
 

 

moving the cash internationally, which adds a layer of complexity to the layering process. Watsan Co 
transfers sums of cash to overseas bank accounts, indicating that layering may be taking place. 
 
The final stage is integration, which is when the illegally gained funds are moved back into the 
legitimate economy. At this point the funds have become „clean‟ and are invested in property or 
financial instruments or otherwise spent. Watsan Co may be planning to invest a large sum of cash, 
in its cinema upgrade and refurbishment programme, which could be the integration stage of money 
laundering. 
 
(ii) There are many elements which should be in place as part of an anti-money laundering 

programme.  
 
The audit firm must appoint a Money Laundering Reporting Officer (MLRO), who should have a 
suitable level of seniority and experience; usually this would be a senior partner in the audit firm. 
Suspicions of money laundering should be reported to the MLRO, who considers whether the 
matter should be referred to agencies such as the Serious Organised Crime Agency, and prepares 
and keeps the appropriate documentation.  
 
There are also firm-wide elements of an anti-money laundering programme. A training programme 
is essential, to ensure that individuals are aware of the relevant legislation and regulations regarding 
money laundering. Individuals should also be trained in the firm‟s identification, record keeping and 
reporting policies. Individuals should also be trained in the money laundering risk factors, and be 
able to identify such risk factors and respond appropriately, and in matters such as tipping off 
offences. 
 
An important part of anti-money laundering is customer due diligence, or know your client 
procedures. This means that audit firms must establish the identity of clients using documents such 
as certificates of incorporation and passports, and should obtain information about business 
activities in order to gain an understanding of matters such as sources of income, and the rationale 
for business transactions. 
 
Finally, the audit firm must ensure that it maintains records of client identification procedures, and 
of all transactions relevant to audit clients, for example, the receipt of cash for services performed. 
This is important to ensure that the audit firm does not inadvertently become party to a transaction 
involving money laundering. 
 
 

CORPORATE LAWS 
 
 

1. Kalpana Trading Company was incorporated with a view to carry out certain general 

business. When the directors could see more prospect in property development area they 

resolved to invest the company’s funds in property development, an activity which is not 

authorized by the company’s objects clause. In furtherance of this resolution the directors 

have caused Kalpana Trading Company to enter into a contract with Sunrise Public. Ltd 

company to purchase the latter’s land for property development purposes. The directors 

subsequently received a letter from a number of dissenting Kalpana Trading Company 
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shareholders, who together control 25% of the company’s share capital. The shareholders 

object to the directors’ actions on the basis that they are ultra vires to the company’s 

memorandum of association, and call upon them to cancel the contract with Sunrise Public. 

Ltd company. The directors remain convinced that the contract is in the best interests of the 

company. 
In the given issue, you as a company secretary of Kalpana Trading Company Ltd. have to prepare an 

internal memorandum for the directors advising them of the powers of the dissenting shareholders in 

the event of the directors ignoring their letter and proceeding with property development. 

 

Answer: 

According to law any transaction which was beyond the express or implied power of a company(ultra 

vires the company) was void, and could not be ratified by the company   ( Ashbusry vs. Riche).  Section 

103(2) of The Companies Act 2006 prescribes that it will be the duty of every director and officer to do 

any transaction within the ambit of jurisdiction specified in the memorandum of association and articles 

of association of the company. 

However , S103 (1) of the Companies Act 2006 now provides that a transaction will not be invalid merely 

on the ground that such transaction is beyond jurisdiction base on any matter contained in the 

memorandum of association of the company. S 103(3) provides that any act or transaction done by a 

director beyond the authority conferred to him may be ratified by the company by adopting a special 

resolution to its general meeting. General principle is that it is the director’s duty to act in the best 

interest of the company. S103(4) restates that no director, officer or other person of the company will 

be deemed to have been release from any liability under the Act for any act done or action taken by him 

beyond jurisdiction merely on the ground that any act or transaction has been ratified by a special 

resolution pursuant to sub-section(3). 

 

2. Samita Pashmina Udyog Limited is a company incorporated in Nepal with its 

registered office at  Bouddha, Kathmandu. 80% of its paid up shares are held by 

shareholders who are the permanent resident in Tokyo, Japan. Company Secretary 

called an extraordinary general meeting with a specific agenda by publishing a notice 

that the extraordinary general meeting of the company will be held in Tokyo,  at 

Rajsingh Hotel at 3.00 p.m. local time on 15
th

 September, 2014.  Mr Subarna Sharma is 

also a shareholder. Mr Subarna protested that the meeting cannot be held legally as it 

is held in Tokyo, Japan instead of Kathmandu and that sufficient notice was not given. 

However, shareholders representing 80% of the shares decided that the meeting should 

be held in Tokyo. The extraordinary general meeting was held in Tokyo as notified and 

passed resolution unanimously as per agenda. Mr Ram Krishna Das, who is the 

chairman of the company called the meeting to order and following decision, were 

reached.  
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a. Transfer of share from NCC Bank to Nabil Bank of Kathmandu. 

b. The board had recommended declaration of 30% dividend. However shareholders 

felt that it was not sufficient and decided to by majority, by 50% dividend.  

c. Articles of association was amended to reduce the member of directors from7 to 5 

directors. 

d.  The decision made in the extraordinary general meeting was circulated to the 

shareholders after 45 days from the date of the meeting. The minute of the meeting 

was signed by the Managing Director of the company. 

Mr Subarna Sharma challenged the decision reached in the extraordinary general meeting. 

What is your view regarding the challenge? 

Answer:  

 It is very important to fix the venue of General Meeting/ Extra Ordinary general meeting because it 

should make to allow shareholders/members to participate and exercise their voting power in meeting. 

S67(4) of the Companies Act 2006 clearly prescribe the provision regarding the venue of the meeting. 

According to it, except in cases where the Office gives prior approval to be held the general meeting 

elsewhere, the general meeting of a public company will be held either at the district where the 

registered office of such company is situated or at such place adjoining to the district of registered office 

as is convenient to most shareholders. The Act also restate that except as otherwise provided in the 

articles of association of a private company, the general meeting of such company may be held in any 

place within and outside the State of Nepal. 

Here the Samita Pashmina Udyog is a public company of which registered office is in Kathamndu  

According to the legal provision, a public company cannot held its meeting out side the district of 

registered  

office or adjoining to it except with prior approval of OCR. So the challenge made by Mr Subarna Sharma 

will be valid. In other words his claim will not be valid if the meeting was held outside the Kathmandu 

with prior approval of the Companies Registrar or if the company is a private company.  

  

3. Bhote Koshi Hydro Power is a public Limited company, which is partly owned by the 

Government of Nepal,  

40% final dividend was declared on its paid up capital of  Rs. 2,00,00,00,000. Such 

dividend was distributed to its shareholders. Give your opinion regarding the distribution 

of the dividend with reference to the legal provision prescribed by the Companies Act, 

2063. 

Answer:   
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As per legislative provisions prescribed by the Companies Act 2006, the final dividend of a company will 

be declared only by the shareholders in the general meeting based on the recommendation of Board of 

Directors. Under Section 182 (2) of the Companies Act 2006, the company owned by Government of Nepal 

fully or partly can distribute dividend only after prior approval of Government of Nepal. In this regard 

Government of Nepal may issue necessary directive for the distribution of dividend by such company. 

Therefore the Board of directors of the Bhote Koshi Hydro power company can only propose the dividend, 

which will become final only after approval by shareholders at the AGM. The Board is empowered to 

declare the interim dividend only and the final authority is the AGM to pass the resolution in this respect. 

Here, in the given case, the action of Bhote Koshi Hydro power Ltd’s. Board of directors is not in 

accordance with the legal provision prescribed by the Act and is not valid and the auditor who audits the 

account would qualify his report to this effect. Accordingly the Bhote Koshi Hydro Power is partly owned 

by Government of Nepal, hence the distribution of the dividend can be fixed only after the prior approval 

of the Government of Nepal. 

 

4. Sanima Hydro, a public limited company wanted to convert itself into a private 

company. Sanima Hydro Ltd. Company appointed you as a corporate consultant 

to provide it legal consultation in this matter. Now, advise Sanima Hydro 

Companies Ltd. on the following issues: 

a. Whether Sanima of Hydro Public Company Ltd. into a private company is legally 

possible? conversion If yes, under which circumstances (grounds) and law it is 

possible? 

b. What legal requirements Housing and Hydro Ltd. has to fulfill for such conversion? 
c. After conversion into private company what will be the legal change in its name? 
d. What happens to the assets and liabilities of Housing and Hydro Company Ltd. after its 

conversion into a private company? 
e. After conversion into a private company, is it legally possible for Housing and Hydro Ltd 

to convert again into a public company? 

Answer: 

a) Conversion of Sanima of Hydro Public Company Ltd., a public company into a 
private company is legally possible as per the provision prescribed by Section 14 of 
the Companies Act, 2006 as under in the following circumstances:  

a. If the number of shareholders of this public company becomes less than seven, 
b. If the public company fails to maintain its paid-up capital as prescribed under Section 11 of the 

Companies  Act or the paid-up capital as referred to in Section 11 is not maintained because of 
reduction in capital pursuant to Section 57 of the Act. 
  

b) Sanima of Hydro Public Company Ltd. the public company has to fulfill the following legal 
requirements of sections 14(2), (3) and (4) of the Companies Act, 2006: 
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Under section 14(2) where the event of occurrence of a circumstance as Section 14(1) (a) and (b) 

as said above in answer a., this public company should make necessary amendments to its 

memorandum of association and articles of association by passing a special resolution in its 

general meeting and convert it into a private company within six months. 

After passing special resolution under subsection (2) this public company has to make an 

application, accompanied by copies of the memorandum of association and articles of association 

amended and the prescribed fees, to the Company Registrar's Office (Office) for being converted 

into a private company, within thirty days after the making of such amendment under subsection 

(3) of 14. 

According to subsection (4) on receipt of an application, the Office have to mention in the 

company register the contents of conversion of such company into a private company and give a 

company conversion certificate, as prescribed, within sixty days. 

c) After conversion into private company, a private company has to add the words “private 
limited’’ to its name as the last words. The term Private Limited will not be added if it is 
the non-profit distributed company. 
After the conversion, the company shall not sell its shares and debentures to the public. 

After the conversion, it cannot sell its share and debenture publicly. It also cannot pledge or 

otherwise transfer title to its securities to any person other than member without fulfilling the 

procedures contained in the memorandum of consensus agreement. In case of a company not 

distributing profit should not distribute dividends among its members or pay directly or indirectly 

any amount to a member. 

d.  In the event of conversion of any public company into a private company pursuant to 

section 14(4) of the Companies Act, 2006, all the assets and liabilities of this public 

company to be so converted will devolve on the successor private company. After the 

conversion the converted company cannot refuse to bear the liabilities of the earlier 

company. It is because the converted morally bound as it came into existence as per the 

earlier company by adopting required formalities.  

e.  Companies Act 2006 allows conversion of a private company into a public company and a 

private company into a public company by complying the requirements as prescribed by 

law. So, it is legally possible to convert it again into a public company by fulfilling the 

legal requirements as prescribed by section 13 of the Companies Act, 2006 as follows: 

(1) In the following circumstances, a private company shall be converted into a public 

company under this section: 
(a) If the general meeting of the private company, by adopting a special resolution, decides to 

convert that company into a public company, Provided, however, that no private company shall 
be capable of being converted into a public company unless and until it fulfills the requirements 
to be fulfilled under this Act for being a public company i.e. minimum number  of shareholders 
and maintaining minimum paid-up capital as prescribed by section 11. 

(b) If twenty five percent or more of the shares of a private company are subscribed by one or more 
than one public company, provided, however, that in computing the percentage as referred to in 
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this Clause, the share passed by any banking or financial company as a trustee shall not be 
calculated. 

(c) If a private company subscribes twenty five percent or more of the shares of a public company. 
(2) In the circumstances as refer to in Clause (a) of Sub-section (1), the concerned private company, 

shall for being converted into a public company, make an application as prescribed, accompanied 

by a copy of the resolution mentioned in that Clause and by the fees as prescribed , to the office 

within thirty days after the date of such resolution. 

(4) If any private company has to be converted into a public company owing into the circumstances 

referred to in Clause (b) or (c) of Sub-section (1), the concerned private company shall make an 

application, as prescribed, setting out all details, accompanied by the fees as prescribed, to the 

Office for being converted into a public company within seven days after the date of occurrence 

of such circumstances. 

(5)  On receipt of an application pursuant to Sub-section(4), the Office shall, if such company has 

fulfilled the requirements to be fulfilled by a public company under this Act to carry on 

transactions, mention in the company register the contents of conversion of company into a 

public company and give a company conversion certificate as prescribed. 

(6) If private company is converted into a public company pursuant to this Section, any subsidiary 

company of that company, as well, shall, ipso facto be deemed to have been converted into a 

public company in the same date. 

(7)   In the event of conversion into a public company pursuant to Subsection (6), it shall be the 

obligation of the concerned company to make an application, accompanied by the required 

documents, to the Office to get recorded in the company register the contents of conversion of 

such subsidiary company into a public company and obtain the certificate. 

(8)  In the event of conversion of any private company into a public company pursuant to this Section, 

the provisions applicable to the public company under this Act shall be deemed to be, ipso facto, 

applicable to that company after the date of such conversion. 

(9) In the event of conversion of any private company into a public company pursuant to this Section, 

all the assets and liabilities of the private company so converted shall devolve on the successor 

company. 

 

5. Being a competitive market, there is limitation of market for the small business houses. 

Certain companies intend to be merged for their survival in the competitive market.  

Government has adopted the liberal economic policy, because of which Nepal permits merger 

of small financial institution to enable them to deal financial transaction in the open market 

by fulfilling the requirements prescribed by the NRB directives in case banks and financial 

institutions and in case of other companies as per the Companies Act 2063. If you are 

appointed as a consultant for the merger of those companies, how would you suggest in  this 
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respect and also explain in brief the procedure of merger of licensed financial institution 

prescribed by Banks and Financial Institutions Act 2006 (BAFIA) and the Companies Act 

2006. 

Answer 

A merger has been defined as “the fusion or absorption of one thing into another. A merger also 

has been defined as an arrangement whereby the assets of two or more companies become 

under the one company with substantially the shareholder of the two companies into one.  A 

merger also mean an amalgamation of two companies under law, under which one company 

cease to exist and other survives, i.e. loses identity of transferor company and retain identity of 

transferee company acquiring assets, liability and power of the transferor company or absorbed 

company. So merger takes place when the undertakings of more than one company are brought 

under the ownership and control of a single company. 

Section 68 of BAFIA allows merger of a licensed institution with another licensed institution by 

fulfilling procedures prescribed. Procedures regarding merger has been prescribed by S 69 of 

BAFIA and S 177 of the Companies Act 2006. Generally the procedures prescribed by both Acts 

are of similar nature. The procedures prescribed by the Acts are discussed below. 

Before merging the institution both the merging and merged licensed institution have to adopt a 

special resolution to that effect in their respective general meeting and make a joint application 

to the Rastra Bank for approval along with required documents. The documents to be attached 

in the application includes: 

a. Audit report of last fiscal year of merging institution. 

b. A copy of the written consent of the creditors of both the merging and merged licensed 

institutions to merge or to be merges. 

c. Valuation of the movable and immovable properties along with liabilities of the merging 

licensed institutions. 

d. A copy of the decision as to the employees of the merging licensed institution. 

e. Other necessary matters as prescribed by the Rastra Bank in this respect. 
On receipt of the application NRB will grant approval upon its satisfaction against the application 

within forty days extendable up to 15 days more.  

However it is the discretionary power of NRB for not to grant approval for the merger, if it 

seems that the merger of such licensed institutions is likely to create an adverse and unhealthy 

competition or to give rise to the monopoly or controlled practices of any licensed institution in 

the financial sector. 

On receipt of an approval for merger, all the assets and liabilities of the merging  licensed  

institution will be transferred to the merged licensed institution. The NRB may issue necessary 

directives in this regard and will publish a notice of merger in nationally circulated daily 

newspaper at least once.  
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6. Radition Hotel  Ltd. passed an ordinary resolution at the meeting of the shareholders to issue shares at a 

discount to a commercial bank. The objective of the issue is to convert the loan borrowed by the 

company from the commercial bank to equity share. State the provisions regarding prohibition to issue 

shares at a discount as specified in the Companies Act, 2063? 

Answer: 

Section 64 of the Companies Act 2006 prescribes the prohibition on issue or sale of shares at a discount:. 

According to it a company should not issue or sell its shares at a discount.  However a company may for 

the following purpose, issue or sell shares at a discount by adopting a special resolution at the general 

meeting to that effect, not being less than the percentage specified in that resolution: 

(a) for issuing or selling shares pursuant to a capital restructuring scheme of the company; 

(b) for issuing or selling shares pursuant to a scheme of converting loans borrowed by the company 

into shares with the consent of creditors; 

(c) for issuing or selling shares pursuant to an employee share scheme; 

(d) for issuing shares on such other conditions/purposes as approved by the Office. 

Considering the above mentioned provisions it is expedient that the company has to pass a special 

resolution to legitimise the issue of shares at a discount rate.  

 

 

7. Ashok Party Palace Ltd. has not sent any reports to the Registrar of Companies for long time including 

the change of the registered office address. The Registrar issued a public notice in a newspaper with 

wide circulation intending to cancel the name from the roster but the company could not reply it 

because the notice was published on just before the Dasain Festival and it could not gone through the 

newspaper as it was thrown away during long holiday of the Dasain festival .  After 3 years of 

cancellation, the company management came to know that the company was already cancelled. 

What will be the impact of the transaction done during the period? Can it be revived? Discuss. 

Answer: 

Under Section 137 of the Companies Act 2063, deregistration of the company by the Registrar of 

Companies can be challenged within 5 years from the date of decision of deregistration. If the Registrar 

issued a notice having a reply period of 2 months intending to deregister the company but not replied by 

it or the Registrar is not satisfied with replies, Registrar can deregister the company. In the given case 

ROC has sent the notice but the registered office has shifted from there where it was registered. The 
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public notices were issued but the management was unaware of it and the ROC decided deregistration. 

The transactions were done without notice of deregistration for 3 years.  

In those cases any member/creditor of the company may apply to the court to revive the company 

within 5 years. The company can be revived upon the decision of the court in this favour. If the court 

decides so, all the transactions were deemed as done by a normal company and valid for law. The legal 

status of the company shall be deemed as perpetual within the period of deregistration as a normal 

company.   

8. Promoters of a prospective company 'Alico' applied to the Company Registrar's Office (CRO) for 
its registration. Few days after filing the application the CRO refused its registration.  In this 
context, answer the following questions in the light of the Companies Act, 2063:- 

i) State the circumstances under which the CRO may refuse registration of the 

prospective company 'Alico'. 

ii) Whether the promoters of the prospective company 'Alico' have any legal remedy 

against such a refusal of registration? 

Answer: 

(i) Pursuant to Section 6 of the Companies Act, 2063, the Company Registrar's 

Office (CRO) may refuse to register the prospective company 'Alico' in any of 

the following circumstances: 

(a) If the name of the proposed company is identical with the name by which 

a company in existence has been previously registered or so resembles the 

name of that company as it might cause misleading, 

(b) If the name or objective of the proposed company is contrary to the 

prevailing law or appears to be improper or undesirable in view of public 

interest, morality, decency, etiquette etc. or reflects criminal motive, 

(c) If the name of the proposed company is identical with the name of a 

company of which registration has been cancelled pursuant to this Act or that 

of a company which has been insolvent under the prevailing law or so 

resembles such name as it might cause misleading and a period of five years 

has not expired after such cancellation of registration or insolvency, 

(d) If the requirements for the incorporation of a company under this Act are 

not fulfilled.  

If the CRO refuses to register the prospective company 'A' in any of the 

circumstances as referred to in section 6(1) of this Act, it shall give a notice 

there of, accompanied by the reasons therefore, to the applicant no later 

than 15 days after the date of application made for the incorporation of 

company pursuant to section 4 of this Act. 

www.auditnca.com

www.auditnca.com


 

 

(ii) If the CRO refuses to register any company pursuant to section 6(1) of the 

Companies Act, or fails to give a notice pursuant to section 6(2) of the Act, a 

person who is not satisfied with this action may file a complaint in the court 

(Commercial Bench of the concerned Court of Appeal) within fifteen days of 

this cause of action. 

 

Short Notes on Companies Act: 

 

a. Directors' Responsibility for the Loss of Net Worth of a Company   Under section 

60 of the Companies Act 2063 if the net worth of a public company is reduced half the paid 

up capital or less, the directors shall prepare a suitable strategy or plan in the interest of the 

company and shareholders with in 30 days of the knowledge of the fact and present an 

appropriate resolution at the general meeting to be held at the earliest. However, where an 

approval of the general meeting is required to implement such a strategy an extra-ordinary 

general meeting shall be called. The directors of the company who fail to prepare a strategy 

or to present a resolution at the general meeting or who knowingly permit the existence of 

the situation where such a meeting is not called, shall be liable to punishment. If it is held 

that net worth of a company has been reduced as mentioned as a result of a malafide 

intention of any director, such a director shall be liable to pay compensation. 

 

 

Securities Act: 

1. S.M. Shrestha is a chief accountant of a ABC commercial bank Ltd, listed on the stock 

exchange. Whilst drawing up the annual accounts, Shrestha knows that the bank has made 

a better profit than expected. On the basis of that knowledge, he made to buy shares of the 

bank before the good results are announced. He made a substantial profit on the share 

dealing. Shrestha also discloses the fact to his friends Durga, Bharat and Badri before 

announcement of the profit made by the bank. As per the information by  the Shrestha, 

Durga, Bharat and Badri also buys shares of the bank. In such case can it be consider that 

there is commitment of immoral act by S.M. Shrestha, Durga, Bharat and Badri. Discuss 

how these problems are tried to control under the prevailing law of Nepal?  

 Answer: 

The stock market value of shares in a company fluctuates according to the underlying performance of 

the company and the expectations of investors. Amongst other things, good company results will 

lead to an increase in the value of the shares. Since share prices fluctuate on the stock market, the 

possibility arises for individuals to make large profits, or losses, by speculating in shares. It can also 

provide people with the opportunity to take advantage of their close relationship with particular 
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companies, in order to make profits from illegal share dealing. Such illegal trading in shares, which is 

known as insider trading, occurs when someone trades on the basis of price sensitive information 

before the general public has access to that information. Insider trading is illegal and restricted 

activity. It is a trading of securities by individuals with potential access to non-public information 

about the company, in breach of a fiduciary duties or other relationship. It is a violation of trust 

confidence or misappropriation of information. In other words insider dealing refers to the improper 

use of price sensitive information in respect of listed securities by a person for private gain. This 

principle has been adopted in the Companies Act, 2063 and Securities Act, 2063. Securities Act, 2063 

Section 91 prescribes insider trading as if any person deals in securities or causes any other person to 

deal in securities on the basis of any insider information or notice that are unpublished or 

communicates any information or notice known to such a person in the course of discharge of his or 

her duties in manner likely to affect the price of securities such a person shall be deemed to have 

been committed an insider trading in securities. It further explains that insider information or notice 

means any such specific kind of information or notice not published by a body corporate issuing any 

securities as may be capable of affecting the price of such securities if such information or notice is 

disclosed. Section  92 of the Act prescribes the provision regarding the persons likely to be involved 

in insider trading as those who have access to the insider information or notice not published by any 

body corporate such as: director, employee, a person, who can obtain any information or a notice in 

the capacity of a shareholder of that body corporate, professional and other having direct or indirect 

contact with the person or source above.  

Section 93 of the Act prescribes regarding the public notice or information. According to it 

information or notice deemed to have been made public if information for the benefit of investors in 

general or all to a particular group is given or information given or available as per laws and 

regulation. According to the Securities Act, 2063 false transaction, artificial up and downs in prices, 

unnatural influence to stock exchange, cheating statistics, conspiring transactions or hiding or 

destroying particulars are punishable under Section 94 to 100. To control the insider trading practices 

section 92 of the Companies Act, 2063 has prescribed that a director within seven days of assuming 

office has to disclose in writing to the company, if he has any dealing or transactions in share or 

debenture of the company or its holding or subsidiary company, details of such transaction. If any 

director or concerned officer is in the position of non-compliance of these provisions they are subject 

to the criminal offence as well as civil offence as the case may be. 

BAFIA 2063 Section 11 restricts, during the tenure and a year after the tenure expires, the Director, 

CEO, auditor, accounting and management and their family member to deal in securities of his 

company or its subsidiaries and of companies controlled by him or his families. The Act further 

prescribes that if any person does any act in contravention to above act the concerned bank or 

financial institution can forfeit such securities and the Board may sell and dispose off the securities 

forfeited as it may think appropriate.  

In the given issue it is clear that there is insider trading on the part of S.M.Shrestha as well as Durga, 

Bharat and Badri under Section 91 of Securities Act, 2063, and also under Section 11 of BAFIA. In this 

case the Bank can forfeit their shares as per Section 11(2) of BAFIA.   
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2. Lalitpur Capital Market Company is a corporate body dealing securities business. Being a securities 

business person, it requires submitting accounts and statements including the affairs of the securities 

business carried on in the preceding financial year to the Nepal Securities Board and concerned stock 

exchange. Lalitpur Capital Market Company Ltd. failed to submit the statements by reason of not 

having them audited within the time limit. In this regard, what action can be taken by the stock 

exchange upon corporate body, which has listed its securities, fails to submit its financial statements 

and other related documents under Securities Act, 2007?  

Answer: 
Securities business person, in carrying on the securities business has to adopt certain business 
principles like maintaining securities business fair and of high standards, to carry on the business 
with proper skills, care and hard working by keeping on the higher standard of stock exchanges etc. 
Under Sec 78 of The Securities Act 2007 a securities business person has to maintain accounts and 
records with a view to reflect the actual affairs of the business. To make such statement transparent 
the Sec 82 of the Act also prescribes the provision regarding the mandatory submission of accounts 
and statements including the affairs of the securities business carried on in the preceding financial 
year within three months from the date of expiry of the fiscal year to the Nepal Securities Board. If a 
securities business person fails to submit the accounts and statements within three months from the 
date of expiry of the fiscal year, it can submit an application by mentioning the reasonable grounds 
for such failure requesting for the extension of the time limit. On receipt of the application the Board 
may extend the time limit for a period not exceeding three months. In the event of failure to submit 
such accounts and statements even within the period of time limit so extended, the Board may fine 
such securities business person with a sum of five thousand to twenty five thousand rupees. This 
provision is prescribed by the Sec 82 (2) of the Securities Act 2007. As per the question where a 
securities business person failed to submit the statements by reason of not having them audited 
within the time limit, they are allowed to submit unaudited accounts and statements on the 
condition of submission of actual accounts and statements audited subsequently under Sec 82 (3) of 
the Act. 

 

3. To regulate and manage the activities of the securities markets and persons involved in the 
business of dealing in securities by regulating the issuance, purchase, sale and exchange of 
securities for the purpose of protecting the interests of investors in securities, Securities Act, 2063 
is enacted.  
Explain how a body corporate issues securities under the Act. 

Answer: 

The body corporate will issue its securities under the Act as follows:  
Under section 27(1) a body corporate shall have to register securities to be issued by it with the 

Board prior to their issuance. For this a body corporate shall have to make an application in the 

prescribed format, accompanied by its memorandum of association, articles of association, 

documents related with such securities, and the prescribed fees, to the Board for registering 

securities pursuant to Sub-section (1). 
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Where an application is received the board shall make necessary inquiry into the matter and, if 

it considers appropriate to register such securities, register such securities in the register as 

prescribed, indicating the details of such securities and issue the securities registration 

certificate in the prescribed format to the concerned body corporate. 

Under section 28 where a body corporate allots or sells securities after registering such 

securities, the body corporate shall have to give a notice along with the details of securities so 

allotted or sold to the Board within seven days. 

Upon receipt of a notice as referred as above, where it appears necessary to make the allotment 

and sale of such securities fair and informative for the interests of investors and the body 

corporate, the Board may give necessary directive to the concerned body corporate. It shall be 

the duty of the concerned body corporate to abide by such directive. 

Under section 29 where a body corporate is to sell and distribute securities to more than fifty 

persons at a time, it shall make public issue for the sale and distribution of such securities. The 

period to be open for making application of the securities to be issued as above shall be as 

prescribed. The provisions relating to the value and allotment of securities for which public issue 

has to be made shall be as prescribed. 

Where securities for which public issue has been made once could not be sold and have to be 

re-issued again within one year, the body corporate which so issues the securities may, with the 

approval of the Board, issue such securities by mentioning the matters which are different than 

the matters set forth in the previously published prospectus and the prospectus previously 

published. 

Under section 30 a body corporate shall have to get a prospectus approved by the Board for 

making public issue of securities in accordance with this Act and publish the prospectus for 

information to all the concerned. While publishing the prospectus in such a way, the prospectus 

shall also mention the place where the general public can obtain or inspect the prospectus. 

However, it is not required to issue a prospectus in the following securities: 

(a) Securities issued by Nepal Rastra Bank, 

(b) Securities issued against the full guarantee of the Government of Nepal, 

(c) Securities proposed to be sold to up to fifty persons at a time, 

(d) Securities issued to own workers or employees, 

(e) Securities permitted by the Board as to issue and sell without issuing a prospectus. 

Under section 31 The Board shall approve only a prospectus which contains such information as 

may be adequate for investors to make evaluation as to the assets and liabilities, financial 

status, profit and loss of the issuer and matters expected in future. 
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Under section 34 Everybody corporate issuing securities shall provide information on the 

following matters to the Board and its shareholders as soon as possible: 

(a) Such matters as may be necessary and supportive to evaluate its financial condition, 

(b) Such information as may be capable of affecting the transaction of stock exchanges or the value 

of securities. 

(2) Every  body  corporate issuing securities shall also provide the Board and its shareholders with the 

notice and information as prescribed, in addition to the above matters 

 

Audit Act: 

 

1. Valley Trading Corporation Ltd., a corporation wholly owned by the Government of 

Nepal has not audited its books of accounts for the last two financial years. The 

shareholders of the company feels that the Auditor General could not perform the 

audit due to his time constraint and hence decided to appoint Mr. Nabraj, a 

practicing Fellow Chartered Accountant, as its auditor in its AGM. 

i) Is his appointment valid? 

ii) Will your answer be the same if Mr. Nabraj is appointed by the Auditor 

General as his assistant to complete the audit of the corporation?  

Answer: 

a. As per Section 6 (1) of the Audit Act, 2048, notwithstanding anything contained in the 

existing laws, the audit of the corporate bodies wholly owned by the government of Nepal 

shall be audited by the Auditor General pursuant to this Act. Hence, the appointment of 

Mr. Nabraj as an auditor of Valley Trading Corporation Ltd, by AGM will be void and 

illegal. 

b. Section 6 (2) of Act further provides that if the Auditor General in constraint of time and 

resource to audit the corporate bodies wholly owned by the government of Nepal, he may 

appoint professional auditors as his assistants. Hence, the appointment of Mr.Nabraj will 

be valid if it is appointed by Auditor General as his assistant due to his constraint of time 

and resources to audit. 

2. Binod Krishna and  Associates has been appointed auditor of Lumbini Bank Ltd. for 

the FY 2070/71 in the month of poush 2069. Recently in the month of Shrawan 2071 

he has come to know that his brother in law, living separately and independently, has 

been holding 1.5 percent shares of Lumbini Bank Ltd. State the relevant provisions of 

the Companies Act, 2063 attracted by the development and the responsibility of 

auditors regarding information and disqualification?  
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Answer:   

Section 112 of the Companies Act 2006 prescribes Disqualifications of auditor. 

According to Section 112(1) following persons will not be qualified for appointment as auditor and 

will not continue to hold office, despite appointment as auditor,: 

a) A director, advisor appointed with entitlement to regular remuneration or cash benefit, a 

person or employee or worker involved in the management of the company or close 

relative of a director or and employee of such relative. 

b) A debtor who has borrowed moneys from the company in any manner or a person who 

has failed to pay any dues payable to the company within the time limit or close relative 

of such person. 

c) A person who has been sentenced to punishment for an offense pertaining to audit and a 

period of three years has not elapsed thereafter. 

d) A person who has been declared insolvent. 

e) A substantial shareholder of the company or a shareholder holding one percent or more of 

the paid up capital of the company or his close relative; 

f) A person who has been sentenced to punishment  for an offense of corruption, fraud or a 

criminal offense involving moral turpitude and a period of five years has not elapsed 

thereafter. 

g) An auditor, who has been appointed as an auditor for more than three consecutive terms 

to perform the audit of a public company. 

h) A company or corporate body with limited liability. 

i) A person having interest in any transaction with the company. 

According to Section 112(2) the auditor, prior to his appointment, should give information in 

writing to the company that he is not disqualified pursuant to sub-section (1). 

Similarly under Section 112(3) if any auditor becomes disqualified to audit the accounts of a 

company or there arises a situation where he becomes disqualified for appointment or can no 

longer continue to act as an auditor of the company, he should immediately stop performing 

audit which is required to be performed or is being performed by him and give information 

thereof to the company in writing. 

Under Section 112(4) the audit performed by an auditor who has been appointed in 

contravention of this Section will be invalid. 

 Under Section - 2(z9) of the Companies Act, 2063 "Close relative" means a partition member of 

an undivided family or husband, wife, father, mother, mother-in-law, father-in-law, elder 

brother, younger brother, elder sister, younger sister, sister-in-law (elder or younger brother's 

wife), brother-in-law, sister-in-law, brother-in-law (husband of elder sister), uncle, aunt, 

maternal uncle, maternal aunt, son, daughter, daughter-in-law, grand-son, grand-daughter, 

grand-daughter-in-law or son-in-law. 
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 Considering the provisions of Section 112(1)(e) read with Section 2(z9) the appointment of the 

Auditor is invalid and has to be given up immediately notifying the company.  

 

3. What do you understand by “Corporate body wholly owned by government of 

Nepal”?  Who is entitle  to audit of such corporate bodies which is wholly owned by 

Government of Nepal? 

Answer: S 2(d) of Audit Act 2048 prescribes the meaning of “Corporate body wholly owned by 

government of Nepal”. According to it Corporate body wholly owned by government of Nepal 

means a corporate body whose all shares of assets are owned by Government of Nepal, or a 

corporate body whose all shares or assets are owned by Government of Nepal corporate body or 

by such corporate body and Government of Nepal. It also further prescribes that it includes such 

corporate body for whom Government of Nepal is required to bear full responsibility. However it 

is difference from “corporate body substantially owned by government of Nepal” S 2(e) of the Act 

prescribes meaning of corporate body substantially owned by government of Nepal which means 

a corporate body whose more than fifty percent shares or assets are owned by Government of 

Nepal. 

Audit Act 2048 S.6 prescribes provision regarding audit of the corporate bodies wholly owned by 

Government of Nepal. According to the legal provision the Auditor General is responsible and 

entitle to do the audit of the corporate bodies wholly owned by Government of Nepal. If the 

Auditor General is not in a position to audit such corporate body due to constraint by time and 

resources, he may appoint a licensed auditor, with a preference to Nepali citizen, as an assistant. 

The auditor so appointed will act under the direction, supervision and control of the Auditor 

General. The powers, functions, duties and responsibilities including remuneration to be paid by 

the concerned organization of such appointed auditor will be as prescribed by the Auditor 

General. The remuneration, however, will be fixed by the Auditor General on the basis of volume 

of financial transactions, status of accounts, number of branches and sub-branches, work load and 

work progress of the concerned organization. 

  

 

BAFIA 

 

1. Prime Bank Ltd. has nine directors inclusive of one independent professional 

director. Discuss whether the Bank complies Banks and Financial Institutions Act 

2063 and Companies Act, 2063 clearly stating the provision regarding formation 

of the Board and number of directors? 
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Answer : Section 12 Banks and Financial Institution Act 2063 prescribes the  provision regarding the 

formation of Board of directors as follows: 

(1) Every bank or financial institution shall have a Board of Directors. The Board shall consist of 

not less than five and not more than nine directors. 

(2) Subject to sub-section (1), there shall be appointed to the Board a professional director from 

the list of professional experts maintained by Nepal Rastra Bank pursuant to Section 13. The 

director to be so appointed shall not be required to have subscribed any share of the 

concerned bank or financial institution. 

(3) A director chosen by the directors from among themselves by a majority decision shall be the 

chairman of the Board of Directors. 

Section 86 of the Companies Act, 2063 also prescribes provision of  Board of directors and 

number of directors: 

(1) The appointment and number of directors of a private company shall be as provided in its 

articles of association. 

(2) Every public company shall have a board of directors consisting of a minimum of three and a 

maximum of eleven directors. 

(3) In forming the board of directors pursuant to sub-section (2), at least one independent 

director, in the case of the number of directors not exceeding seven, and at least two 

independent directors, in the case of the number of directors exceeding seven, shall be 

appointed from amongst the persons who have the knowledge as prescribed in the articles 

of association of the company and gained knowledge and experience in the subject related 

with the business of the company concerned. 

(4) Any one director selected by the directors from amongst themselves shall be the chairman of 

the board of directors. 

Considering the above mentioned provisions we can conclude that the Bank has complied 

BAFIA. However, as the number of directors is nine it is suggested to reduce one non 

professional director and introduce an independent director to comply with requirements of the 

Companies Act, 2063. 

 

2. Myagdi, , Mustang and Parbat , the three district level development banks of 

different locations are interested to merge each other to be a national level 

development bank in Nepal. However, all three are unaware of the concept of the 

merger and hence request you to suggest them the right procedure. You as a 
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consultant, advise the management of these three development banks 

considering the provisions of the relevant Acts including BAFIA, 2063.  

  

Answer: 

Section 69 of BAFIA, 2063 has laid down provisions regarding the mergers. As per 

this section following action should be taken by these banks: 

 

1. If any licensed institution wishes to be merged with or merging another licensed 

institution, both the merged licensed institutions shall adopt a special resolution 

to that effect in their respective general meetings and make a joint application, 

setting out the following matters, Nepal Rastra Bank for approval: 

(a) Audit report of the last fiscal year of the merging licensed institution, along 

with its balance sheet, profit and loss account, cash flow statement and other 

financial statements; 

(b) A copy of the written consent of the creditors of both the merging and merged 

licensed institutions to merge or to be merged;  

(c) Valuation of the movable and immovable properties of, and actual details of 

assets and liabilities of, the merging licensed institution;  

(d)  A copy of the decision as to the employees of the merging licensed institution;  

(e) Such other necessary matters as prescribed by Nepal Rastra Bank in relation to 

the merger of the licensed institutions. 

2. If an application is made for approval pursuant to sub-section (1), Nepal Rastra 

Bank shall examine the documents and returns attached with the application and 

decide whether or not to grant approval for the merger of the licensed 

institutions with each other and give information thereof to the concerned 

licensed institutions within forty five days, and within a period of additional 

days if Nepal Rastra Bank has demanded any returns or document in the course 

of making decision. 

3.  Notwithstanding anything contained elsewhere in this Act, Nepal Rastra Bank 

shall not grant approval for the merger of any two more than two licensed 

institutions if it sees that the merger of such licensed institutions is likely to 

create an environment of unhealthy competition or to give rise to the monopoly 

or controlled practices of any licensed institution in the financial sector. 

4. On receipt of an approval from Nepal Rastra Bank for merger pursuant to Sub-

section (2), all the assets and liabilities of the merging licensed institution shall 

be transferred to the merged licensed institution. 

5. Nepal Rastra Bank shall maintain records of the merged licensed institutions. 

6. Nepal Rastra Bank may issue necessary directives in relation to other 

procedures relating to the merger of licensed institutions. 

7. Nepal Rastra Bank shall publish in a newspaper of national circulation at least 

once within thirty days after the date of decision a notice containing the 
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particulars of the decision made by it in relation to the merger of any licensed 

institution for the information of the general public.   

 

ICAAct 2053: 

 

1. An auditor appointed by a company if commits any offence against it, may take legal action 

under the Companies Act, 2063. Besides the action taken by the company, can Council of ICAN 

also take any action in such case against the auditor who is also a member of ICAN? Discuss 

the issue with reference to the Companies Act 2063, and Nepal Chartered Accountant Act 

1997. 

Answer:  

If any auditor appointed by a company commits any offence against the company, it can take an action 

against the defaulting auditor under the Companies Act 2006 as per the provisions prescribed as follows:    

Section 119 prescribes the provision relating to removal of appointed auditor. According to Section 

119(1) An auditor should not be removed pending the completion of audit of accounts of any financial 

year for which he was appointed as the auditor.          

Section 119(2) prescribes the proviso clause relating to Section 119(1), that if any auditor breaches the 

code of conduct of auditors or does any act against the interest of the company which has appointed 

him as the auditor or commits any act contrary to the prevailing law, such auditor may be removed 

through the same process whereby he/she was appointed as auditor, by giving by prior information to 

the Nepal Chartered Accountants Institute, and with the approval of the regulatory authority, if any 

authorized by the prevailing law for the regulation of business of the company concerned, and failing 

such authority, with the approval of the company Registrar’s office.  

Section 1119(3) prescribes the provision regarding the process of removal of an auditor. According to it, 

while removing an auditor as per Section 119(2), the auditor should be provided an opportunity to 

defend him.   

 

2. The Board of Directors of a company has filed a complaint with the Institute of 

Chartered Accountants of Nepal against their statutory auditor for his failing to attend 

the Annual General Meeting of the Shareholders in which audited accounts were 

considered. Examine, what is the validity of such complain? 

Answer: 
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a)    The company Act 2063 makes it compulsory for every company to appoint a qualified 

auditor to do the audit of the accounts maintained by the company. When an auditor is 

appointed by a company his prime duty is to conduct accounts audit . In the course of fulfilling 

his duty he has a right to demand to be furnished the books of accounts and records of a 

company. An auditor of a company has right of free and complete access at all times to the 

books, accounts, and vouchers of the company whether kept at the head office or elsewhere. He 

has also the right to require from the officers of the company or concern director of the 

company such information and explanation as may be necessary for the performance of his 

duties as auditor. Similarly he is entitled to receive notice of and to attend general meetings of 

the company and be heard on any part of the business which concerns him as auditor. 

As an obligation of auditor he is to make a report to the members of the company on the 

accounts examined by him and on every balance sheet and every profit and loss account laid 

before the company in general meeting during his tenure of office. Such report can be 

submitted with “qualified report” as the case may be. 

The auditor’s role in the general meeting will be just to facilitate understanding the financial 

report. Nepal Chartered Accountants Act, 2053 does not make mandatory the presence of 

auditor in the AGM. So it is not mandatory duty of an auditor to be present in general meeting. 

It is a part of the moral duty of the auditor to be present in the general meeting. So, whatever 

the complain made by Board directors does not carry validity.  

3. Elucidate the provision regarding main objective and composition of Disciplinary 

Committee as provided in the Nepal Chartered Accountants Act 2053? 

Answer: 

Nepal Chartered Accountants Act, 1997 prescribes the various committees, like Disciplinary 

Committee, Examination Committee, Executive Committee and Professional Guidance 

Committee.  Section 14 of Nepal Chartered Accountants Act, 2053 prescribes the provision of 

the Disciplinary Committee. Its main objective is to recommend the Council to take necessary 

actions after investigation upon complaints lodged for any action, contrary to this Act or 

Regulations or code of conduct framed under the Act, rendered by any member, or the Institute 

receives any information of such kind. The committee comprises of the following members: 

(a) A FCA member designated by the Council from amongst the Council members -Chairman  

(b) Three persons nominated by the Council from amongst the Council members -Member  

(c) Two persons nominated by the Council from amongst the members -Member  

(d) One person nominated by the Auditor General -Member  
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However, under S 14(2) the Chairman or members will not be allowed to attend any meeting 

that hear complaint against the Chairman or member of the Disciplinary Committee for their 

action contrary to the Act or the Regulations, Bye-laws or code of conduct framed under the Act. 

 

4. Answer the following questions:  

a) Describe different punishment as per Nepal Chartered Accountants Act 2053 to Ram, 
Laxman and Bharat for the following culpability:  

i) Ram who without holding the Certificate of Practice proved to have signed a document in 
capacity of the member holding Certificate of Practice. 

ii) Laxman as being a member of ICAN, committed an act contrary to the provisions of this 
Act which was other than the provision of Section 41.  

iii) Bharat  who first time used the seal of the Institute in contravention to Section 6 of the 
Act. 
 

Answer:  

a) Section 41 of Nepal Chartered Accountants Act, 2053 has made different level of 
punishment for different levels of culpability.   
Punishment to Ram 

If a person, who has not obtained a Certificate of Practice and is proved to have signed any 

document in capacity of the member holding Certificate of Practice, shall be liable to 

punishment with a penalty up to two thousand rupees or imprisonment for a period of up 

to three months or both. Dhamendra is to be punished accordingly.  

 

Punishment to Laxman 

A member, who commits any act contrary to the provisions of this Act other than the 

provisions of Section 41, shall be suspended for a maximum period of five years and shall 

be liable of punishment with a maximum penalty of two thousand rupees or imprisonment 

for a maximum period of three months or both.  

Punishment to Bharat   

If a person, who in contravention of Section 6 of Nepal Chartered Accountants Act, 2053 

uses the name or the seal of the Institute or exercises any type of authority bestowed to 

the Institute, shall be punished with a penalty of one thousand rupees maximum on first 

conviction, and on any subsequent conviction thereafter, a maximum penalty of five 

thousand rupees or imprisonment for a maximum period of six months or both. Hence 

Bharat might be punished for penalty of one thousand rupees maximum as this is the use 

of seal for the first time. 
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5. Under what circumstances may the Council of ICAN issue order to remove the name of 

a member from the membership register, or order to invalidate the membership and 

Certificate of Practice of a member? Answer it in the light of Nepal Chartered 

Accountants Act, 2053. 

 

b) Pursuant to Section 22 of Nepal Chartered Accountants Act, 2053, the Council of ICAN may 
issue an order to remove the name of any member of ICAN from the membership register, 
in any of the following circumstances: 

(a) If the member is convicted by a court of a criminal offence involving moral turpitude and 

punished for such offence; 

(b) If the member fails to pay the fees required to be paid to ICAN; 

(c) If the member fails to abide by the professional conduct referred to in this Act and the 

Rules framed under this Act; 

(d) If the member becomes insane; or 

(e) If the member dies. 

Pursuant to Section 23 of this Act, where an information is received that the name of any person has 

happened to be registered in the membership of ICAN by fraud or mistake and such matter is found to 

be true upon holding an inquiry into the matter, the Council of ICAN may cancel the membership 

registration certificate of such person, and also the Certificate of Practice, if any, granted to such person; 

and a notice thereof shall be publicly announced. 

 

 

 

 

 

 

 

Miscllaneous Acts: 

 

1) Labour Act 1992 
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a) Mr. Narayan  Karki, a permanent security guard at Prabhu Bank Ltd. is shot by a gang of 
gundas in an encounter with them  during working hours while being on duty at the premises 
of the Bank. The death of Mr. Karki has left his family in deep financial problem as he was the 
only earner for maintain the family. State the provisions regarding notice and compensation 
as per the Labour Act, 1992 and Labour Rules, 1993. Also mention the circumstances when 
compensation is not payable according to the rules? 5 

Answer: 

Section 35 of the Labour Act 2048 prescribes the situation where notice regarding the event to 

be furnished. According to it notice about the event is to be furnished as follows:  

1) In case any worker or employee dies or becomes unable to work for more than 48 hours after 
sustaining injury due to any accident in the establishment, or for any other reason, the 
concerned establishment shall notify the labor office within three days. In case the 
establishment finds any worker or employee to have contracted any occupation-related 
disease, it shall notify the labour office within seven days from the date when it becomes aware 
of it. 

2) The authority empowered to conduct investigations into the disease or accident mentioned in 
the notice received under Sub-Section (1), and its functions, duties and powers, as well as the 
working procedures, shall be as prescribed. 

Labour Rules 1993 prescribes the rate of compensation in case of injury or death during while 

on duty of the worker. 

Rule 17  prescribes the provision regarding Compensation in the event of death as follows: 

In case any worker or employee dies instantly or in the course of treatment as a result of an 

accident while discharging the duties assigned to him by the establishment, an amount equal 

to his three year remuneration calculated at the rate of remuneration being drawn by him 

shall be paid in lump sum to his nearest heir as compensation 

Rule 19  prescribes the provision regarding the circumstances where Compensation is not 

payable as follows: 

 

Rule 19 – Circumstances when compensation is not payable 

In case any worker or employee dies or becomes physically disabled as a result of a natural 

calamity while discharging the duties assigned to him by the establishment, he or his heir shall 

not be entitled to compensation under these rules. 

Considering the above mentioned provisions the Bank has a duty to notify the labour office 

within three days regarding the death of the security guard Narayan Karki. Regarding 

compensation  the nearest heir of Mr. Karki shall be eligible for compensation equal to three 
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year remuneration as drawn by him and compensation would not be payable only if such 

death is due to a natural calamity 

 

b) Everest Hotel  Co. Ltd. wishes to curtail its casino part service  for two months due to some 

unavoidable reasons and also for improvement of the business of that part. If you are asked 

to provide advise in this regard what are the requirements to be examined and suggest the 

manager in respect of following matters as per the provisions of the Labor Law Act 2048. 

i) Can the company do so? If yes, suggest the steps required to be taken by the management 
for such closure. 

 

ii) Is the company liable to pay salary/wages to its staff/workers for the closed period? If yes, 
mention the minimum prescribed rate.  

Answer: 

i) As per the provision of Section 11 (1) of the Labor Act, 2048, a company can curtail its 
production or services partially or fully or close its' whole or part of units or if the manager 
thinks that continuation of production or delivery of services that the company is being 
undertaken is not possible to continue due to some reasonable  causes. However prior 
permission from appropriate authority is should be obtained. In case of the Everest Hotel Co. 
ltd, they have to obtain permission from the Department of Labor since the closure is 
proposed for more than 15 days section 11 (2) of the Labor Act. 2048. 

ii) The company is required to keep the permanent workers in reserve to whom a minimum of 
50% salary of wages is to be payable under section 11 (3) of the Act. However, other benefits 
being received by such workers shall not be discontinued and made available fully. 
In case, a worker who is under reserve, refuses to work either in the same institution or  

another institution owned by the employer for similar nature of job on same salary or does 

not present once in a day during work hour in the institution may be deprived of such 

payment or benefits under section 11 (4). 

 

 

c) Bhaktpur Brick Factory Ltd. Wishes to retrench certain number of workers and employees of 

the Factory due to the certain circumstances. If the Managing Director of the factory asked 

you to suggest regarding the retrenchment process of the Factory, how would you suggest in 

this regard? 

 

Answer:  

  Under Section 12 (1) of the Labour Act, 2048 if, for any special circumstances, the production or 

service of the establishement had to be curtailed or the enterprise has to be closed partly or 

wholly for more than three months, the proprietor may, with the prior approval of Government 
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of Nepal through the Department of Laour, retrench in the number of the workers and 

employees partly or wholly, of the Enterprise. 

  Where the manager makes a demand to Government of Nepal for approval in respect of the 

retrenchment of workers or employees pursuant to Sub-section (1), Government of Nepal 

should have to make decision within two months on whether such retrenchment of employees 

to be made or not. 

While retrenching the workers or employees under sub-section (1), engaged in  similar type of 

works, those permanent workers or employees who were appointed in the last should be 

retrenched first. 

Provided that, if it is required to retrench some of the workers or employees appointed earlier 

not following the prescribed order of retrenchment such retrenchment may be made by 

specifying the reasons thereof. Under sub-section (3) of Section 12 of the Act, retrenchment 

should be done as follows: 

i. By providing a notice with the reasons or retrenchment either one month in 

advances or paying the remuneration of one month in case of worker or 

employees who is permanent, and 

ii.  by providing a lump sum compensation to each worker or employee of the 

amount of remuneration calculated by multiplying the number of each year of 

service performed at the enterprise by the amount of his /her present remuneration 

for 30 days. 

 For the purpose of this clause, the work performed for at least six months in any 

year shall be counted as one year of service.  

However this provision will not be applicable to any worker or employee 

appointed under contract service.   

iii. If anybody has to be engaged in the job of worker or employee retrenched earlier, 

priority should be given to the retrenched workers or employees. 

For the purpose of retrenchment process “Special circumstances” means damage, 

break down or failure of machines or the Enterprise and thereby causing stoppage 

in the production for failure in the supply of fuel, electricity, coal or similar 

energy or due to any kind of force measure or insufficient supply of raw materials 

or stock piling of the produced goods due to loss of sale or other similar 

situations.  

2. Industrial Law: 

Rabi Sivakoti  wants to establish a herbal plant industry at Surkhet. It is the industry 

which is mentioned in annex 1 and not required permission to establish as per the 

Industrial Enterprise Act 2049. If  Mr. Shrestha is still interested to register, whether this 

herbal plant industry should be registered in the Department of Cottage and Small 

Industries under this Act? 
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Answer: 

a) Section 10 of the Act has made certain provisions regarding the registration of 

industries. As per this section: 

(1) In establishing any industry which requires permission to that effect pursuant to this 

Act, registration in the Department as prescribed shall be required to be made. 

(1a) In establishing any industry not requiring permission under the Act, an application 

shall be required to be made to the Department for its registration setting out the 

nature, the classification of the industry, the place where the industry is to be 

situated, the machinery to be employed by the industry, raw materials, auxiliary raw 

materials, chemicals, packaging goods and the name of the industrialist. 

(2) Notwithstanding anything contained in Sub-section (1a) above, a Cottage Industry shall 

be required to get registered within 6 months from the date of operation. 

(3) The Department shall, within twenty one days from the date of application for 

registration pursuant to Sub-section (1), (1a) or (2) above register such industry and 

issue an industry registration certificate to the applicant as prescribed. 

 

(4) The registration of a Cottage and Small Industry shall be made in the Department of 

Cottage and Small Industries or any district level office under the Department or any 

office designated by the Department on its behalf and the registration of a medium 

and Large Industry shall be made in the Department of Industries or at such office as 

may be designated by the Department. 

Mr. Rabi Sivakoti has to get the industry be registered in the Department of Cottage 

and Small Scale Industries.  

 

3. Privatization Act 

Government of Nepal deems necessary to privatize an enterprise 

classified for privatization. You are appointed as a consultant for the 

privatization process and also for the consideration of the terms and the 

determination factors in respect of the evaluation of enterprise are to be 

adopted. As a consultant how would you suggest? 

Answer: 

Where Government of Nepal deems necessary to privatize an enterprise classified for 

privatization, it shall publish notice to this effect in the Nepal Gazette. After publication of 

the notice Government of Nepal shall determine the process of privatization. Section 8 of 

the Privatization Act, 1993 provides for the determination factor of the privatization 

process by Government of Nepal.     
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Government of Nepal may privatize any enterprise which has been classified for 

privatization in pursuance of any or all of the following process: 

i. By sale of shares of the enterprise to the general public, employees, workers, and any 
person or company, interested in the management of such enterprise with maximum 
participation of the general public, workers, and employees. 

ii.  By formation of cooperatives; 

iii. By selling assets of the enterprise; 

iv. By leasing out the assets of the enterprise; 

v. By involving private sector in the management of the 
enterprise, and 

vi. By adopting any the modalities considered appropriate by Government of Nepal 

on the basis of recommendation of the committee. 
 Section 7 of the Privatization Act, 1993 provides for evaluation process of enterprise. 

According to it, for privatization of an enterprise the privatization committee shall 

appoint a team of national experts or a joint team of national and foreign experts as 

necessary, for evaluation of the enterprise. 

The team of experts, while performing the task of evaluation of the enterprise as formed 

shall make an assessment on the following basis:  

i. The assets of the enterprise; 
ii. Market price of the shares; 

iii. Profit and loss of the enterprise; 
iv. Its potential for future production; 
v. Its potential for future sale;    

vi. Its potential for future profit and loss. 
From the above discussion it is clear that the process of privatization is to be adopted 

according to the Section 8 of the Privatization Act, 1993 and the terms and determination 

factors are to be considered in respect of evaluation of an enterprise is according to S.7 of 

the Privatization Act, 1993. 

4. Insurance Act 2049 

Generally An Insurer has to obtain certificate of registration to carry out insurance business. But 

such certificate is to be renewed every year by making an application along with prescribed fees 

at the end of the Chaitra of each year. However, the Board may not renew the certificate of 

registration of the insurer.  

Explain what are the circumstances on which Certificate of Registration of the Insurer may not 

be Renewed according to the Insurance Act, 2049.  

  

Answer: An Insurer has to obtain certificate of registration to carry out insurance business and 

that is to be renewed every year by making and application an application along with prescribed 
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fees. The Board will  renew the registration of the insurer on the satisfaction of the Board under 

S.11 of the Insurance Act 2049. However the Board may refuse to renew the registration in 

certain circumstances. S 11A of the Act has prescribed the following circumstances where the 

Board will not renew the certificate. 

a. If the balance sheet along with statement of income has not submitted. 
b. If the audit report has not submitted. 
c. If the report of Actuary has not submitted. 
d. If the service charge has not paid. 
e. If a ban has been imposed on the Insurance business under S12A. 

However, before refusal to renew on the basis of above circumstances, the Board will notify 

the insures within fifteen days from emergence of such circumstances. If the insurer has 

submitted an application to the Board within fifteen days from the date of receiving the 

notice stating reasonable grounds for not fulfilling the circumstances, the Board may, if it 

considers the reasons to be appropriate, provide an additional time-limit of up to one month 

to fulfill such circumstances. 

 So the Act prescribes that the issue of certificate of insurer to operate insurance is not final. 

It is subject to the fulfillment of condition prescribed all the time. If the prescribed conditions 

are not fulfilled and the Board is not satisfied for the fulfillment of the 

conditions/circumstances prescribed, the Board may not renew the certificate of the insurer 

and the insurance business is to be closed. 

 

5. Law of contract 2056 

Generally a contract is to be performed by the parties to it after the formation of a 

valid contract. Explain the cases where it need not to be performed under the law 

of contract. 

Answer:  

After the formation of a valid contract, next step is to perform it. In other words, the parties to it 

must fulfill their respective promises as per the contract. When the parties fulfill their promises it 

discharges the parties from their contractual obligation, hence it discharges the parties from their 

contractual obligation. But there are certain cases where the parties need not to perform the 

contract even after the formation of a valid contract.    

Section 73 of the Contract Act 2056 prescribes the provision regarding the circumstances in which 

contracts need not be performed. According to it a contract need not to be performed in the 

following circumstances: 

a. Where one party to the contract absolves the other party from fulfilling the 

obligations according to the contract. 

b. Where a voidable contract is made void by the party concerned. 

c. Where one cannot execute the contract due to its violation by the other party. 
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d. Where it becomes unnecessary to perform the work mentioned in the contract 

under any provision of the Act. 

e. Where it becomes unnecessary to comply with the contract due to fundamental 

changes in the situation. i.e. due to illegality subsequent to the formation of a 

contract; due to declaration of war; in case of death of the promisor where it 

involves personal skill or knowledge etc.    
6. Bonus Act 2030  

Who is to distribute bonus? Who is entitled to obtain bonus? How the amount of bonus is 

assessed? Answer it on the basis of the Bonus Act, 2030. 

Answer: 

Pursuant to Section 5 of the Bonus Act, 2030, bonus has to be distributed by a profit 
making enterprise in the following manner:-  
(1) Each profit making enterprise shall have to allocate an amount equivalent to ten percent of its 

net income of one fiscal year for bonus to the employees. 

(2) While assessing the net income of any enterprise derived in any one fiscal year as above, the 

following amounts shall have to be deducted from the net income assessed pursuant to the 

Income Tax Act, 2058: 

(a) Any amount allocated to manage staff quarter pursuant to Section 41(1) of the Labour Act, 

1991. 

(b) The bonus amount distributed in excess as advance bonus pursuant to Section 11 of this Act. 

(3) Notwithstanding anything contained as above, the percentage of bonus and other matter 

relating to bonus which is to be distributed by the government owned enterprises shall be as 

determined by the Government of Nepal. 

Pursuant to Section 6(1) of this Act: 

(1)an employee who has worked for half of a period of the total annual period of work as 

required, shall be entitled to obtain bonus under this Act. 

Provided that, no employee shall be entitled to obtain bonus who has worked casually or in a 

shift basis. 

(2) For the purpose of section 6(1) as above, the following periods shall also be computed as a 

period where an employee has worked. 

(a) A period kept on reserve under any contract or under Section 11 of the Labour Act, 2048. 

(b) A period under which an employee is on any leave with salary. 

(c) A period of disablement caused by accident arising in course of business of the enterprise. 
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Pursuant to Section 7 of the Act, the amount to be obtained for bonus and its assessment shall 

have to be made as under:  

(1) The management shall assess the percentage of bonus amount to be obtained by any 

employee in a fiscal year pursuant to Section 7(2) of this Act as below: 

(2) While computing bonus amount to be received by the employee as above, the amount so 

separated for the distribution of bonus by the enterprise for the particular fiscal year shall be 

multiplied by a sum of One Hundred and the amount so deducted shall be divided by the pay or 

wage amount of the employee so entitled to receive the bonus and the amount so deducted 

shall be the percentage of the bonus amount. 

(3) Notwithstanding anything contained hereinabove, the bonus to be obtained by an employee 

shall not exceed the following amounts: 

(a) An amount equivalent to the salary or wage of Six months, to an employee, who obtains up 

to Five Thousand Rupees as salary or wage. 

(b) An amount equivalent to the salary or wage of Four months to an employee, who obtains 

Five thousand One Rupees to Fifteen Thousand Rupees as salary or wage. 

(c) An amount equivalent to the wage or salary of Three months to an employee who obtains 

more than Fifteen Thousand rupees as salary or wage. 

(4) The minimum bonus amount to be obtained under Clause (b) and (c) above shall not be less 

than the maximum bonus amount to be obtained under Clause (a) and (b) respectively as above.

  

 

7. Insolvency Act 2063 

DGK Ltd. is facing insolvency proceedings from its creditors and the court has appointed an 

inquiry official under Section 10(3) on the basis of an application made under Section 4(1). 

Elaborate the area of inquiry for the official and the provision regarding management of the 

company during inquiry period as per the Insolvency Act, 2063? 5 

 

Answer: 

The provision regarding duty of the inquiry official and management of the company during the 

inquiry period as laid out in the Insolvency Act are as follows: 

Section 13 of the Insolvency Act 2063 prescribes the provision regarding the inquiry into 

insolvency proceedings as follows:  
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(1) Where the Court issues order to inquire into insolvency proceedings pursuant to Sub-section 

(3) of Section 10, the inquiry official shall independently inquire into the financial situation of the 

concerned company in order to determine the following: 

(a) Whether or not there should be issued an order for immediate liquidation of the company by 

the reason that its financial situation cannot be improved; 

(b) Whether or not the period of inquiry as referred to in Section 14 should be extended; 

(c) Whether or not there should be issued an order for the restructuring of the company through 

the restructuring program; 

(d) Whether or not the company has become or is likely to become insolvent. 

(2) The inquiry official shall make inquiry pursuant to Sub-section (1) and submit an inquiry report 

to the Court within the period specified by the Court, and such report shall contain, inter alia, the 

resolution, if any, adopted by the meeting of creditors, the company’s report and evaluation and 

recommendation made by the official. 

According Section 15 of the Act the management of company during inquiry period will be as 

follows:  

(1) Notwithstanding anything contained in the laws in force, the board of director of the 

company shall carry out the management and ordinary transactions of the company during the 

period of inquiry of insolvency proceedings, under the regular supervision of the inquiry official. 

(2) Notwithstanding anything contained in Sub-section (1), where the inquiry officer submits to 

the Court a report indicating that the board of directors of the company has not operated the 

company properly, the Court may issue an order to remove the board of directors and order the 

inquiry officer to carry out the management and ordinary transactions of the company. 

(3) Where the Court orders the inquiry officer to carry out the management and ordinary 

transactions of the company pursuant to Subsection (2), the inquiry officer shall carry out the 

transactions accordingly. 

(4) Where any special transaction such as the sale of the assets or business of the company shall 

be carried out in the course of operating the ordinary business of the company pursuant to Sub-

section (3), an application setting out the reason thereof shall be made to the Court for 

permission, and where the Court issues an order granting such permission, the inquiry officer 

may carry out such transaction. 

 

8. Write short notes on the following:  

a. Industrial Promotion Board 
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Industrial Promotion Board has been defined by The Industrial Enterprises Act, 2049 under S 

2(g). According to it “Board” means the industrial Promotion Board constituted under Section 

12. Section 12 of the Act has empowered Government of Nepal to constitute an Industrial 

Promotion Board consisting of the following members: 

a. The Minister or State Minister for Industries- Member 
b. The Assistant Minister of Industries – Member 
c. Member (looking after industries), National Planning Commission- Member 
d. The Governor, Nepal Rastra Bane – Member 
e. The Secretary, Ministry of Industry- Member 
f. The Secretary, Ministry of Finance – Member 
g. The Secretary, Ministry of Tourism – Member 
h. The Secretary, Ministry of Commerce – Member 
i. The Director General, Department of Cottage and Small Industries – Member 
j. Representative, Federation of Nepal Chamber of Commerce and Industry – Member 
k. Two persons nominated by Government of Nepal, either from among the industry, 

Commerce and tourism sector organizations or from among the person of high distinction 
in the same field. 

l. The Director General, Department of Industries- Member Secretary. 
However Government of Nepal may, by notification published in the Nepal Gazette, make 

necessary alteration or change in the membership of the Board. 

The Act further prescribes that the Board, if it deems necessary, is entitle to invite any national 

or foreign expert or consultant at any meeting of the Board to participate there in as an 

observer. The Board can fix the procedures relating to the meetings of the Board. 

Section 13 of the Act prescribes Functions, Duties and powers of the Board. According to it 

Industrial Promotion Board is to provide co-operation in formulation and implementation of 

policies, laws and regulations pertaining to the industrialization of the country so as to make it 

competitive along with coordination between the policy and implementation level of industrial 

policy. It attempts to avoid and prevent effects of environmental pollution and its effect in 

public health. IPB can recommend to Government of Nepal for the inclusion of any industry in 

the classification of industries. IPB is also entitle to give directives to the concerned body on 

receipt of complain regarding facilities and concessions to be made available by the committee. 

Under Section 26 IPB may delegate its power to concerned Department, Office, official 

Committee of any member of the Board as necessary. 

b.     Fraud under Nepal Rastra Bank Act, 2058 

Answer:  

Section 95 of Nepal Rasta Bank Act 2058 renders the following acts deemed to be the offence 

of fraud under the Act.  
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1. Whoever accepts deposits or gives credit or issues debentures  or other instruments 
in contravention to this Act or the Rule or by –laws framed  or an order/ directive 
issued there under. 

2. who ever charges or gives interest against the policy determined by the Bank  
3. who ever issues fake/fraudulent counterfeit or duplicate or copied currency  or 

distributes or circulates such   currency  
4. Carries out the business of foreign exchanges without a license. 
5. Any person who fails to comply with the provisions made under the Act or Rules made 

there under or by laws or the order / directive shall be assessed to have committed 
offence under the Act.  

The cases relating to the offence of fraud referred to in Section 95 shall be filed by the 

Government as plaintiff & such cases shall be deemed to have been incorporated in 

Schedules-1 of the States Cases Act 1992. 

c  Cooperative societies' right to conduct banking business. 

Powers to carry on banking transactions by cooperative societies can be discussed as follows: 

(1) A Cooperative association or society may accept saving deposits from its member and lend 

loans to its members. 

(2) A Cooperative association or society has to obtain prior approval of NRB in order to carry on 

other banking transactions including acceptance of deposits and disbursement of loans 

limited only to its members, other than the transactions mentioned in sub-section (1) above. 

Such association or society has to observe the terms and conditions prescribed and 

directions given by the NRB. 

(3) A Cooperative association or society carrying on business after being registered prior to the 

commencement of this Act has to make arrangements for carrying on transactions pursuant 

to sub-section (1) above or sub-section (2) above within one year after the date of 

commencement of this Act. 

(4) Notwithstanding anything contained elsewhere in this Act, cooperative associations or 

societies may jointly form a cooperative bank.  

(5) If an application, accompanied by a recommendation of NRB, is made for the establishment 

of a bank pursuant to sub-section (4) above, the Registrar may hold necessary inquiry and 

register such bank.  

(6) A bank registered and established pursuant to sub-section (5) above may carry on the 

banking transactions under the Commercial Bank Act, 2031 approved by NRB; and the bank 

has to observe the terms and conditions prescribed by and the directions given from time to 

time by NRB. 
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COST ACCOUNTING 

Marginal costing 

1(a) What is Angle of Incidence?  

Ans: It is the angel between total sales line and total cost line drawn in the case of break-even 

chart. It indicates the rate at which profits are being earned. The larger the angle, the higher the 

rate of profit or vice-versa.    

1(b)  

A company has a P/V Ratio of 40 percent (a) By what percentage must sales be increased to 

offset 10 percent reduction in selling price to maintain the same amount of contribution (b) By 

what percentage must selling price be increased to offset 25% increase in variable cost so as to 

maintain the same amount of contribution (c) By what percentage must selling price be 

increased to offset 25% increase in variable cost so as to maintain the same P/V Ratio (d) By 

what percentage must variable cost be decreased to offset 25% reduction in selling price so as 

to maintain the same amount of contribution (e) By what percentage must variable cost be 

decreased to offset 25% reduction in selling price so as to maintain the same P/V Ratio? 

Solution: 

(a) Let the present selling price per unit be Rs 100 

                                                                                         Present             Revised 

Selling price per unit                                                         Rs 100               Rs 90 

Variable cost per unit                                                        Rs 60                 Rs 60 

Contribution per unit                                                         Rs 40                 Rs 30 

% of increase in sales required to offset 

= (Present contribution –Revised contribution)/Revised Contribution×100 

= (Rs 40- Rs 30)/Rs 30×100=33.33% 

(b) Let the selling price per unit be Rs 100                                                      

A. Present selling price per unit                                                              Rs100  

B. Less: present variable cost per unit @ 60%                                        Rs 60                                                                                                                     

C: Present Contribution per unit [A-B]                                                       Rs 40                                      

    Revised variable cost [Rs 60 + 25% of Rs 60]                                            75 

    Add: Present contribution per unit                                                           40   

    Revised selling price                                                                                     115                                    
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