntion

of the term prescribed by the Rastra Bank shall be
punished with a fine not exceeding two hundred @ant

of the amount involved in the offense or with
imprisonment for a term not exceeding two years ohwit
both punishments.

If any officer who is responsible for maintaigirthe
secrecy of the financial transactions, accountsonas,
ledgers, books and other accounts related docunurds
licensed institution pursuant to this Act or theder or
directive issued under this Act fails to maintainclsu
secrecy, such officer shall be punished with a fimg
exceeding five hundred thousand rupees or with
imprisonment for a term not exceeding one year or with
both punishments.

Any person who commits the offense referred t€liause

(c) of Section 70 shall be punished with a fine @dwo the
amount involved in the offense or with imprisonment do

term not exceeding one year or with both punishment,
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along with the confiscation of the amount involvedthe
offense.

§)) If it is not possible to confiscate, and detemmithe figure
of, the amount involved in an act and action dond an
taken by any person in contravention of this Aaigcls
person shall be punished with a fine not exceeding
million rupees or with imprisonment for a term not
exceeding one year or with both punishment, accgrdon
the gravity of the offense.

(2) If any licensed institution or any other persofirm,
company, or institution commits any offense referrednt Section 70,
the concerned officer of such licensed person, ficompany or
institution who commits such offense shall be sulgdctto the
punishment as referred to in this Section.

(3) Any licensed institution or any other personymg
company or institution that attempts to commit any ¢ referred to
in Section 70 or aids and abets in the commissiosuzh offense in
any manner shall be subjected to punishment whichotsmore than

half the punishment referred to in Sub-section (1).

Government of Nepal to be plaintiff: Any case relating to the

offense referred to in Section 70 shall be filedthvihe Government of
Nepal being the plaintiff, and such case shall berded to have been
included in Schedule 1 of the Government Cases 2049 (1993).

Rastra Bank to give information: If the Rastra Bank learns from

any source that any person has committed any of tleases referred
to in Section 70, the Rastra Bank shall write t@ tBovernment of
Nepal or concerned body for necessary action.

Punishment for violation of requlation of Rastra Bank: (1)If

any licensed institution violates any order or diree issued by the
Rastra Bank under the Nepal Rastra Bank Act, 2@8®2) or this Act

or the Rules or Bye-laws framed there under the fRaBank may
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impose the following punishment on such licensed ituison,
according to the gravity of the violation of regtita:

(a) To warn, or give warning in writing;
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by debiting it from the account of such licensedtitusion with the
Rastra Bank.

(4) If any officer of a licensed institution viokd the Nepal
Rastra Bank Act, 2058(2002) or this Act or the Rulker Bye-laws
framed thereunder or any order or directive issugdhe Rastra Bank
thereunder or acts contrary to the interests obd#prs or investors or
fails to submit such documents, returns, data ormkex@s demanded
by the Rastra Bank or its officer carrying out iespon and
supervision, within the time prescribed by the RasBank or its
officer carrying out such inspection and supernsithe Rastra Bank
may punish such officer with punishment as follows¢c@ading to the
gravity of the violation of such order or directive

(a) To warn or admonish him or her.

(b) To suspend him or her.

(c) To impose on him or her a fine not exceeding five
hundred thousand rupees.

(d) To order the Board of Directors of the concerhieensed
institution to withhold all facilities including ki or her salary and
allowances.

(e) To order the Board of Directors of the concedrhieensed
institution to remove him or her from the office ofe&ktor if he or she
Is a director or to retire him or her from the seevi€ he or she is an
officer, notwithstanding anything contained in tlasvs relating to the
conditions of service of such employee.

(5) While imposing punishment on any person undes thi
Section, such person shall not be deprived of aaeable opportunity
to defend him or her.

Provided that while imposing punishment under Clasq@),
(b), (c¢) and (d) of Sub-section (1), Sub-sectiopng@d Clause s (a) and
(b) of Sub-section (4), it shall not be necessaoy provide an
opportunity for defense.
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Appeal: (1) Any licensed institution or any officer of thatstitution
who is not satisfied with any punishment imposed gy Rastra Bank
under Section 74 may make an appeal to the AppeCatert within
thirty five days from the date of receipt of the erdof such
punishment.

(2) While making an appeal pursuant to Sub-sectibyy &
deposit in a sum that is fifty per cent of the finfeany, imposed, shall
be furnished with the Rastra Bank.

Chapter-12
Miscellaneous
Permission _to be obtained for voluntary liguidation: (1) A

licensed institution shall not voluntarily liquidatitself without
obtaining prior approval of the Rastra Bank.

(2) If an application for voluntary liquidation isiade by a
licensed institution pursuant to Sub-section (bhg Rastra Bank may,
if, upon making necessary inquiries, it is satisfidgdht the licensed
institution is in a position to fully settle its aos and liabilities, give
permission to the licensed institution to undergduwmbary liquidation,

subject to the conditions prescribed by the RaBaak.

Order of priority in settlement of liabilities on liquidation of

licensed institution:

Notwithstanding anything contained in the laws wrce, liabilities
shall be settled according to the following orddr priority in the
course of carrying out liquidation or insolvency @ licensed
institution in any manner:

(a) Expenses incurred in liquidation.

(b) Payments outstanding to depositors on savingaus.

(c) Payments outstanding to depositors on fixed act

(d) Payments outstanding to other depositors.

(e) Taxes, fees and other charges payable accorainipe

laws in force.
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()  Credit obtained from the Rastra Bank.

(g Salary, allowances, provident fund, gratuitydanther
amounts outstanding to employees.

(h)  Other credits obtained by the licensed insimut

(1) Shareholders.

Arbitration/mediation: In the event of any dispute between the

licensed institutions, the Rastra Bank shall adtéfmediate the same.
A decision given by the Rastra Bank in respect aichs

arbitration/mediation shall be final.

Secrecy to be maintained: (1) Notwithstanding anything

contained in the laws in force, the relationshipween a licensed
institution and its customers and information pertagnto its accounts,
records, books, ledgers and statements shall nadiddosed to any
person other than the concerned person.

(2) Notwithstanding anything contained in Sub-sewct{1), if
such information is provided in any of the followicgcumstances, the
secrecy shall not be deemed to have been violated:

(a) Ifitis provided to the Rastra Bank pursuamtthhe Nepal
Rastra Bank Act, 2058 (2002) or this Act or the &ubr
Bye-laws framed thereunder or the orders or direstiv
iIssued thereunder,

(b) Ifitis provided to a court in connection witdny lawsuit
or any other legal action;

(c) If it is provided to the legally authorized wffal making
inquiries and investigations or prosecution, in ection
with such inquiries and investigations or prosecuii

(d) Ifitis provided to the auditor in connectianth audit;

(e) Ifitis mentioned in the audit report by theddor;

§)) If it is provided to the enquiry committee or the
investigation officer authorized by the laws in der in

the course of enquiries;
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(9) If banking information is exchanged between twwvomore
countries on the basis of a bilateral or multilateéraaty;
(h) If it is provided in the course of exchangingedit
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(2) It shall be the duty of the concerned licensestitution to
comply with the directive given by the Rastra Bankguant to Sub-
section (1).

Claim or title to deposits: (1) Claims of any person other than

the actual depositor to deposits made with a licénastitution shall
not be entertained. In the event of the death efdépositor, the person
willed by him or her, if any, and if such benefigiaalso dies or if no
person has been willed by the depositor, the surgiwerson from
amongst his or her relatives, in the following ordsrall have first title
to such deposits:

(a) Husband or wife living in a joint family;

(b) Son or daughter, or adopted son or adopted ldaung
living in a joint family;

(c) Father, mother, grand-son, or grand-daughtemfrine
son's side living in a joint family;

(d) Husband or wife, son, unmarried daughter, fatloer
mother who is living separately;

(e) Grand-father or grand-mother of the father's sibrother
or unmarried sister, living in a joint family;

( Nephew, niece, or step-mother living in an undéd
family, or a grand-son or unmarried grand-daughtemfr
the son's side who is living separately;

(g0 Uncle, widowed aunt, sister-in-law (elder or uypger
brother's wife), or grand-daughter-in-law living &njoint
family;

(h)  Brothers living separately;

(1) Married sisters, grand-father, grand-mother, owicd
daughter-in-law, grand-daughter-in-law, or nephewow
are living separately.

(2) If there is no one in the order of priority eefed to in
Sub-section (1), the heir shall have the title techs deposit, and if
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82.

83.

there is not even an heir, the deposit shall actoubde Government of
Nepal.

(3) Notwithstanding anything contained in the lawsforce,
no amount deposited with a licensed institution khalhanded over to
anyone without the approval of the person who Hes title thereto
under Sub-section (1).

Particulars of unclaimed deposits or dividends: (1)A licensed

institution shall submit to the Rastra Bank partarsl of deposit
accounts which have remained unoperated, and ofetllos title to
which have not been claimed under this Act for teang, within the
first month of each fiscal year.

(2) A licensed institution shall submit to the RastBank
particulars of dividends payable to shareholdertheir heirs who have
failed to claim payment thereof even within five yg&rom the date of
declaration of the dividends, within the first momtheach fiscal year.

(3) A licensed institution shall publish at leasteotime in a
newspaper of national circulation particulars o€ taccounts which
have remained unoperated or deposits or dividendghwvhave not

been claimed or distributed as mentioned in Sub-gedtl) or (2).

Recovery from or confiscation of deposits: If any business or

transaction is carried on by pledging as collateoal security the
amount deposited with a licensed institution, or amounts are
deposited with a licensed institution with misapmiaped funds
belonging to the governmental body or any body fullyned by the
Government of Nepal, or with funds obtained by contimgt any action
which is deemed to be an offense under the lawsiioef or with funds
collected through any activity relating to terreni®or organized crime,
the such deposits may be confiscated or such codllate security or
misappropriated or other funds may be recovered froch gleposits in

accordance with the laws in force.
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84.

85.

86.

87.

M anagement _expenses: The management and establishment

expenses of a bank or financial institution shait exceed the limit

prescribed by the Rastra Bank.

Power_to remove difficulties: If there arises any difficulty in the

enforcement of any provision contained in this Aitte Rastra Bank
may, with the approval of the Government of Nepasue necessary

orders to remove such difficulty.

Exemptions and facilities: (1) Notwithstanding anything

contained in the laws in force, any deed of cretit exceeding one
million rupees supplied by a licensed institutionatoy citizen of Nepal
or any institution established in accordance whhk taws in force for
agriculture, cottage and small scale industry, atign, hydro-power
generation and for any other enterprise as spechiethe Government
of Nepal shall not be required to be registered.

(2) Subject to Sub-section (2) of Section 51, tlates of
interest payable to and chargeable by a licensettiion on credits
or deposits and the procedures of collecting sudkrest shall be as
prescribed by the licensed institution.

Provided that the licensed institution shall comphth the
directives issued by the Rastra Bank from time to timeespect of
such rates of interest and the procedures of cotigsuch interest.

(3) The repayment period of the credit to be supmplor
obtained by and of deposits to be accepted by ensed institution
shall be as prescribed by the licensed institution.

(4) No revenue stamp fee shall be charged on ang kih
document related with the licensed institution.

Not to beliable for act donein good faith: (1) The officers of a

licensed institution shall not be held individuaby collectively liable
for any act or action done or taken in good faitiuer the Nepal Rastra
Bank Act, 2058(2002), this Act or the Rules or BHgess framed

hereunder or the orders or directives issued theteu
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Provided that they shall be held individually liabfor any
consequence of any act done with malicious recklessnor

mala fide intention.
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92.

93.

(2) Without prejudice to the generality of the powe

conferred by Sub-section (1), a licensed institutimay frame Bye-

laws on any or all of the following matters:

(a)

(b)

(c)

(d)

(e)

(f)
(9)

Rules of procedure of the meetings of Board &me
general meeting;

Delegation of powers by the Board to any dioecor
employee;

Appointment, promotion, transfer, dismissal, sglar
allowance, gratuity, pension, leave, carry on, ipikoe
and conditions of service of the employees of thensed
institution, and formation of such service;

Conditions of contracts to be made on behalftloé¢
licensed institution;

Matters relating to financial administrationtbe licensed
institution;

Procedures for using the seal of the licensesditution;
Such other functions as required to be perforrbgdhe

licensed institution pursuant to this Act.

Laws in force to govern: The matters contained in this Act and the

Rules, Bye-laws, orders or directives issued hedeunshall be

governed by this Act and the Rules or directivas] éhe other matters

shall be governed by the laws in force.
Provided that the matters contained the Nepal RaBmak Act,
2058(2002) shall be governed by that Act.

Repeal and saving: (1) The following Acts are hereby repealed:

(a)
(b)
(c)
(d)

(e)

The Agricultural Development Bank Act, 2024 (196
The Commercial Bank Act, 2031 (1974);

The Finance Company Act, 2042 (1985);

The Nepal Industrial Development Corporation ,A2046
(1990); and

The Development Bank Act, 2052 (1996).
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94.

(2) Any acts done and actions taken under the Aepsaled
pursuant to Sub-section (1) shall be deemed to Hmeeen done and
taken under this Act.

(3) Notwithstanding anything contained in the Acl&ing to
Recovery of Loans of Banks and Financial Institn§p 2058 (2001),
the provisions contained in Section 3 of that Abils apply to the
cases on the recovery of loans of banks of findnamstitutions

incorporated pursuant to this Act.
Effect of inoperativeness of the Banks and Financial
Institutions Ordinance, 2062(2005): With the Banks and Financial

Institutions Ordinance, 2062 (2005) being inoperative, unless a
different intention appears, the inoperativenessdIgfot:

(a) revive anything not in force or existing at thiene at
which the Ordinance became inoperative;

(b) affect the matter in operation as per the Ordaga or
anything duly done or any punishment suffered
thereunder;

(c) affect any right, privilege, obligation or ligdby acquired,
accrued or incurred under the Ordinance,;

(d) affect any penalty, punishment or forfeiture uned
under the Ordinance;

(e) affect any action or remedy made or taken impeaes of
any such right, privilege, obligation, liability,epalty or
punishment as aforesaid; and any such legal prongetuti
remedy may be instituted, continued or enforced dbdaf

Ordinance were in force.
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