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ABSTRACT:

This in-depth article explores the legislative framework of corporate governance in Nepal as defined
by the Company Act 2063, with a keen focus on its provisions regarding the structure and function of board
meetings, the appointment and responsibilities of directors, the protocols surrounding dividend distribution,
and the requirements for disclosure and transparency. By juxtaposing these aspects with the corporate
governance norms of internationally recognized economies such as the United Kingdom, India, and the
United States, this analysis not only benchmarks Nepal’s legislative alignment against international
standards but also identifies critical areas where enforcement and compliance lag global practices. The
study highlights several core issues in the current corporate governance regime in Nepal, including lapses in
enforcement, inconsistencies in the application of the law, and gaps in regulatory oversight. These issues
significantly impair the effectiveness of Nepal’s corporate governance framework in preventing malpractice
and ensuring corporate accountability. By addressing these deficiencies, Nepal could enhance its legal
framework to better protect investors, maintain market integrity, and increase business transparency, which
are essential for attracting foreign investment and promoting economic growth. To address these
shortcomings, the article proposes a set of comprehensive reforms based on global legal precedents that
have shown effectiveness in strengthening corporate governance. These reforms include enhancing the
independence of board members, improving the rigor and frequency of financial disclosures, and instituting
stricter penalties for non-compliance. The recommendations aim to refine Nepal’s corporate governance
practices not only to meet international standards but also to instill a culture of compliance and
transparency. Furthermore, the article underscores the significance of adopting a proactive approach to
corporate governance reform in Nepal. It suggests that by preemptively aligning its legal framework with
established international norms, Nepal can mitigate potential risks of corporate fraud and other forms of
economic malfeasance. This proactive stance is crucial in building a robust economic environment that can
withstand the pressures of globalization and the complexities of international financial markets. In

conclusion, this article provides a critical examination of Nepal’s corporate governance framework under

IJIMRAST | Received: 08 February 2025 | Accepted: 12 February 2025 | Published: 28 February 2025 (1)



https://ijmrast.com/
https://doi.org/10.61778/ijmrast.v3i2.103
mailto:Prajwal7bhattarai@gmail.com
https://orcid.org/0009-0004-3313-7772

www.ijmrast.com

the Company Act 2063, enriched with insights from global jurisdictions. It offers a thoughtful critique and
strategic recommendations for reforming Nepal’s corporate governance laws, aiming to enhance legal
compliance, foster transparency, and build a sustainable economic environment conducive to both domestic
growth and international investment. This scholarly work contributes significantly to the discourse on
corporate governance in developing economies, emphasizing the pivotal role of a sound legal framework in

achieving sustainable economic development and robust corporate ethics.
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1. Introduction

Corporate governance in Nepal has evolved significantly since the enactment of the Company Act
2063 (2006), which modernized regulations to align with global standards. However, challenges persist in
enforcement, transparency, and stakeholder protection. This article analyzes key provisions of the Act,
including quorum requirements, director appointments, dividend policies, and conflict-of-interest
disclosures, while contextualizing Nepal’s legal framework within global corporate governance trends. By
integrating case studies, comparative jurisprudence, and data on compliance, the study aims to provide
actionable insights for policymakers and corporate stakeholders.
i. Validity of Board Meetings and Quorum Requirements
Under Section 73 of Nepal’s Company Act 2063, public companies require a quorum of three shareholders
representing >50% of allotted shares. Private companies need 51% shareholder attendance unless articles
specify otherwise. If quorum fails, a reconvened meeting requires only 25% share representation, a
provision designed to prevent operational paralysis. This contrasts with India’s Companies Act 2013, which
mandates 5 members for public companies and 2 for private firms, with no share percentage thresholds.
Case Example: In Green Growth Ltd. v. OCR (2019), a Nepalese agribusiness firm faced litigation after
bypassing quorum rules to approve a loan. The court invalidated the decision, citing Section 73(2), and
emphasized that procedural lapses undermine corporate legitimacy. Globally, the UK’s Barron v.
Potter(1914) established that when boards are deadlocked, power reverts to shareholders—a principle
mirrored in Nepal’s emphasis on general meeting oversight. Similarly, in OCR v. Himalayan Traders
Ltd.(2015), an unregistered firm was fined NPR 500,000 for operating without valid incorporation,
underscoring the Act’s strict procedural mandates.
ii. Appointment and Disqualification of Directors
Section 87 mandates director appointments through general meetings, ensuring democratic shareholder
participation. Directors face disqualification under Section 89 for conflicts of interest, insolvency, or
criminal convictions. For instance, in Nepal Commerce Bank v. Director X (2019), a director was
disqualified for simultaneously serving on the board of a competing firm, violating Section 89(g). This

mirrors the UK’s Companies Act 2006, which prohibits "shadow directors" with undeclared interests.
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Data Insight: A 2021 report by Nepal’s Office of the Company Registrar (OCR) found that 12% of

private companies had directors violating Section 89(g), often due to overlapping roles in competing firms.

Such conflicts erode stakeholder trust, as seen in Ambe Food Pvt Ltd v. Shareholders (2020), where a

director’s dual role led to a breach of fiduciary duty and a NPR 1.2 million fine.

iii. Dividend Distribution and Interim Dividends

Section 182 requires dividends to be distributed within 45 days of declaration, with interim dividends

allowed from audited prior-year profits. In practice, only 60% of Nepalese listed companies meet this

deadline, compared to 85% in India (SEBI Report, 2022). Delays often stem from disputes over free reserves

calculations.

Case Study: In Nepal Bank Ltd. v. Shareholders’ Union (2018), the Supreme Court enforced Section 182(7),

penalizing the bank NPR 2 million for withholding interim dividends despite certified profits. The ruling

reinforced accountability akin to the UK’s Re Smith & Fawcett Ltd (1942), where courts upheld strict

dividend compliance. Conversely, in Agro Industries Ltd. v. Nepal Rastra Bank (2017), a firm’s

unauthorized loan was voided for bypassing shareholder consent, illustrating the Act’s emphasis on financial

prudence.

iv. Director’s Disclosure Obligations and Conflict of Interest

Sections 92-93 mandate directors to disclose personal interests in transactions exceeding NPR 100,000

(USD 750). Non-disclosure triggers liability for damages, as in OCR v. Kathmandu Holdings (2020), where

a director was fined NPR 1.5 million for covertly leasing company property to a relative. Comparatively, the

US Sarbanes-Oxley Act (2002) imposes criminal penalties for similar breaches, reflecting stricter global

norms.

Global Perspective: Nepal’s low monetary threshold for "significant transactions" raises concerns about

adaptability to inflation. For example, Malaysia’s Companies Act sets a higher benchmark at MYR 500,000

(~USD 106,000), ensuring proportionality to economic scales.

2. Global Comparative Analysis: A Deep Dive into Corporate Governance Frameworks
The Company Act 2063 of Nepal reflects a conscious effort to harmonize domestic corporate

governance with global standards. However, its unique provisions and implementation challenges invite a

granular comparison with international frameworks, offering insights into potential reforms.

I. Quorum Mechanisms: Shareholding vs. Attendee-Centric Models

Nepal’s share-based quorum under Section 73, requiring three shareholders representing >50% of shares

for public company meetings, diverges sharply from global norms. For instance:

e Australia: The Corporations Act 2001 mandates a quorum of two members for public companies,
irrespective of shareholding. This attendee-centric model prioritizes participation over capital
representation, fostering inclusivity.

o Canada: The Canada Business Corporations Act requires 25% of shareholders in person or

proxy, blending shareholding and attendance criteria.
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e European Union: The Shareholder Rights Directive 1l (2017) encourages virtual participation,
reducing quorum hurdles. In 2022, 78% of EU firms reported improved AGM attendance via hybrid
models.

Nepal’s approach, while ensuring majority shareholder consensus, risks disenfranchising minority investors.
For example, in Green Growth Ltd. v. OCR (2019), minority shareholders (holding 15% shares) could not
block a loan approval due to the 50% quorum rule. Comparatively, India’s Companies Act 2013 allows
minority veto powers in specific transactions, a feature Nepal could adopt to balance equity and efficiency.
ii. Director Duties: Fiduciary Principles and Global Inspirations

Nepal’s Section 95, prohibiting the delegation of critical financial decisions, mirrors the UK’s fiduciary
principles established in Re Smith & Fawcett Ltd (1942), where directors must act “bona fide in the
company’s interests.” However, Nepal’s framework lacks the nuanced exceptions seen in the
UK’s Companies Act 2006, which permits delegation to committees under stringent oversight.

In contrast, the US Model Business Corporation Act grants director’s broader discretion, tempered by the
“business judgment rule” (Aronson v. Lewis, 1984). This judicial doctrine shields directors from liability for
decisions made in good faith—a concept absent in Nepal’s Act, as seen in Nepal Commerce Bank v.
Director X (2019), where a director faced personal liability for a loan default despite acting on board
consensus.

iii. Shareholder Activism: Empowering Minority Voices

The Safari Alliance Sdn Bhd v. Tiger Synergy Berhad (2010) case in Malaysia, which affirmed minority
shareholders’ right to convene meetings, finds resonance in Nepal’s Section 76(3). Yet, Nepal lags in
institutionalizing activism tools like:

e Class Action Suits: Permitted under Australia’s Corporations Act 2001 but absent in Nepal.

o Say-on-Pay Votes: Mandated in the EU and UK for executive compensation approval.

e Proxy Advisors: Firms like Institutional Shareholder Services (ISS)in the US guide voting
decisions, a practice Nepal could formalize to enhance informed participation.

3. Challenges and Recommendations: Bridging the Governance Gap

i. Weak Enforcement: Diagnosing Systemic Failures

Despite robust statutory provisions, only 30% of Nepalese firms comply with AGM timelines (IFC Report,
2020). Root causes include:

e Resource Constraints: The OCR’s limited staff (1 auditor per 500 firms) impedes monitoring.

e Cultural Factors: A 2022 Transparency International Nepal study found 40% of directors view
AGMs as “rituals,” not accountability mechanisms.

e Legal Loopholes: Ambiguities in Section 76(3) allow firms to cite “unavoidable circumstances” for
AGM delays without stringent proof.

Recommendation: Introduce automated penalties for non-compliance, as in Singapore’s Accounting and
Corporate Regulatory Authority (ACRA), which fines firms SGD 300/day for AGM delays.
ii. Modernization: Digital Tools for Governance Efficiency
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India’s MCAZ21 portal, processing 12 million filings annually, offers a blueprint for Nepal. Key features to
adopt:
« E-Voting: Implement blockchain-based platforms like Polys (used in Russian corporate elections) to
enhance quorum participation.
e Al-Driven Compliance Alerts: Systems like Estonia’s e-Business Register send automated
reminders for filings, reducing oversights.
o Digital Shareholder Forums: Brazil’s BM&FBOVESPA uses online forums for pre-AGM
discussions, increasing minority engagement.
Case Study: After adopting e-filing in 2020, Bangladesh’s Registrar of Joint Stock Companies reported a
50% reduction in compliance delays—a model Nepal’s OCR could replicate.
iii. Capacity Building: Cultivating Ethical Leadership
The Institute of Directors (IOD) Singapore offers certification programs on fiduciary duties, conflict
resolution, and ESG integration. Nepal’s Nepal Institute of Corporate Governance (NICG), established in
2021, could scale similar initiatives, targeting:
o Director Training: Partner with global bodies like the International Corporate Governance
Network (ICGN) for curriculum development.
e Whistleblower Protections: Introduce anonymized reporting portals, inspired by the US Dodd-
Frank Act’s bounty provisions.
o Gender Quotas: Mandate 30% female board representation, as mandated in France (Copé-
Zimmermann Law, 2011), to diversify decision-making.
Data Insight: A 2023 World Bank Study found firms with trained directors reported 25% fewer governance
disputes, underscoring the ROI of capacity building.
4. Conclusion
Nepal's Company Act 2063 has significantly modernized the corporate framework, yet challenges
such as weak enforcement, technological gaps, and regulatory ambiguities impede its full potential. To
elevate Nepal's corporate governance to global standards, the country can draw lessons from successful
international models and implement practical reforms tailored to local conditions. Firstly, precision in
legislation is crucial. Like the EU's Shareholder Rights Directive Il, Nepal could mandate supermajority
votes for major decisions affecting minority shareholders, enhancing transparency and fairness in corporate
governance. Clarifying legal terms is also essential; by replacing subjective terms with specific metrics, such
as defined timelines for AGM delays, and imposing measurable penalties for non-compliance, Nepal could
strengthen enforcement, much like the precision seen in the implementation of India's MCA21 model. This
system uses Al-driven platforms to streamline registration and compliance processes, reducing bureaucratic
delays.
Technological integration is another vital area for reform. Adopting digital solutions such as
blockchain for land registries could significantly reduce fraud and enhance trust in property transactions.
This approach has been successfully implemented in pilot projects in Kathmandu, echoing similar successes
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in Bangladesh’s corporate sector post-implementation of the Digital Security Act 2018, which notably
decreased data breaches. Additionally, developing an e-governance infrastructure akin to India’s Aadhaar
system could facilitate more inclusive access to government services and AGM participation across Nepal’s
diverse topography. For global alignment, Nepal could take cues from Singapore’s Institute of Directors,
which offers certification programs in ESG compliance and crisis management. By training directors and
mandating integrated annual reports that disclose key metrics like carbon footprints and gender pay gaps,
Nepal can attract foreign direct investment and enhance corporate credibility. Enforcement mechanisms
must be fortified. Strengthening the capacities of regulatory bodies like the OCR and SEBON through
increased recruitment of skilled auditors and the adoption of advanced forensic and Al-driven fraud
detection techniques would bolster oversight. The introduction of whistleblower incentives, like those under
the US Dodd-Frank Act, and granting SEBON prosecutorial powers could further ensure adherence to
governance standards. Inclusivity should be a cornerstone of Nepal's governance reforms. By facilitating
hybrid AGMs and leveraging mobile technology for digital engagement, like India’s Direct Benefit Transfer
system, governance can become more accessible, particularly in rural areas. This would address the urban-
rural divide and ensure that reforms benefit all sectors of the population.

Lastly, public-private partnerships should be strengthened to leverage local IT talent for developing
governance tools and enhancing cybersecurity, inspired by successful models like Kenya’s Huduma Centers.
These partnerships can increase compliance and governance standards across various sectors. In conclusion,
by synthesizing rigorous US frameworks, inclusive EU policies, and innovative Asian technologies, Nepal
can transcend its current challenges and emerge as a beacon of corporate transparency in South Asia. This
strategic overhaul is imperative for fostering economic resilience and integrating Nepal into the global
economic landscape, potentially unlocking significant foreign investment and economic growth.
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