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100.19  Where a matter involves a conflict with, or within, an organization, a 

professional accountant shall determine whether to consult with those charged 

with governance of the organization, such as the board of directors or the audit 

committee.  

 

100.20  It may be in the best interests of the professional accountant to document the 

substance of the issue, the details of any discussions held, and the decisions 

made concerning that issue.  

 

100.21  If a significant conflict cannot be resolved, a professional accountant may 

consider obtaining professional advice from the relevant professional body or 

from legal advisors. The professional accountant generally can obtain guidance 

on ethical issues without breaching the fundamental principle of confidentiality 

if the matter is discussed with the relevant professional body on an anonymous 

basis or with a legal advisor under the protection of legal privilege. Instances in 

which the professional accountant may consider obtaining legal advice vary. For 

example, a professional accountant may have encountered a fraud, the reporting 

of which could breach the professional accountant‘s responsibility to respect 

confidentiality. The professional accountant may consider obtaining legal 

advice in that instance to determine whether there is a requirement to report.  

 

100.22  If, after exhausting all relevant possibilities, the ethical conflict remains 

unresolved, a professional accountant shall, where possible, refuse to remain 

associated with the matter creating the conflict. The professional accountant 

shall determine whether, in the circumstances, it is appropriate to withdraw 

from the engagement team or specific assignment, or to resign altogether from 

the engagement, the firm or the employing organization.   

 
 

Corporate Laws 

 
 
 

RTP for CAP III specially with reference to new courses. 
 
The Companies Act 2063 
 

1. Rabindra Aryal is one of the shareholders in a company.  He 
borrowed certain sum of loan from a bank against the pledge or 
security of the shares held by him. He failed to repay the loan and the 
bank instituted legal action against him. It is claimed that since he is 
defaulter in repaying the loan he must be prevented from exercising 
voting right in respect of shares in the annual general meeting for a 
period until he repays the loan.  What is your opinion? 

 

Answers a) 
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  Section 71 of the Companies Act 2063 prescribes the provision regarding right to 

vote in general meeting. According to it, the person whose name is registered as 

shareholder in the share holder register book will be entitle to attend the 

general meeting and cast the vote in the general meeting.  Unless the Articles of 

Association prohibits, a shareholder who is entitled to vote is not able to 

personally attend the meeting, he/she may appoint a proxy to vote in his/her 

stead, by an instrument of proxy executed in the prescribed format and signed 

by him/her and the proxy so appointed shall be entitled to attend or vote in the 

meeting, except where the Articles of Association of the concern company so 

prohibits. 

  However there are certain cases where the voting rights can be restricted. 

Section 70 of the Companies Act, 2063 prescribes the cases of restriction on 

voting as follows:  

 

(1) No person shall be entitled to attend and vote in any general meeting, in the 

capacity of a shareholder, either in person or by proxy on any discussion to be held in 

respect of any terms and conditions entered into or to be entered into between 

him/herself and the company.   

 

(2) No director or his/her partner or his/her proxy shall be entitled to vote on any 

discussion to be held at any General Meeting in respect of the responsibility for any act 

done or omitted to be done or done wrongfully by  him/her or in respect of his/her 

own appointment, dismissal, transfer or confirmation, with respect to the provision of , 

or reduction or increment in remuneration, allowance or bonus or in respect of any 

agreement, contract or arrangement regarding his/her employment or anything in 

which his/her interest or concern is involved.  

 

(3) Any shareholder who has not paid calls on the shares shall not be entitled to attend 

and vote in the general meeting.   

 

(4) Where any shareholder appoints a director of the concerned company as his/her 

proxy, where proxy is permitted, such director shall not be entitled to vote in the 

general meeting ,as a proxy  of any one , on any matter in which his/her interest or 

concern is involved or on the matter of his/her appointment.   

 

(5) Notwithstanding anything contained in this Act or the prevailing law, where a bank 

or financial institution incorporated under the prevailing law, which institutes legal 

action against a shareholder, who has borrowed a loan from such bank or financial 

institution against the pledge or security of the shares held by him/her, for his/her 

default in repaying the loan, writes to the concerned company to prevent him/her from 

exercising voting right in respect of shares, then the company shall prevent such 

shareholder from exercising voting right in respect of the shares held by him/her for a 

period until he/she repays the loan.   
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As provided under section 70 (5) where a bank or financial institution incorporated 

under the prevailing law, which institutes legal action against a shareholder, who has 

borrowed a loan from such bank or financial institution against the pledge or security of 

the shares held by him/her, for his/her default in repaying the loan, writes to the 

concerned company to prevent him/her from exercising voting right in respect of 

shares, then the company will prevent such shareholder from exercising voting right in 

respect of the shares held by him/her for a period until he/she repays the loan.   

In the given issue it is claimed that since Rabindra Aryal is defaulter in 
repaying the loan he must be prevented from exercising voting right in 
respect of shares in the annual general meeting for a period until he 
repays the loan is maintainable. 
 

2. In a prospectus issued by a company the Managing Director stated that the 
company had paid dividend every year during 2012-2014, which was a fact. 
However, the company had sustained losses during the relevant period and had 
paid dividends out of secret reserves accumulated in the past.  

You as an expert examine the consequences of the observation made by the 
Managing  
director. 

Answer:  
Prospectus is an information book for all concerned, published by a body 
corporate at the time of issuing shares. According to Section 23(1) of the 
Companies Act 2063 A public company should publish its prospectus prior to 
issuing its security publicly. Under Section 23(2) of the Companies Act 2063 
prior to the publication of prospectus it is to be signed by all directors of the 
company and has to be submitted along with written application made to the 
Securities Board for approval. In this regard Under Section 23(9) of the Act, the 
concern company has to make a declaration before the Securities Board that 
the provisions of the Act have been complied with.  Disclosure made in the 
prospectus should give true and fair view of Company‟s position. Public is 
invited to take shares on the faith of the representations contained in the 
prospectus. The public is at the mercy of company promoters. Everything must, 
therefore, stated in it must be strict and scrupulous accuracy. Nothing should be 
stated as fact which is not so, and no fact should be omitted the existence of 
which might in any degree affect the nature or quality of the privileges and 
advantages which the prospectus holds out as inducement to take share. In 
other words, the true nature of the company‟s venture should be disclosed. 
According to Section 30 of the Securities Act 2063 a body corporate should 
publish a prospectus approved by the Securities Board for making public issue 
of securities. At the time of publishing prospectus it is required to mention the 
place where the general public can obtain or inspect prospectus. According to 
Section 31 the Securities Board will grant permission to publish it, if it contains 
all the required information. 
Section 31 of the Securities Act 2063 prescribes the matters required to be 
contained in a prospectus. According to it, a prospectus must contain 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. According to Section 32 it also requires to provide 
information regarding main functions to be done by the issuer, information 
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pertaining to legal action, economic condition, general administration, 
management of the issuer, information relating to the expert preparing the 
prospectus and the economic statements and other information as supportive to 
evaluate financial conditions to make it capable of affecting the transaction the 
value of securities. 
As per the given issue where the managing director mislead the public by 
misrepresenting the fact of the issue of dividend of the company, the security 
purchaser can treat it as breach of implied condition and can rescind the 
contract and claim return of price and damages. It is because an active 
concealment of a fact is fraudulent. In this regard as per Section 23(9) of the 
Act, whatever the declaration made by concern company before the Securities 
Board that the provisions of the Act have been complied with amounts to 
fraudulent act.  One of the condition of prospectus is that the  disclosure made 
in the prospectus should give true and fair view of Company‟s position. Public is 
invited to take shares on the faith of the representations contained in the 
prospectus. The public is at the mercy of company promoters. Everything must, 
therefore, stated in it must be strict and scrupulous accuracy. Nothing should be 
stated as fact which is not so, and no fact should be omitted the existence of 
which might in any degree affect the nature or quality of the privileges and 
advantages which the prospectus holds out as inducement to take share. In 
other words, the true nature of the company‟s venture should be disclosed. 
Therefore if the declaration made is fraudulent or false represented the concern 
Board of the Directors of the company will be totally liable for that.  
               

3. Nepal Transport Co. Ltd passed a special resolution to amend name and 
objective clause in its memorandum of association and articles of 
association and also informed the same to the Office. However, one of the 
shareholders has objected over the change in objective of the company 
and has filed a petition at the court against the decision of the company.  
What are the provisions in the Company Act, 2063 to make such changes 
valid? 

 
Answers: 
Section 21 of the Companies Act 2063 prescribes the provision regarding the 

amendment of memorandum of association and articles of association as follows:  

 

(1) The general meeting of a company may, amend the memorandum of association or 

articles of association, by adopting a special resolution to that effect.  

(2) The company should give information of any amendment made to the 

memorandum of association or articles of association pursuant to Sub-section (1) to the 

Office within thirty days; and the Office will record the same and give information 

thereof to the concerned company, within seven days after the receipt of such 

information. 

(3) If any company has to amend its name along with memorandum of association and 

articles of association, it should adopt a special resolution to that effect at its general 

meeting and make an application, accompanied by the fees as prescribed, for prior 

approval of the Office: and if the Office gives approval to amend the names as per the 

application so received, the name of that company will be amended.  
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Under S. 21(4) of the Act, if a shareholder of a public company who is not satisfied with 

an amendment made to the objectives of the company may, on fulfilling the following 

requirements, file a petition, setting out the reasons therefore, in the court to have that 

amendment declared null and void:  

 

(a)A shareholder or shareholders holding at least five percent shares of the paid-up 

capital of the company, except the shareholders who consent to or vote for the 

amendment or alteration, may make a petition within twenty one days after the 

adoption of the resolution to amend the objectives of the company. Where anyone is 

to file a petition on behalf of one or more than one shareholder entitled to make 

petition, the petition has to be filed by a person who is authorized in writing for that 

purpose.  

 
Unless and until the court is satisfied that the information about the contents, date, 

time and venue of a petition made as said above has also been given to the company, 

the petition shall not be heard.   

Where a petition is filed in the court as said above, the amendment made to the 

objectives of the company will not be effective pending the final decision or order by 

the court in that matter.  

On a petition as referred above, the court may issue an appropriate order, specifying 

the following terms and conditions:  

(a)Declaring the amendment made to the objectives of the company to be fully or 

partly valid or void,   

(b)Requiring the company to subscribe for a reasonable value, the shares and other 

rights held by the shareholders making a petition under Sub-section (4), upon being 

disagreed with the making of alteration in the main objectives of the company,   

(c)The shares have to be subscribed under Clause (b) from the moneys as referred to in 

Sub-section(2) of Section 61; and in the case of a company which has no such moneys, 

issuing an order to decrease the capital of the company as if the share capital were 

decreased to the extent of such subscription by adopting a special resolution by the 

company; and where such order is issued, the company shall amend its memorandum 

of association and articles of association, subject to the provisions of this Act. 

Where an order is issued by the court to fully or partly void the decision made by the 

company to amend its objectives, the company will not be entitled to amend its 

memorandum of association or articles of association in that matter without 

permission of the court or in a manner contrary to the order of the court.  

Where the memorandum of association or articles of association of a company is 

altered by an order of the court or the amendment made by the company is fully or 

partly endorsed by the court, such alteration or endorsement shall be enforced as if 

such alteration or endorsement were made by the general meeting of the company on 

its own. 

  

In the given issue it is not clear, if the shareholder, who is not satisfied with the 
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resolution passed regarding the amendment of objective clause, possess the shares at 

least five percent shares of the paid-up capital of the company, and the information 

about the contents is enough to proceed the case. If possess all required conditions, 

the court may entertain the petition and will be decided the case accordingly. 

 

4. Nepal Garment Public Company is involved in a controversy over convening 

its extra-ordinary general meeting. You as a legal consultant, advise the 

company as who and in what circumstances, they are entitled to make 

written request for convening an extra-ordinary general meeting of the 

company in case the board of directors of the company does not convene 

it? Explain. 

Answers d)  
Any other meeting other than Annual General Meeting (AGM) is commonly 
known as Extra Ordinary General Meeting (EGM). EGM is convened, 
when it is required to decide certain matters, for which it cannot wait till the 
next AGM. EGM is convened only relating to  the special matters for which 
it is convened. 
Pursuant to Section 82(1) of the Companies Act, 2063, the board of directors of a 
company may convene an extra-ordinary general meeting if it deems necessary. 

 
In case the Board of Directors of Nepal Garment Public Company does not convene its 

extraordinary general meeting where necessary, in that case the following persons in 

the following manner pursuant to sub-sections (2), (3), (4) and (5) of Section 82 of the 

Companies Act, 2063 may make a written request with reasons to the Board of 

Directors and if the Board of directors fails to call the meeting accordingly and make an 

application to the CRO to call or cause to call such meeting by the Board of Directors.  

Pursuant to such sub-section (2) if, in the course of examining the account of the 

company, it is deemed necessary to call an extra ordinary general meeting for any 

reason, the auditor may request the board of directors to call such meeting; and if the 

board of directors fails to call the meeting accordingly, the auditor may make an 

application, setting out the matter, to the CRO; and if an application is so made, the 

CRO may call the extra-ordinary general meeting of the company.  

Pursuant to such sub-section (3), if the shareholders holding at least ten percent shares 

of the paid–up capital of a company or at least twenty five per cent shareholders of the 

total number of shareholders make an application, setting out the reasons there for, to 

the registered office of the company for calling an extra-ordinary general meeting of 

the company, the Board of Directors should call the extra-ordinary general meeting of 

the company. Pursuant to such sub-section (4), if the board of directors does not call 

the extra-ordinary general meeting within thirty days from the date on which an 

application is made pursuant to sub-section (3) above, the concerned shareholders may 

make a petition to the CRO setting out the matter; and if such a petition is made, the 

CRO may cause to call such meeting.  
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Pursuant to such sub-section (5), if the CRO deems necessary to call an extra-ordinary 

general meeting in view of the findings of any inspection or investigation or for any 

other reason, it may itself call or cause the board of directors to call such meeting. 

Depending upon the cases, the Board of Directors itself, or Auditor, or 

shareholders holding at least ten percentage shares of the paid up capital of the 

company itself  may make to call the extra-ordinary general meeting of the 

company. In certain cases i.e. in the course of investigation and examination the 

CRO may make an order to the Board to convene the EGM. 

So if the Board of Directors of the  Nepal Garment Public Company is fails to 

convene the EGM where necessary as per the request made the Board of 

Directors of the company will be liable for that. 

 

 

 

5. Board of directors of Nepal Garment Public Company Limited wants to liquidate 
the company voluntarily. The Board is not aware of the process under what 
circumstances the company can choose voluntary liquidation?  If the Board 
approached you for your advice in this respect, how would you advice the 
company. Explain the procedures referring the provisions of the Companies Act, 
2063.   

 
Answers e) 

Pursuant to section 126 of the Companies Act, 2006, under the following circumstances 

and process, Nepal Garment Public Company can be voluntarily liquidated: 

 

Except in case where a company has become insolvent in accordance with the 

prevailing law on insolvency, the shareholders of the company may liquidate the 

company either by adopting a special resolution in the general meeting or subject to 

the provisions contained in the memorandum of association, articles of association or 

consensus agreement.  

The company may be liquidated under the Companies Act in the following 

circumstance:  

(a) If the company is able to pay its debts or other liabilities in full;  

(b) If there exists no situation where an application for the review of insolvency of the 

company is pending under the prevailing law on insolvency or where the company 

would be in any manner subject to an insolvency proceeding under the prevailing law 

on insolvency;   

(c) If the directors of the company, have, after due inquiry, made a declaration in 

writing that the company is able to pay its debts and other liabilities in full and that the 

debts and liabilities to be paid on behalf of such company can be paid up or can be fully 

settled in any other process within one year from the date of the adoption of the 

resolution to liquidate the company;  

(d) If the written declaration made by the directors pursuant to Clause (c) above was 

presented in the general meeting called to discuss the matter of liquidation of the 
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company or such declaration was made at the time of discussions on that matter in the 

general meeting.  

A copy of the special resolution adopted with respect to the liquidation of the company 

pursuant to this Section and a written declaration of directors shall be submitted to the 

CRO no later than seven days after the date of adoption of the resolution. 

While adopting a resolution to liquidate a company as said above, the company will 

appoint a liquidator along with an auditor to conduct the liquidation proceedings and 

fix remuneration receive able by such liquidator under Section 127. The liquidator, on 

his appointment has to proceed liquidation process and complete it within the time 

limit.  At the completion of the liquidation proceedings and if he is satisfied that the 

company is solvent and is  able to pay debts required to be paid or discharge all 

liabilities,  he has to prepare a report in this respect  and submit  such report certifying 

that the company has been liquidated.  

Under Section 132, upon receipt by the Office of a report on the liquidation of a 

company, the Office strike  the name of the company off the company register and 

issue and order that the registration of the company has been cancelled and publish in 

a national daily newspaper a notice that such company has been dissolved.     

If the Board of the Nepal Garment Public Company approaches me for the advice 

regarding the circumstances of the voluntary liquidation of the company I will suggest 

them to go through the Section 126 along with Section 127 amd 131 of the Companies 

Act 2063 and adopt the process as discussed as said above. In case of compulsory 

liquidation the Insolvency Act 2063 is to be followed. 

 

6. Nepal Leasing 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. 50,00,00,000. Board 

of the Director of the Company decided to distribute dividend 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:   
 As per legislative provisions prescribed by the Companies Act 2063, 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. According to 
Section 182 dividend will be distributed to the shareholders within forty five 
days of the decision made to provide dividend. However Under sub-Section (2) 
of the Section 182 of the Companies Act 2063, 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 Nepal Leasing 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 Nepal Leasing Ltd‟s. Board of 
directors is not in accordance with the legal provision prescribed by the Act 
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and is not valid and the auditor who audits the account would qualify his report 
to this effect.  

 

 

 

 

 

7. Discuss the concept of Merger and Acquisition in the context of modern 
corporate governance. How far this concept has been incorporated by 
the Companies Act 2063 and also discuss the prevailing practice of 
merger in out nation. 
Answer: 

The phrase Merger and acquisition refers to the aspect of corporate strategy, corporate 
finance and management dealing with the buying, selling, dividing and combining of 
different companies similar entities that can help an enterprise grow rapidly in its sector 
or location of origin, or new field or new location, without creating a subsidiary, other 
child entity or using a joint venture. 
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 share holders of the 
tow 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 transfer company acquiring assets, liabilities 
and ownership of the transferor company or absorbed company. So it is said merger or 
amalgamation of companies if the members of two companies joining together so that 
they all become members of one company. So merger and amalgamation takes place 
when the undertaking of more than one company is brought under the ownership and 
control of a single company. 

In the pure sense of the term, a merger happens when two firms agree to go forward as 
a single new company rather than remain separately owned and operated. This kind of 
action is more precisely referred to as a "merger of equals". The firms are often of about 
the same size. Both companies' stocks are surrendered and new company stock is 
issued in its place. For example in 2012 Dish TV and Home TV was merged a new 
company Dish Home TV was created. Similarly when National Finance Company and 
Nayaryany Finance Company was merged in 2009, a new company, Narayani National 
Finance Company was created. Accordingly, in the 1999 merger of Glaxo Wellcome and 
SmithKline Beecham, both firms ceased to exist when they merged, and a new 
company, GlaxoSmithKline was created. A purchase deal will also be called a merger 
when both CEOs agree that joining together is in the best interest of both of their 
companies.   

Mergers and acquisitions (abbreviated M&A) also refers to the aspect of corporate 
strategy, corporate finance and management dealing with the buying, selling, dividing 
and combining of different companies similar entities that can help an enterprise grow 
rapidly in its sector or location of origin, or a new field or new location, without creating a 
subsidiary, other child entity or using a joint venture. The distinction between a "merger" 
and an "acquisition" has become increasingly blurred in various respects (particularly in 
terms of the ultimate economic outcome), although it has not completely disappeared in 
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all situations. When one company takes over another and clearly establishes itself as the 
new owner, the purchase is called an acquisition. From a legal point of view, the target 
company ceases to exist, the buyer "swallows" the business and the buyer's stock 
continues to be traded. For example in 2014 Globle IME Bank and Commerze and Trust 
Commercial Bank was merged and the Globle IME Bank continued its business and 
C&T Bank ceased to exist.  

Effects on management 

Merger & Acquisitions (M&A) term explains the corporate strategy which determines the 
financial and long term effects of combination of two companies to create synergies or 
divide the existing company to gain competitive ground for independent units. A study 
published in the July/August 2008 issue of the Journal of Business Strategy suggests 
that mergers and acquisitions destroy leadership continuity in target companies‟ top 
management teams for at least a decade following a deal. The study found that target 
companies lose 21 percent of their executives each year for at least 10 years following 
an acquisition,  in other words, there can only be one CEO, at a time.  

Brand considerations 

Mergers and acquisitions often create brand problems, beginning with what to call the 
company after the transaction and going down into detail about what to do about 
overlapping and competing product brands. Decisions about what brand equity to write 
off are not inconsequential. And, given the ability for the right brand choices to drive 
preference and earn a price premium, the future success of a merger or acquisition 
depends on making wise brand choices. Brand decision-makers essentially can choose 
from four different approaches to dealing with naming issues, each with specific pros 
and cons:  

1. Keep one name and discontinue the other.  
2. Keep one name and demote the other. The strongest name becomes the 

company name and the weaker one is demoted to a divisional brand or product 
brand.  

3. Keep both names and use them together. Some companies try to please 
everyone and keep the value of both brands by using them together. 

4.  Discard both legacy names and adopt a totally new one.  

The factors influencing brand decisions in a merger or acquisition transaction can range 
from political to tactical. Ego can drive choice just as well as rational factors such as 
brand value and costs involved with changing brands. 

 

Nepalese Legal  Provision Regarding Merger 
Section 177 of the Companies Act prescribes the provision regarding merger of a company.  

According to Sec 177 A public company may, by adopting a special resolution its general 

meeting to that effect be merged with another company In case of private company, it will be as 

provided in its memorandum of association, articles of association or consensus agreement. A 
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public company, upon merging into a private company, or a private company, upon merging  

into a public company, will stand as a public company. 

Where a resolution for merger is adopted, be merged with another company such company 

should within thirty days, make an application, setting out the following matters: 

 Decision of the general meeting, and in case of private company, copies of the related 

provisions contained in the memorandum of association, articles of association or 

consensus agreement authorizing the merger 

 Last balance sheet and auditor’s report of the merging company 

 The letter of consent, in writing, of the creditors of the merging company and of the 

merged company  

 Valuation of the movable and immovable properties of, and actual details of the assets 

and liabilities of, the merging company 

 If the merging company and the merged company have made a decision as to the 

creditors and employees and workers of the merging company, a copy of such decision; 

 The scheme of arrangement concluded between the companies for merger with each 

other. 

Where the information is given to the Office, it will study the matter and give information 
of its decision within three months. On receipt of an approval from the Office for merger, 
all the assets and liabilities of the merging company will be deemed to have been 
transferred to the merged company. The office should maintain separate records of the 
merging company in the company registration book. 
Except as otherwise provided in the memorandum of association, articles of association 
or consensus agreement of the company, a shareholder who does not express his 
consent in writing to the unification or merger or alteration in, or transfer of shares of the 
company or the  sale of entire assets of the company will be entitled to get the 
company‟s assets valuated prior to such unification, merger of alteration in or transfer of 
shares or sale of assets and get return of the amount in production to the shares held by 
him from the merging company. 
However approval will not be given for the merger of a company if such merger appears 
to create a monopoly or unfair trade restriction of to be contrary to public interest.  

 

8 Auditing is one of the most important part of the good corporate 
governance. Discuss how the provision regarding the audit committee 
under the Companies Act 2063  is to support this objective.  

Answer: 
Sec.164 of the Companies Act 2063 prescribes the provision regarding the Audit 
Committee of a company. According to the legal provision of audit committee as 
prescribed by the Act, it can be discussed as follows:  
1. A listed company with paid up capital of thirty million rupees or more or a company 

when is fully or partly owned by the Government of Nepal has to form an audit 

committee under the Chairpersonship of a director who is not involve in the day to 

day operations of the company and consisting of a least three members. 

2. A person who is a close relative of the chief executive of a company will not be 

eligible to be a member of the audit committee formed as said above. 
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3. At least one member of the audit committee should be an experienced person 

having obtained professional certificate on accounting or a person having gained 

experience in accounting and financial field after having obtained at least 

bachelor’s degree in accounts, commerce, management, finance or economics.  

4. The report of board of directors required to be prepared by a company should set 

out a short description of the activities of the audit committee, working policies 

adopted by the board of directors to implement the suggestions, if any, given by 

the audit committee, the allowances or facilities, if any received by the members or 

the audit committee and the names of the members of audit committee. 

5. The audit committee may, for inquiring into any matter, notify the managing 

director of the company chief executive or the company or other director, auditor, 

internal auditor and accounts chief involved in the day to day operations of the 

company to attend its meeting; and it will be their duty to be present in the 

meeting of that committee if they are so notified. 

6. The board of directors should implement the suggestions given by the audit 

committee in respect of the accounts and financial management of the company; 

and where any suggestion cannot be implemented, the board of directors should 

also mention the reasons for the same in its report. 

7. A company should arrange for such means and resources as may be adequate for 

the fulfillment of responsibilities of the audit committee; and the audit committee 

may fix its internal rules of procedures on its own. 

8. The chairperson of the audit committee should be present in the annual general 

meeting  of the company. 

9. The audit committee should be there to present as per necessity.  

Section 165 of the Companies Act 2063 prescribes the functions, duties and 
powers of audit committed as follows: 

a. To review the accounts and financial statements of the company and ascertain 

the truth of the facts mentioned in such statements; 

b. To review the internal financial control system and the risk management system 

of the company; 

c. To supervise and review the internal auditing activity of the company; 

d.  To recommend the names of potential auditors for the appointment of the 

auditor of the company, fix the remuneration and terms and conditions of 

appoint of the auditor and present the same in the general meeting for the 

ratification thereof; 

e. To review and supervise as to whether the auditor of the company has observed 

such conduct, standards and directives determined by the competent body 

pursuant to the prevailing law as required to be observe in the course of doing 

auditing work; 

f. Based on the conduct, standard and directives determined by the competent 

body pursuant to the prevailing law, to formulate the policies required to be 
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observed by the company in respect of appointment and selection of the 

auditor; 

g. To prepare the accounts related policy of the ompany and enforce, or cause to 

be enforced the same; 

h. Where any regulatory body has provided for the long term audit report to be set 

out in the audit report of the company, to comply with the terms required to 

prepare such report; 

i. To perform such other terms as prescribed by the board of directors in respect 

of the accounts, financial management and audit of the company. 

The chairman of the audit committee being other than that a director, regularly 
engaged in the day to day business of the company it shows that this provision 
has been made for the check and balance in the corporate management.  The 
provision of the inclusion of the professional person as a member in the audit 
committee clearly indicates that the audit committee be there to give appropriate 
directives to the board and follow them accordingly so that it can assure the 
account of that particular company has been kept perfectly. In this respect, the 
functions and duties of the audit committee prescribed under S. 165 plays an 
important role for the promotion of the concept of good corporate governance.   
 

9.   Sri Ganesh, a shareholder of a private company wants to sell and 

transfer all his shares to Kuber, another shareholder of the company. 

He has no knowledge regarding the transfer of the share of a private 

company and wants your advise on the followings: 

a If Sri Ganesh  is entitled to sell and transfer all his shares to 
Kuber? 

  b. Are there any restrictions imposed by law in the sell and transfer 
of  shares? 

 Answers: 

a. Shares of a member in a company is considered as moveable property capable of 
being transferred or can transfer in the manner provided by the articles of 
association of the company.  In pursuance to section 42(1) of Companies Act, 2006 
and the Memorandum and Articles of Association, the shares of company may be 
sold, mortgaged, or pledged as security like moveable property. So Sri Ganesh, a 
shareholder of the company is entitled to sell and transfer all his shares to Kuber, 
another shareholder of the company, if Kuber is interested to have all the shares 
of Sri Ganesh. Sri Ganesh also has to fulfill the process of the transfer of shares i.e 
the approval of the Board of the company in this respect. 

b. Although share is considered as moveable property of a person and is also entitle 
to dispose it, this right is not absolute especially in case of private company. The 
memorandum and article of association of private companies as against public 
company contain more rigorous restriction on the right of its members to transfer 
shares. The regulation of the company may impose fetters upon the right of 
transfer. If the consensus agreement made between the shareholders of the 
private company strictly restricts on the transfer of shares, it may not allowed to 
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transfer without complying the agreement. Accordingly, Section 42(2) of the 
Companies Act, 2063 imposes certain conditional restrictions in the sale and 
transfer of shares, such as, a promoter other than a private company which has 
not borrowed loan from any other company may not sell and transfer the shares 
taken up by him until the first general meeting of the company is held and all calls 
of the shares issued in his name are fully paid-up. 

 
 Section 10(c) of the Companies Act, 2063 requires a private company not to 

sell its shares in public; it also means that a shareholder of a private 
company cannot sell its shares in public. 

 

10.  Bhaktapur Chemical Company Limited has decided to issue its 
shares to the general public. The Board of the company is not 
aware of the process of issuing its shares to the general public. If 
the company approaches you seeking your advice what would 
you advice as an expert in the light of the Companies Act, 2063 
and the Securities Act, 2063, in this regard.  

 
Answer:   

Section 32 of the Companies Act, 2063 prescribes the following provision 
regarding the issue of shares of a company to the general public.  

(1) While issuing its shares to the general public, a public company in this case, 
Bhaktapur Chemical Company should deal in the shares only through a 
securities dealer recognized to do securities transactions including all acts such 
as the sale, allotment and recovery of amounts of such securities. 

(2) Bhaktapur chemical company should file an application with the Company 
Registrar's Office (CRO) along with a copy of an agreement made by it on the 
dealing of securities through any body, within seven days after the date of 
making of such agreement for the approval of the CRO. 

 While filing the application to the CRO the other matters in relation to public 
issue of shares as per section 29 of the Securities Act, 2007 are to be 
provided, which are as follows: 

 
(1) Where a body corporate is to sell and distribute securities to more than fifty 

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

(2) The period to be open for making application of the securities to be issued 
pursuant to Sub-section (1) above will be as prescribed.  

(3) The provisions relating to the value and allotment of securities for which public 
issue has to be made will be as prescribed. 

(4) 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. 

By fulfilling the process as prescribed by the Section 32 of the Companies Act 
2063 and  
the Section 29 of the Securities Act 2063 Bhaktapur chemical company can issue 
its shares to the general public. 
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11. After the incorporation of a company office of the Company Registrar 
register it in the register book for its records as well as for issuing of the 
certificate of registration of the company. Explain the cases when the 
Office deregister such registration of the company? 

Answer: 
Deregistration of company means the striking off the name of the company from the 
company register book of the Office. Where the name of the company is cancelled from 
its register book, the Office should issue a notice that the registration of the company 
has been cancelled and publish the notice in a national daily newspaper that such 
company has been cancelled and dissolve.  
Deregistration of a company may be caused by various ways as follows: 

a.   By liquidation of a company: Where a company has been processed for the liquidation 

of a company either voluntarily or compulsorily the company Registrar will strike the 

name of the company from the register book of the office on receipt of the report on 

the liquidation of a company from the liquidator, appointed for the liquidation process. 

b. By order of the Office to cancel registration: (Sec. 136) 

1. The Office may cancel the registration of a company in the following 

circumstance: 

a. If the promoter of the company makes an application, showing a reason for 

the failure to commence the business of the company, and accompanied by 

the prescribed fees, for the cancellation of the registration of the company; 

b. If the company is in default in submitting to the Office the returns as required 

to be submitted under the Act, or  fails to pay the fine as per the provision of 

the Act for three consecutive financial years; or 

c. If based on the proofs received in the course of administration of the 
company, the Office has a reasonable ground to believe that the 
company is not carrying on its business or the company is not in 
operation.   

2. If it is required to cancel the registration of any company as said above, the 
Office should, prior to the cancellation of registration, give notice, 
accompanied by the reason for such registration, to the concerned company 
at its registered office or to any officer of such company, if the office of the 
company is not located at the address registered. A notice given in respect of 
the reasons for the cancellation of the company should also be published in a 
daily newspaper, as per necessity. 

3. If the company fails to make an application, specifying the reasons that the 
registration of the company should not be cancelled, within two months from 
the date of receipt by the company of a notice of cancellation or , despite the 
making of such application, the reasons specified are not found reasonable, 
the registration such company may be cancelled. 

4. If the registration of a company is cancelled as said above, information thereof 
should be give to the concerned directors and should also be published in a 
national daily newspaper. 

 However, if there exists any kind of liability of the company so cancelled, the 
liability of the officer or shareholder of the company will continue to exist. 

5. If any debt to be repaid by or any liability to be performed/discharged by the 
company of which registration has been cancelled cannot be settled from the 
assets, rights of such devolved on the shareholders, directors or officers who 
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were involved in the management of such company and responsible for giving 
rise in the situation as referred above will be personally bear such remaining 
loan or liability. A company of which registration is cancelled will not be 
allowed to carry on any business by the name of the same company.  

6. Following the cancellation of registration of any company, the Office should 
return to the shareholders only such property, if any remaining after deducting 
there from the expenses incurred in the cancellation of the registration of that 
company. 

 

 

12. Question: The Company Registrar, in the process of going through the returns 
submitted by the company, is in the opinion that the particular company is not 
conducting its business in a proper way and not in a position to carry out its business 
properly. The Office formed the opinion to cancel the registration of that particular 
company. Explain the circumstance how the Office can proceed to deregister the 
company under the Companies Act 2063. 
 

Answer: 

The Office can cancel registration of a company as per Sec. 136: 

a. If the promoter of the company makes an application, showing a reason for 

the failure to commence the business of the company, and accompanied by 

the prescribed fees, for the cancellation of the registration of the company; 

b. If the company is in default in submitting to the Office the returns as required 

to be submitted under the Act, or  fails to pay the fine as per the provision of 

the Act for three consecutive financial years; or 

c. If based on the proofs received in the course of administration of the 
company, the Office has a reasonable ground to believe that the 
company is not carrying on its business or the company is not in 
operation.   

On the basis of the grounds as prescribed by the Sec. 136 of the Companies Act 

2063 the Office may cancel the registration of a company by adopting the 

following process: 

   
1. If it is required to cancel the registration of any company as said above, the 
Office should, prior to the cancellation of registration, give notice, 
accompanied by the reason for such deregistration, to the concerned 
company at its registered office or to any officer of such company. If the office 
of the company is not located at the address registered. A notice given in 
respect of the reasons for the cancellation of the company should also be 
published in a daily newspaper, as per necessity. 

2. If the company fails to make an application, specifying the reasons that the 
registration of the company should not be cancelled, within two months from 
the date of receipt of the notice of cancellation by the company or , despite the 
making of such application, the reasons specified are not found reasonable, 
the registration of such company may be cancelled. 
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3. If the registration of a company is cancelled as said above, information thereof 
should be given to the concerned directors and should also be published in a 
national daily newspaper. 

 However, if there exists any kind of liability of the company so cancelled, the 
liability of the officer or shareholder of the company will continue to exist. 

4. If any debt to be repaid by or any liability to be performed/discharged by the 
company of which registration has been cancelled cannot be settled from the 
assets, rights of such devolved on the shareholders, directors or officers who 
were involved in the management of such company and responsible for giving 
rise in the situation as referred above will be personally bear such remaining 
loan or liability. A company of which registration is cancelled will not be 
allowed to carry on any business by the name of the same company.  

5. Following the cancellation of registration of any company, the Office should 
return to the shareholders only such property, if any remaining after deducting 
there from the expenses incurred in the cancellation of the registration of that 
company. 

 
13. Inspection and Investigation monitoring is an important part in respect 

of good corporate governance. Discuss how the Company Registrar 
Office carryout the task of inspection and investigation of a company 
under the Companies Act 2063?  

Answer: 
A company being and artificial person is invisible, intangible, and existing 
only in completion of law. It has neither mind nor a body of its own. Being an 
artificial person it can‟t perform its work of its own. It carries out its business 
through some human agent ant entrusted them to use its right and duty of 
the company. As it is established for the economic motive, the investors do 
expect safe return along with profits for their investment. 
To rescue company from worse condition law makers have provided various 
statutory provisions for the assurance of the effective enforcement of the 
corporate governance concept. For this various legislative provision has 
been prescribed to improve its affairs through inspection and investigation. 
i.e by carrying out investigation process in respect of the company‟s wrong 
done by concern person for the prevention of oppression and 
mismanagement. This investigation process is not possible by shareholders 
only. It is  appropriate to be carried out government agencies. Companies 
Act 2063 has prescribe the provisions of administrative remedy on 
company‟s wrong affairs under Chapter –9. 
Power of Office to call for explanation (Sec. 120): 
Under the companies Act every company is required to submit various 
documents as prescribed with explanation in respect of the matter, where the 
Office has called to furnish. In such case it is the duty of the management of 
the company to submit the proper replies with respect to which explanation 
has been called. In pursuing explanation if the Office could find any 
irregularity in the business of the company, it may give necessary directive to 
the company to regularize, or cause to be regularized it.  

Power of Office to depute inspector (Sec. 121):  
If the shareholders representing not less than ten percent of the paid up capital or 

not less than one fourth of the total number of shareholder of the company or 
the concerning creditors make an application, accompanied by the 
supporting evidence and reasonable grounds, stating that the company has 
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acted in contravention of the companies Act, MOA/AOA, prospectus, 
consensus agreement or prevailing law, the Office may, as per necessity 
depute one or more inspectors. The applicant should deposit with the Office 
such amount of estimated cost required for such investigation as specified by 
the Office. 

However, if the Office is of opinion that the business or transaction of the company 
is being carried on to defraud the shareholders or creditors of the company 
or for a fraudulent or illegal purpose or it carrying our acts against the public 
interest, it may as per necessary appoint a qualified inspector to investigate 
the transaction or business of the company even if no application is made by 
the shareholders or the creditors. 

Powers of inspectors (Sec. 122): 
In the course of investigation, he can make to appear all the concern persons 

before him and to record their statements. He also can seize or take into 
control any other document which are relevant for the purpose of 
investigation. While making an investigation, he can examine whether the 
books of account of the company have been kept properly. 

If any person makes false statement, or fails to produce proper document or other 
thing as required to be submitted or fails to answer any question asked by 
him for the purpose of investigation, he may file a complaint report under 
sec. 124 in writing in the Court.     

Consequences of inspections: 
Report to be submitted (Sec. 124): The inspector appointed on conclusion of the 

investigation, shold submit a report accompanied by his opinion to the Office. 
It may contain the suggestion as to the payment of expenses to be borne by. 
The Office may provide a copy to the applicant or shareholders if any makes 
an application to get a copy of such report by collecting prescribed fees. The 
report so submitted will be administered as evidence according to the law. 
If from any report made by the inspector, it appears to the Office that any 
directors, managing directors, managers, employees or any other offices of 
the company have knowingly caused any loss or damage to the company or 
have defrauded, cheated the shareholders or creditors or committed any 
other illegal acts, the Office may order the company to file a lawsuit on behalf 
of the company against them. 
Accordingly where the Office is of opinion that the company may suffer 
further loss or damage if its business is left further in the hand of directors, 
managing directors, managers, employees or any other officers who have 
committed any act as said above, the Office may give necessary direction to 
the company to suspend such directors or officers and carry on its business 
through any other means  
According to Sec. 125 the expenses incurred in an investigation carried out 
by the Office should be borne by the concerned company. However any 
director, managing director, manager or officer of the company appears to 
committed a malice, fraud or cheating, such offenders should pay the 
expenses of investigation within seven days of the completion of 
investigation. If the concerned director, managing director, of officer does not 
pay the expenses of investigation, the expenses can be recovered as 
governmental dues. 
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14. State the concept merger of a company. How it is playing the role in the 
modern corporate governance. What legal provisions are there in the 
Companies Act 2063 and explain the position of in Nepal. 

Answer: 
 
Merger and Acquisition 
The phrase Merger and acquisition refers to the aspect of corporate strategy, corporate 
finance and management dealing with the buying, selling, dividing and combining of 
different companies similar entities that can help an enterprise grow rapidly in its sector 
or location of origin, or new field or new location, without creating a subsidiary, other 
child entity or using a joint venture. 
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 share holders of the 
tow 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 transfer company acquiring assets, liabilities 
and ownership of the transferor company or absorbed company. So it is said merger or 
amalgamation of companies if the members of two companies joining together so that 
they all become members of one company. So merger and amalgamation takes place 
when the undertaking of more than one company is brought under the ownership and 
control of a single company. 

In the pure sense of the term, a merger happens when two firms agree to go forward as 
a single new company rather than remain separately owned and operated. This kind of 
action is more precisely referred to as a "merger of equals". The firms are often of about 
the same size. Both companies' stocks are surrendered and new company stock is 
issued in its place. For example in 2012 Dish TV and Home TV was merged a new 
company Dish Home TV was created. Similarly when National Finance Company and 
Nayaryany Finance Company was merged in 2009, a new company, Narayani National 
Finance Company was created. Accordingly, in the 1999 merger of Glaxo Wellcome and 
SmithKline Beecham, both firms ceased to exist when they merged, and a new 
company, GlaxoSmithKline was created. A purchase deal will also be called a merger 
when both CEOs agree that joining together is in the best interest of both of their 
companies.   

Mergers and acquisitions (abbreviated M&A) also refers to the aspect of corporate 
strategy, corporate finance and management dealing with the buying, selling, dividing 
and combining of different companies similar entities that can help an enterprise grow 
rapidly in its sector or location of origin, or a new field or new location, without creating a 
subsidiary, other child entity or using a joint venture. The distinction between a "merger" 
and an "acquisition" has become increasingly blurred in various respects (particularly in 
terms of the ultimate economic outcome), although it has not completely disappeared in 
all situations. When one company takes over another and clearly establishes itself as the 
new owner, the purchase is called an acquisition. From a legal point of view, the target 
company ceases to exist, the buyer "swallows" the business and the buyer's stock 
continues to be traded. For example in 2014 Globle IME Bank and Commerze and Trust 
Commercial Bank was merged and the Globle IME Bank continued its business and 
C&T Bank ceased to exist.  
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In other words an acquisition is the purchase of one business or company by another 
company or other business entity. Consolidation occurs when two companies combine 
together to form a new enterprise altogether, and neither of the previous companies 
survives independently. For example  in 2015 Vibor Finance Company and Kist  Bank 
was merged and Kist bank was emerged. Subsequently Prabhu development bank and 
Kist Bank was merged and new name Prabhu Bank was emerged. Acquisitions are 
divided into "private" and "public" acquisitions, depending on whether the acquireree or 
merging company (also termed a target) is or is not listed on public stock  markets. An 
additional dimension or categorization consists of whether an acquisition is friendly or 
hostile. 

Whether a purchase is perceived as being a "friendly" one or a "hostile" depends 
significantly on how the proposed acquisition is communicated to and perceived by the 
target company's board of directors, employees and shareholders. It is normal for M&A 
deal communications to take place in a so-called 'confidentiality bubble' wherein the flow 
of information is restricted pursuant to confidentiality agreements. In the case of a 
friendly transaction, the companies cooperate in negotiations; in the case of a hostile 
deal, the board and/or management of the target is unwilling to be bought or the target's 
board has no prior knowledge of the offer. Hostile acquisitions can, and often do, 
ultimately become "friendly", as the acquirer secures endorsement of the transaction 
from the board of the acquireree company. This usually requires an improvement in the 
terms of the offer and/or through negotiation. 

"Acquisition" also usually refers to a purchase of a smaller firm by a larger one. It is also 
known as “takeovers” which refers to acquisitions of one company by another.  
Sometimes, however, a smaller firm will acquire management control of a larger and/or 
longer-established company and retain the name of the latter for the post-acquisition 
combined entity. This is known as a reverse takeover. Another type of acquisition is the 
reverse merger, a form of transaction that enables a private company to be publicly 
listed in a relatively short time frame. A reverse merger occurs when a privately held 
company (often one that has strong prospects and is eager to raise financing) buys a 
publicly listed shell company, usually one with no business and limited assets.  

Effects on management 

Merger & Acquisitions (M&A) term explains the corporate strategy which determines the 
financial and long term effects of combination of two companies to create synergies or 
divide the existing company to gain competitive ground for independent units. A study 
published in the July/August 2008 issue of the Journal of Business Strategy suggests 
that mergers and acquisitions destroy leadership continuity in target companies‟ top 
management teams for at least a decade following a deal. The study found that target 
companies lose 21 percent of their executives each year for at least 10 years following 
an acquisition,  in other words, there can only be one CEO, at a time.  

Brand considerations 

Mergers and acquisitions often create brand problems, beginning with what to call the 
company after the transaction and going down into detail about what to do about 
overlapping and competing product brands. Decisions about what brand equity to write 
off are not inconsequential. And, given the ability for the right brand choices to drive 
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preference and earn a price premium, the future success of a merger or acquisition 
depends on making wise brand choices. Brand decision-makers essentially can choose 
from four different approaches to dealing with naming issues, each with specific pros 
and cons:  

5. Keep one name and discontinue the other.  
6. Keep one name and demote the other. The strongest name becomes the 

company name and the weaker one is demoted to a divisional brand or product 
brand.  

7. Keep both names and use them together. Some companies try to please 
everyone and keep the value of both brands by using them together. 

8.  Discard both legacy names and adopt a totally new one.  

The factors influencing brand decisions in a merger or acquisition transaction can range 
from political to tactical. Ego can drive choice just as well as rational factors such as 
brand value and costs involved with changing brands. 

 

Nepalese Legal  Provision Regarding Merger 
Section 177 of the Companies Act prescribes the provision regarding merger of a company.  

According to Sec 177 A public company may, by adopting a special resolution its general 

meeting to that effect be merged with another company In case of private company, it will be as 

provided in its memorandum of association, articles of association or consensus agreement. A 

public company, upon merging into a private company, or a private company, upon merging  

into a public company, will stand as a public company. 

Where a resolution for merger is adopted, be merged with another company such company 

should within thirty days, make an application, setting out the following matters: 

 Decision of the general meeting, and in case of private company, copies of the related 

provisions contained in the memorandum of association, articles of association or 

consensus agreement authorizing the merger 

 Last balance sheet and auditor’s report of the merging company 

 The letter of consent, in writing, of the creditors of the merging company and of the 

merged company  

 Valuation of the movable and immovable properties of, and actual details of the assets 

and liabilities of, the merging company 

 If the merging company and the merged company have made a decision as to the 

creditors and employees and workers of the merging company, a copy of such decision; 

 The scheme of arrangement concluded between the companies for merger with each 

other. 

Where the information is given to the Office, it will study the matter and give information 
of its decision within three months. On receipt of an approval from the Office for merger, 
all the assets and liabilities of the merging company will be deemed to have been 
transferred to the merged company. The office should maintain separate records of the 
merging company in the company registration book. 
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Except as otherwise provided in the memorandum of association, articles of association 
or consensus agreement of the company, a shareholder who does not express his 
consent in writing to the unification or merger or alteration in, or transfer of shares of the 
company or the  sale of entire assets of the company will be entitled to get the 
company‟s assets valuated prior to such unification, merger of alteration in or transfer of 
shares or sale of assets and get return of the amount in production to the shares held by 
him from the merging company. 
However approval will not be given for the merger of a company if such merger appears 
to create a monopoly or unfair trade restriction of to be contrary to public interest. 
 

15. Generally a company by its name and concept is allowed to be formed only 
by two or more than two persons. But the modern concept of corporate 
governance it is allowed to incorporate a company by a single person. 
Discuss the legal provisions prescribed by the Companies Act 2063 
regarding the single member company. 

Answer: 
According to Sec. 3 of the Companies Act 2063, a company may be incorporated 
by any person, who is desirous to undertake any enterprise or business with profit 
motive either by singly or jointly with others for the attainment of one or more 
objects set forth in the memorandum of association. This provision of allowing 
incorporation of single member company is one of the salient feature of the 
present Company Act. However, such company must be incorporated as a private 
company only.  To incorporate a company as public company, it requires minimum 
seven members.  
Where a person is interested to incorporate single member company, it is not 
require submitting the articles of association of the proposed company, if the 
promoter agrees to accept the articles of association in the format prescribed in the 
Company Rules 2064 Schedule 9 for the incorporation of a single member 
company under Sec 4(2).   
Chapter 15 of the Companies Act 2063 prescribes the special provision relating to 
Single member company. According to Sec. 152 unless otherwise prescribed in 
the Act and articles of association of a single shareholder company, all acts and 
decisions required to be done and made by the board of directors or general 
meeting of the company will be as decided in writing by such shareholder, and no 
meeting of the board of directors or general meeting will be required to be called. 
Sec. 153 prescribes the provision regarding transfer and transmission of shares of 
single shareholder company. According to it, in the event of death of the 
shareholder of a single shareholder company, his heir or the person acquiring the 
title to his shares will acquire the right of shareholder, and such heir or person 
should do all such acts inclusive of the transfer and transmission of shares as the 
single shareholder could do under the Companies Act 2063. While making a 
decision to transfer and transmit share, the person so acquiring the title should 
make such decision in writing. If no heir to such shareholder is found, the Office 
should appoint a liquidator and liquidate the company in accordance with the 
prevailing law. 
A person acquiring the title to shares as said above should give information thereof 
accompanied by the evidence of such title, to the Office no later than one month 
after the acquisition of such title. On receipt of the information, the Office should 
record the information by collecting the prescribed fees and give information 
thereof to the person who acquires the title to shares. If the number of person 
acquiring the title to shares,  is more than one, they should be considered to be the 
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directors of company for the time being, except where the other heirs transfer the 
title to only heir, and the memorandum of association and articles of association of 
the company should be amended on that accordingly. If there arise the question of 
entitlement, such matter will be governed by judgment of the competent court. 
 

Special Provision relating to Private Company 
Companies Act 2063 has not prescribed the meaning of a private company 
specifically. According to Sec. 2(68) of the Indian Companies Act 2013, “Private 
company means a company having a minimum paid up share capital of one lakh 
or such higher paid up share capital as may be prescribed by its articles”. 
According to Sec. 3 of the Companies Act 2063, a company may be incorporated 
by any person, who is desirous to undertake any enterprise or business with profit 
motive either by singly or jointly with others for the attainment of one or more 
objects set forth in the memorandum of association.  A private company may be 
incorporated by a single shareholder and the number of shareholders of it should 
not exceed fifty.  
Terms to be abided by a private company: 

 A company incorporated as a private company should use the term as “private 

limited” to its name as the last words.  

 A private company is not allowed to sell its shares and debentures publicly. A 

private company is restricted the right to transfer of its shares except in case of 

one man company. 

 A private company cannot pledge, or otherwise transfer title to its securities to 

any person other without taking permission of the Board of Director and   without 

fulfilling the procedures contained in the memorandum of association or consensus 

agreement. 

 Management, business and operation of the private company could be 

determined through the consensus agreement as per Sec 145 of the Companies 

Act. 

 A private company is not need to issue prospectus, because it does not issue 

shares to public. It does not invite subscription of share and debenture from public. 

 There is not fixed number of directors. A private company may have any number 

of directors as per the provision contained in MOA/AOA 

 As compare to the public company a private company can convene its business 

immediately on  its incorporation except in some cases. 

 A first annual general meeting of a private company can be held as per 

MOA/AOA where as in public company it is to be held within specified time. 

 There is no provision regarding minimum paid up capital to incorporate a private 

company in Nepal. In India it has prescribed a minimum paid up share capital of 

one lakh or such higher paid up share capital as may be prescribed by its articles 
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i.e. it is not allowed to register a private company with less than one lakh paid up 

capital. 

Section 145 of the Companies Act 2063 prescribes some special provision 
regarding private company. They are as follows: 
1. Consensus Agreement: Except as otherwise provided in the Companies 

Act 2063, the following matters may be provided for in a consensus agreement of 

a private company: 

a. Management, business and transaction of the company; 

b. Restriction, if any , on the transfer of share;  

c. Power of one or more shareholders to liquidate the company owing to any 

specific or incidental event or voluntarily; 

d. Division or use of voting right; 

e. Terms of appointment of officers, employees, workers of the company, 

f. Matter as to who will b the directors, officers, or the persons bearing the ultimate 

responsibility or the chief executive, of the company; 

g. Mode of payment or distribution of dividends; 

h. Matter that there shall b e no board of directors; 

i. Matter that, if there shall be no board of directors, who shall perform such 

functions  as required to be performed by the board of directors under the Act. 

j. If the annual general meeting is not required to be held, provisions pertaining 

thereto; 

k. Types of shares and the provision of shares with different right, if any. 

2. The consensus agreement may be amended with the consent in writing of 

all parties to the agreement. 

Sec. 146 of the Companies Act 2063 prescribes the provision regarding power of 
shareholder to inspect books of account. According to it any shareholder of a 
private company or his proxy may inspect the following documents or records 
related with the transactions of the company during office hours: 
a. Minute books of the general meetings and board of directors; 

b. Annual financial statements; 

c. Share register; and  

d. Accounts of the company. 
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It also prescribes that the director or officer of a private company should made 
adequate arrangement so that the shareholders could inspect the document and 
records as said above.  
According to Sec. 147 Any shareholder of a private company may demand the 
company for a return of transaction of the company for any financial year. The 
director or officer carrying on the transaction of the company should provide a 
return of the certified financial statement within fifteen days from the date of 
demand. 
Accordingly, Sec.148 prescribes the provision relating to holding of annual general 
meeting. According to it where a consensus agreement concluded between the 
shareholders of a private company has a provision that the annual general meeting 
of the company need not be held, such private company need not be required to 
hold its annual general meeting during the period of such agreement. In such case, 
the company should prescribe the provisions on the procedure of making decisions 
on such matters as required to be decided by the general meeting under the Act 
and on the authority of making such decision. 
   Unless otherwise provided in the articles of association, any act which can be 
done by adopting a resolution including a special resolution in the general meeting 
of a private company or by adopting a resolution in the meeting of any particular 
class of shareholders can be done by a written resolution executed and signed by 
all shareholders representing at least seventy five percent shares, who are entitled 
to vote in holding discussion on such resolution on the same date on which such 
resolution is deemed to have been adopted. Any resolution accepted as said 
above will be recognized for any purpose whatsoever as if it were a decision 
adopted by a general meeting of a company. 
Under Sec. 150 if any shareholder of the company makes communication contact 
with all shareholders through any communication means and takes part in 
communication contact with other shareholders in such a manner that the other 
shareholders can hear or read whatever is spoken by every shareholder, every 
shareholder who so takes part in such communication contact will be deemed to 
have taken part in the general meeting along with other shareholders. 
Where any shareholder makes a complaint petition, accompanied by the 
prescribed fees, to the Office no later than three months after the holding of a 
general meeting, that has not taken part in the general meeting, the Office will 
inquire into the concerned company, and in holding such inquiry, where the 
company fails to prove that the complainant shareholder has taken part in such 
meeting, the decision made by that meeting will not be valid. 
After the completion of the meeting the chairperson should prepare minutes of the  
proceedings and decisions concluded and taken in the meeting annually and 
authenticate the same. 
The Government of Nepal may, under Sec. 151 of the companies Act 2063, by a 
notification in Nepal Gazette, exempt the private company having turnover within 
the prescribed limit from the provision of requirement of appointment of auditor and 
Auditing the accounts of the company. 
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Institute of Chartered Accountants  Act 2053 
 
 

1.  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. 

Answers: 

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. 

2.  What are the conducts a member and COP holder of ICAN must 

observe as to doing partnership with another member, sharing audit 

fees, disclosing clients’ information, attention to the material facts 

and procedure of appointment? 

Answers b) 

Every member and member holding COP of ICAN should observe certain 
conducts as provided under section 34 of Nepal Chartered Accountants Act, 
2053. It is a mandatory provision against every member and member holding 
COP of ICAN. Following are the conducts required to be observed as per the 
question:  
As per section 34 (2) one should do partnership or work in collusion only with 
a member of his own class. 
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As per section 34 (3) one should share audit fee only with a member of the 
institute. 
As per section 34 (5) one should disclose any information of the clients 
acquired during professional services only to his employer or the person who 
is legally allowed to get such information.   
As per section 34 (8) and (9) in order to truly present the financial statement 
certified by him, one should clearly state all the material facts known to him 
or to the best of his knowledge. And also, he should draw attention of all 
concerned to such material facts which are or have taken place contrary to 
the prevailing law and do not comply with generally accepted principles of 
auditing. 
As per section 34 (13) one will accept his appointment as an auditor of an 
organization only after ascertaining that all required procedures for 
appointment as the auditor under the prevailing law has been duly fulfilled. 

3.  Binit Sharma was appointed as an auditor by the AGM of the Nepal 

Chemical Company Limited to audit its accounts of the Fiscal Year 2013-

2014. The auditor committed certain offences in the course of auditing 

the accounts of the company. The company intends to remove the auditor 

and wishes to file a complaint this matter to Institute of Chartered 

Accountants of Nepal (ICAN). Nepal Chemical Company has sought your 

advice on the following questions:  
 

a. What are the punishments that can be imposed against the 
auditor for his offences under the Companies Act, 2063? 

 

b. What action the Council of ICAN can take against the 
auditor, in this case?  

Answer:  

a)   Every auditor of a company has to follow the code of conduct as 
to his profession and to be abide by the prevailing law of the nation. 
Where an auditor committed an offence by ignoring to observe the 
code of conduct as prescribed by law the concern company may 
initiate an action against such auditor. The concern company may 
initiate such action by filing a complaint to the Institute of Chartered 
Accountants of Nepal. Where action is initiated it can impose certain 
punishment under the Companies Act 2063 as follows: (1)Section 160 
of the Companies Act, 2063, has imposed the following punishment 
against the auditor who commits the following offense shall be 
punished by the Court with a fine from twenty thousand rupees to fifty 
thousand rupees or with imprisonment for a term not exceeding two 
years or with both: 
(a)  where the auditor of the company states a false matter in his 

report in the course of carrying out his duty or omits necessary 
comments while making audit, with mala fide intention or 
malicious recklessness; or 

(b)  an auditor who carries out auditing of the company even after he 
knows that he is not qualified to carry out auditing of any 
company (Section 160(k) of the Companies Act). 
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(2) pursuant to Section 161 (d) of the Companies Act, 2063 the 
auditor who does not present a report of audit will be punished 
with a fine from ten thousand rupees to fifty thousand rupees. 

 
b) Every auditor of a company has to follow the code of conduct as to his 

profession and to be abide by the prevailing law of the nation. Where an 
auditor committed an offence by ignoring to observe the code of 
conduct as prescribed by law the concern company may initiate an 
action against such auditor. The concern company may initiate such 
action by filing a complaint to the Institute of Chartered Accountants of 
Nepal. Where action is initiated it can take certain action against auditor 
in breach of duty  under the Institute of Chartered Accountants Act 2053 
as follows: 
The Council of ICAN can take disciplinary action against an auditor 
under sections 35 and 14 of Nepal Chartered Accountants Act, 2053. 
Pursuant to section 35 of this Act: 
(1) The Nepal Chemical Company Limited may lodge a complaint to 

the ICAN against the auditor (holding certificate of practice) for 
not upholding the conduct mentioned in or for violation of this Act 
or Regulation framed under this Act.  

(2) The Secretary will, if he finds convincing information that proves 
any member or member holding certificate of practice is not 
observing the conduct, submit the proposal along with the related 
facts to the Council of the ICAN for further action against such 
member. 

There will be a Disciplinary Committee constituted by the ICAN Council 
under section 14 of the Act, to inquire into a complaint and recommend 
the Council for necessary action in cases where anyone lodges a 
complaint in the Council that any member has done any act or action 
contrary to this Act or the Rules or code of conduct framed under this 
Act, or where the Council receives such information: 
The Disciplinary Committee will make recommendation, along with its 
opinion and findings, to the Council for taking necessary action against 
a member found guilty from its investigation; and the Council may, in 
view of such recommendation, impose any of the following penalties on 
the concerned member, according to the gravity of the offence: 

(a)  Reprimanding; 
(b) Removing from the membership for a period not exceeding 
Five 

years; 
(c) Prohibiting from carrying on the accountancy profession for 

any specific period; 
(d)  Cancellation of the certificate of practice or membership. 

Under section 22 of the Act, there is a provision of removal 
of names and re-instatement of the membership. According 
to it, the Council may initiate following actions: 

(1) The Council may issue an order to remove the name of the auditor 
from the Membership Register for not abiding by the professional 
conduct referred to in this Act and the Rules framed under this Act. 

(2) If his name has been removed from membership pursuant to sub-
section (1) above makes an application, accompanied by a 
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reasonable ground, to again obtain membership, the Council may 
decide to grant membership, by re-registering his or her name, 
upon receipt of the fees as prescribed. 
Before imposing a punishment as said above the Council should 
provide a reasonable opportunity to the concerned member to 
submit their clarification as an opportunity of being heard principle. 

 
 
 
 
 
 
 
 
 
 

 
Securities Act 2063: 

1. Suppose, after the change of government, the staff of Nepal Securities 
Board office demanded the Government to remove the Chairperson of 
this Board, and the government said it would be according to law. State 
the circumstances on which the Chairperson of Nepal Securities Board 
may be removed from office by the Government of Nepal pursuant to 
the Securities Act, 2063. 
Answer: 

Section 12 of the Securities Act, 2063 provides the following circumstances 

on which a Chairperson of Nepal Securities Board may be removed from 

office:  

(1) Where there occurs a circumstance for removal of the 
Chairperson of this Board referred to in section 12(2) of this Act, as 
follows, the Government of Nepal will remove the Chairperson, as 
the case may be.  

a.  If one is disqualified to be a Chair person and a member, as 
the case may be as referred to in Section 11. i.e who is an 
office-bearer of a political party, who is involved in securities 
business, who is adjudicated as an insolvent, who is insane 
and who has been convicted by the court of an offence 
involving moral turpitude.. 

 
Provided that prior to making such a removal, the Government of 
Nepal will not deprive the concerned person of a reasonable 
opportunity to defend him/herself. 

(2) The Chairperson, as the case may be, will be removed from the 
office in any of the following circumstances:- 

(a)  If one is disqualified to be a Chairperson, as the case may be, 
pursuant to Section 11 of this Act (which sets disqualifications 
for this post as said above), 
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(b) If one commits any act contrary to the interest of investors in 
securities or any act that may cause loss or damage to the 
development of capital market, 

(c) If one suffers from lack of competence to implement, or cause 
to implement, such functions required to be performed by this 
Securities Board to attain its objectives pursuant to this Act or 
the Rules framed under this Act, 

(d) If one has been held disqualified to carry on any occupation or 
business by the reason of misconduct and his or her certificate 
has been revoked or he or she has thus been restricted to 
carry on a business, 

(e) If one remains absent from three consecutive meetings of this 
Board without giving a   notice to it. 

 
  

2. A body corporate intends to issues securities through the 
securities markets. Under the Securities Act, 2063. You as an 
expert of security market, how would you advice the body 
corporate regarding the issue of shares under the Securities 
Act, 2063. 

  
Answer: 

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.  According to the provision 

prescribed by the Act, the body corporate will issue its securities under as follows:  

Under section 27(1) of the Act, a body corporate will have to register 
securities to be issued by it with the Board prior to their issuance. For this a 
body corporate will 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). 
Where an application is received the board will 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 will have to give a notice 
along with the details of securities so allotted or sold to the Securities 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 
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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 will 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 will 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. 
Under section 34 (1) 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. 
Under section 34 (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. 

 
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 
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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). 
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. 
Under section 34 Everybody corporate issuing securities shall provide 
information on the following matters to the Board and its shareholders as 
soon as possible: 
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(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 

4.   What are the matters to be specified while giving application for 
license to carry securities dealing? 

 Answer:  
An institution which carries securities business is also a body 
corporate, which is to be registered under the Companies Act 
2063. According to Section 56 of the Securities Act it must obtain 
license from the Securities Board under the Securities Act 2063. 
Any institution desirous of carrying on dealing in securities has to 
make an application with the required documents and fees as 
prescribed.   

  Section 57 (2) of the securities Act enumerates the matters to be 
provided at the time of making an application to the board for carrying 
securities dealing business, which are as follows: 

i. Type of securities business and services to be provided; 
ii. If an agent is to be appointed to carry on securities business and if such 

business is to be carried on in collaboration with others, matters 
pertaining thereto; 

iii. In the case of those business persons, as prescribed, who are allowed 
to carry on business only upon obtaining a membership of a stock 
exchange, a recommendation letter of the concerned stock exchange;  
and 

iv. Grounds proving the ability to carry on the proposed securities business 
and such other information as may be specified by the board. 

 
Banks and Financial Institutions Act 2063 

 

1.  Auditing plays an important role in the management of the banking and 

financial institution as a part of the good corporate governance. Discuss 
how 
Provisions Relating to Auditing in case of Banks and Financial Institutions  
is to support this objective.  

 
Answer: 

Section 60 of the Banks and Financial Institutions Act (BAFIA) 2063 
prescribes the provision regarding the appointment of an auditor as follows 

1. The general meeting of a bank or financial institution should appoint an auditor. 

2. The general meeting should appoint an auditor from amongst the auditors included 

in the list of auditors approved by the Rastra Bank. However the general meeting 

should not appoint the same auditor for more than three consecutive times. 

3. While appointing an auditor from amongst the auditors included in the list o 

auditors approved by the Rastra Bank, the general meeting should appoint a 

chartered accountant in the case of licensed institution of Class “A” or “B”  or “C”, 
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and a chartered accountant or a registered auditor in the case of a licensed 

institution of class “D”. 

4. The Rastra Bank may, at any time, remove any auditor who fails to fulfill his or her 

duty from the list of auditors entitled to audit the accounts of licensed institutions. 

Accordingly Sec. 61 of the Act an auditor will not be eligible to be appointed 
as an auditor of a licensed institution and cease to hold the office of auditor 
in the following cases: 

1. A director of the licensed institution or his or her family member; 

2. An employee of the licensed institution; 

3. A person working as a partner of any director or employee of the licensed 

institution; 

4. A debtor of the licensed institution; 

5.  A person who has been punished in an offence relating to audit, and a period of 

five years has not been lapsed after he or she has served the punishment; 

6. A person who is insolvent; 

7. A person, firm, company or institution having subscribed one percent or more or 

the shares in the licensed institution; 

8. A person who has been punished by the court for a criminal offense involving moral 

turpitude, and period of five years has not lapsed after he or she has served the 

punishment; 

9. A person who has been punished by a court for an offense relating to corruption or 

cheating; 

10. A person who is not included in the list of auditors approved by the Rastra Bank. 

Section 165 of the Companies Act 2063 prescribes the functions, duties and 
powers of audit committed as follows: 

a. To review the accounts and financial statements of the company and ascertain 

the truth of the facts mentioned in such statements; 

b. To review the internal financial control system and the risk management system 

of the company; 

c. To supervise and review the internal auditing activity of the company; 

d.  To recommend the names of potential auditors for the appointment of the 

auditor of the company, fix the remuneration and terms and conditions of 

appoint of the auditor and present the same in the general meeting for the 

ratification thereof; 

e. To review and supervise as to whether the auditor of the company has observed 

such conduct, standards and directives determined by the competent body 

pursuant to the prevailing law as required to be observe in the course of doing 

auditing work; 

f. Based on the conduct, standard and directives determined by the competent 

body pursuant to the prevailing law, to formulate the policies required to be 
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observed by the company in respect of appointment and selection of the 

auditor; 

g. To prepare the accounts related policy of the ompany and enforce, or cause to 

be enforced the same; 

h. Where any regulatory body has provided for the long term audit report to be set 

out in the audit report of the company, to comply with the terms required to 

prepare such report; 

i. To perform such other terms as prescribed by the board of directors in respect 

of the accounts, financial management and audit of the company. 

The provision regarding the appointment of an auditor clearly shows that this 
provision has been made to control and regulate the banks and financial 
institutions management.  The provision of the appointment of an auditor only 
for three terms clearly indicates that the particular auditor should not be there 
for long time to avoid the probabilities of being influenced by the board. 
Accordingly it can assure that the account of that particular institution has 
been kept perfect way. In this respect, the functions and duties of the auditor 
plays an important role for the promotion of the concept of good corporate 
governance.   

2.   Nepal Rastra Bank, in the process of going through the examination and 

investigation, is in the opinion that the particular banking institution is not 

conducting its business in a proper way and not in a position to carry out its 

business properly. The Office formed the opinion to cancel the registration of that 

particular licensed institution. Explain the circumstance how the Rastra Bank can 

proceed to deregister the ban under the Banks and Financial Institutions Act 

2063. 

Sec. 35 of the Banks and Financial Institutions Act (BAFIA) 2063 prescribes 
the provision regarding deregistration of the Banking and Financial 
Institutions.  According to it, if any institutions having license under the Act to 
carry out financial transactions does anything in violation of the provisions of 
Nepal Rastra Bank Act 2058 or BAFIA or the rules and regulation made 
there under or fails to comply with the order and direction given by NRB  or 
fails to carry out the transactions in the interest of the depositors, NRB can 
cancel the license give for doing financial transaction by prescribing certain 
time or can suspend the transaction of such bank and financial institution 
fully or partially. 
Under Sub-Section 2 of the Section 35 of the Act, Nepal Rastra Bank may 
cancel the license obtained by a licensed institution to carry on the financial 
transactions pursuant to this Act for doing financial transactions by license 
holder bank and financial institution under following conditions: 

a. If the concerned bank and financial institution request for cancellation 

of license; 

b. If financial transaction is not commenced within six months after 

receiving license; 
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c. If no banking transaction is carried out continuously for more than a 

month continuously; 

d. If banking transaction is carried out in such a manner as to the 

contrary to the right and interest of the depositors; 

e. If any provisions of NRB Act 2058 or rules and regulation and bye-

laws framed  there under the Act is violated; 

f. If condition prescribed by NRB is violated; 

g. If it fails to comply with the order and directives issued by NRB; 

h. If it becomes insolvent;  

i. If the banks and financial institution is found to have obtained the 

license by submitting false details; 

j.  If the banks and financial institution licensed is amalgamated with 

another bank or financial institution. 

If a banks and financial institutions duly makes an application for the 
cancellation of   its license voluntarily to Nepal Rastra Bank, NRB have to 
give its decision within 45 days after the receipt of such notice. NRB will give 
its decision in writing with the reason for its order. If a decision is made to 
cancel a license pursuant to this provision, the Rastra Bank should publish a 
public notice thereof. A notice in writing of the decision will be provided to the 
concern institution. Where a decision is made to cancel a license as said 
above, the Rastra Bank should publish a public notice thereof.  

 

3 How does Nepal Rastra Bank mobilize Foreign Exchange Reserve? Explain it 
in the light of Nepal Rastra Bank Act, 2058.  

Answer:  
In pursuance to section 66 of the Nepal Rastra Bank (NRB) Act, 2058, NRB 
will mobilize Foreign Exchange Reserve in the following manner:  
(1) NRB will mobilize the foreign exchanges reserve. Such reserve will be 

denominated in the respective foreign exchange and such reserve will 
consist of the following assets:- 

(a) Gold and other precious metals held by or for the account of NRB; 
(b) Foreign currencies held by or for the account of NRB; 
(c) Foreign currencies held in the accounts of NRB on the books of a foreign 

central bank or other foreign banks;  
(d) Special drawing rights (SDR) held by NRB at the International Monetary 

Fund; 
(e) Bill of exchange, promissory note, certificate of deposit, bonds, and other 

debt instrument payable in convertible foreign currencies issued by any 
debtor or liability holder and held by NRB; 

(f) Any forward purchase or repurchase agreements of NRB concluded with 
or guaranteed by foreign central banks or public international financial 
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institutions, and any futures and option contracts of NRB providing for 
payment in freely convertible foreign currency. 

(2)  While selecting the assets referred to in Sub-section (1), due 
consideration should be given to NRB's capital and liquidity to 
maximize earnings. 

(3)   NRB will maintain international reserve at a level, which will be 
adequate for the execution of monitory and exchange rate policies and 
for the prompt settlement of the international transaction. 

(4)   If international reserves have declined or, in the opinion of Bank, are in 
danger of declining to such an extent as to jeopardize the execution of 
the monetary or exchange rate policies in the prompt settlement of the 
country's international transactions, NRB shall submit to Government 
of Nepal a report on the international reserves position and the causes 
which have led or may lead to such a decline, together with such 
recommendations as it considers necessary to remedy the situation. 

(5)   Until such time as, the situation referred in Sub-section (4) has been 
rectified, NRB will make further such report and recommendations to 
Government of Nepal. 

(6)    NRB will hold the foreign exchange reserve referred to in sub-section 
(1) in its balance sheet. 

 
 

4. Shree Laxmi, Siddhartha and Kastha Mandap , the three development 

banks of different locations are interested to merge each other to be a 

national level “A” class commercial bank in Nepal. However, all three are 

unaware of the concept of the merger and acquisition,  hence request you 

to suggest them the right procedure in this regard.  You as a 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;  

a. Valuation of the movable and immovable properties of, and actual 

details of assets and liabilities of, the merging licensed institution;  

b. A copy of the decision as to the employees of the merging licensed institution;  
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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 particulars of the decision made by it in relation to the 

merger of any licensed institution for the information of the general 

public.   

 
 

5.  Explain how the meeting of board of directors of a bank is 

conducted, decisions are made and minutes are prepared? 

 Answer: 
Section 23 of the Banks and Financial Institution Act, 2063 has explained the 
meeting of board of directors as follows: 
1. Meeting of Board of directors should be held for a minimum twelve times 

in a year; provided interval between two meetings should not be more 

than two months.  

2. Meeting should be called by chairman if one third of board of directors 

request for it in writing. This should be contrasted with the provision in 

the companies Act for other companies that a minimum of six meetings 

should be held in a year and the interval between the two meetings 

should not be more than three months. 
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3. The chairman will preside over the meeting of the board of directors. In 

the absence of chairman one person nominated by the majority of the 

board of directors shall preside over the meeting. 

4. No meeting of the board of directors will be held unless minimum 51 

percent of the number of members of the board of directors entitled to 

vote there are present.  

5. The Decision of a majority will be accepted in the meeting of the board of 

directors will be binding and in the event of tie votes or  votes are equal, 

the decisive (casting) vote can be given by the chairman. 

6. Director cannot participate in the meeting where proposal involving his 

personal interest is to be discussed. But what is considered as personal 

interest for this purpose is not clarified in the Act but the same is clarified 

in the code for directors and in the directive of the Nepal Rastra Bank. 

7. Minutes of the meeting to record the names of the directors present, the 

matters discussed and the decisions made at the meeting shall be kept in 

a separate register and the same shall be signed by all the directors 

present at the meeting. However if any directors is supposed to the 

decision made in the meeting or has different views on the matter, the 

same can be record in the minutes book. 

 
 Under the company Act, the majority of the directors present should sign 
the minutes but here all the directors present at the meeting shall sign the 
record of the minutes of the meeting. 

 
 
 
 

Insolvency Act 2063: 
 

 
1. What do you mean by Restructuring of a company. What are the process 

prescribed by the Insolvency Act 2063 when a company becomes insolvent 
due to financial difficulty?  
Answer: 

Reorganization or restructuring means the act of organizing a company 
in a different way, where a company may become insolvent due to 
financial difficulty. Restructuring means a process to be adopted under 
the insolvency Act 2063 in order to a company which may become 
insolvent because of financial difficulty (s.2 (e)) 
Where the court issues an order to restructure the company in pursuant 
to section 22(2), on the basis of report submitted by the investigation 
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office, certain procedures is adopted as accordance to the chapter 4 of 
the insolvency Act 2063. 

 
Procedures: 
1. Court order to the appointment of reorganization manager.   

According to the court order the reorganization office is appointed and, the 
office has to prepare a reorganization program as accordance to the law. 
2. Preparation of reorganization program (Sec. 23(2) 
Where the Court makes an order to restructure a company pursuant to Sub-
section (2) of Section 22, the restructuring manager has to prepare a 
restructuring scheme containing the 
Following matters of the company in writing. 
a) To capitalize the debt of the company and alter the capital structure ; 
(b) To pay the claims of creditors by selling any portion of the assets of the 
company; 
(c) To change the nature of claims of creditors of the company and issue 

securities for the same; 
(d) To get the creditors of the company to participate in capital investment by 

issuing shares in consideration for their claims; 
(e) To amalgamate the company with any other company; 
(f) To change the management of the company; or 
(g) To do any such other act which the Court considers appropriate to 

restructure the company. 
3. Procedures of reorganization of the company: 
 After the appointment of reorganization manager he prepares the program 

for this purpose. Then the manager starts to execute the procedures of 
reorganization. 
a. The reorganization manage has to call a meeting of the creditors as 

accordance to the provision of Sec 21 and to fulfill all the legal 
formalities within 15 days from the date of commencement of business 
and such notice shall be published in a daily newspaper of national 
circulation for at least two times; and such notice may also be put on 
the website.  . (Sec. 24). 

b. The meetings of the creditors called pursuant to  Sec. 21(3), discuss 
the details of the Reorganization program proposal presented by the 
manager and adopts a resolution: 
i. With or without amendment on the program proposal, 

acceptance or 
ii. Recommendation for the immediate liquidation of the company. 
If the court issues order approving the resolution of reorganization 
program, that will be implemented. 

c. The reorganization officer within the period of reorganization has to 
submit a report to the court accompanied by the transactions, assets, 
financial situation of the company and the reorganization program, if 
any amendment made.(Sec.25): 
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Where reorganization program is proposed in the report submitted by 
the manager, the following matters must be stated:  
i. Summary and analysis of the proposed program 
ii. Details of the effect likely to be caused by the implementation of 

the program to the creditors. 
iii. Details of the consideration and effect available to the creditors 

from the implementation of reorganization program in 
comparison to the immediate liquidation of the company. 

iv. Opinion and description accompanied by the finding in the report 
of the manager that the company would not be insolvent if the 
reorganization program was implemented. 
Thus, reorganization program proposal must contain following 
matters in the written form: 
i. All details and relevant in written form about the future 

program, 
ii. All details of the benefit to creditors by implementation of 

the program, 
iii. Details about the matter that proposal is not illegal and 

prohibited by law 
iv. Details to the consequences of implementation that 

company will be rescued from insolvency, and details 
about the costs between investigation and reorganization 
period as well as remuneration of manager and officer 

 
 
 
 
 
 
 
 
 
 
 
 

Money Laundering Act 2063  
 

1.  What activities are considered as money laundering offence under 
the Money Laundering Prevention Act, 2063?  What provision has 
been made for the prevention of money laundering activities under 
the Act?  

Answer:  

Principally an offence refers to an act done against the state. In 
other words it refers to do an act which has been forbidden by 
law or prohibited by the prevailing law of the nation. In this 
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context Government of Nepal has enacted an Act to prevention 
Laundering of criminally earned money (assets).  
  
Chapter-2 of the Act prescribes the provisions relating to 
offences under it.  
According to Sec 3.It has been prohibited to launder the assets 
personally or cause to launder assets. It clearly prescribes that 
any one committing acts in respect of laundering assets will be 
deemed to have committed offence as per this Act. 
Sec 4 of the Act prescribes the condition when it is considered 
as laundering of assets. According to it, assets will be supposed 
to have laundered in case anyone, directly or indirectly, earns 
from tax evasion or terrorist activities or invests in such activities 
or acquires, holds, possesses or utilizes assets by committing 
any or all offences committed under arms and ammunitions 
laws, foreign exchange regulation laws, Offences of murder, 
theft, cheating, forgery documents, counterfeiting, kidnap or 
abduction, drug control laws national park and wild animals 
conservation laws, human trafficking and transportation control 
laws, cooperatives laws, forest laws, corruption control laws, 
bank and financial institution laws, ancient monuments 
conversation laws, along with any other offence that the 
Government of Nepal has prescribed in Nepal Gazette. If assets 
are acquired, held or accumulated from the above said offence 
is possessed, held or used, utilized or consumed or committed 
any other act so as to present such assets as legally acquired or 
earned assets will be deemed as laundering of assets. It also 
includes an act as laundering of assets where it conceals 
sources of origin of such assets or assists any one to transform, 
conceal or transfer such assets with an objective of avoiding 
legal actions to the person having such assets. Sec. 4 of the Act 
further clarifies the concept of an offence under this Act.  

 

2. What activities are considered as money laundering offence under the 
Money Laundering Prevention Act, 2063?  What provision has been 
made for the Investigation and Inquiry under the Act?  

Answer:  
Principally an offence refers to an act done against the state. In other words 
it refers to do an act which has been forbidden by law or prohibited by the 
prevailing law of the nation. In this context Government of Nepal has enacted 
an Act relating to prevention of laundering of criminally earned money 
(assets).  

  
Chapter-2 of the Act prescribes the provisions relating to offences under it.  

www.auditnca.com

www.auditnca.com


 

Page | 126  

 

According to Sec 3.It has been prohibited to launder the assets personally or 
cause to launder assets. It clearly prescribes that any one committing acts in 
respect of laundering assets will be deemed to have committed offence as 
per this Act. 
Sec 4 of the Act prescribes the condition when it is considered as laundering 
of assets. According to it, assets will be supposed to have laundered in case 
anyone, directly or indirectly, earns from tax evasion or terrorist activities or 
invests in such activities or acquires, holds, possesses or utilizes assets by 
committing any or all offences committed under arms and ammunitions laws, 
foreign exchange regulation laws, Offences of murder, theft, cheating, 
forgery documents, counterfeiting, kidnap or abduction, drug control laws 
national park and wild animals conservation laws, human trafficking and 
transportation control laws, cooperatives laws, forest laws, corruption control 
laws, bank and financial institution laws, ancient monuments conversation 
laws, along with any other offence that the Government of Nepal has 
prescribed in Nepal Gazette. If assets are acquired, held or accumulated 
from the above said offence is possessed, held or used, utilized or 
consumed or committed any other act so as to present such assets as 
legally acquired or earned assets will be deemed as laundering of assets. It 
also includes an act as laundering of assets where it conceals sources of 
origin of such assets or assists any one to transform, conceal or transfer 
such assets with an objective of avoiding legal actions to the person having 
such assets. Sec. 4 of the Act further clarifies the concept of an offence 
under this Act.  

 
Chapter – 6 (Sec.13-29) of the Money Laundering Prevention Act, 2063 
prescribes Provision Relating to Investigation and Inquiry under the Act. 
Investigation and inquiry is a most important part in respect of fulfilling the 
objective of the  Money Laundering Prevention Act, 2063. It is the 
investigation process, by which it  becomes possible to bring an action 
against the culprits of assets by money laundering. According to this chapter 
it to follow the following process:  

 

1.  Complaint(Sec.13):  Any person, who has information regarding an offence 
under this Act, may submit a complaint, application, to the Department in 
written or oral form.  As per Sec. 14 the Department will conduct necessary 
investigation and inquiry After receiving the application or information 
regarding the offence, it proceeds for the investigation. 
In the course of investigation and inquiry, where there is risk of  

absconding or destroying the evidence or document, taking control of any 
document or asset by the person committing an offence, the Department 
may arrest the person involve in it, and may take control of such relevant 
evidences and assets at place where offence was committed or being 
committed. The Department may obtain opinion of government attorney in 
this respect. 

2. To Appoint or Designate Investigation Officer( Sec. 15): The Department may 
appoint or designate any officer of the Department or other officer as an 
investigation officer, in order to conduct investigation and inquiry of the 
offences under this Act and designate other staff as required. 
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3. Functions, Duties and Powers of the Investigation Officer (Sec. 16):  The 
functions, powers and duties of the investigation officer, appointed or 
designated will be as follows:- 
a) To take necessary action by arresting the offender (suspect) 
immediately, 
b) To conduct search or cause to conduct search operation of any office, 
residence, building, storage, vehicles or of any place in the course of 
investigation and inquiry, 
c) To exercise other powers vested to the Department. 
The investigation officer, while proceeding necessary action may keep the 
offender (suspect) on date, release him by obtaining bail or guarantee or 
keep under custody with the permission of the court if he/she fails to 
provide bail or guarantee. 
As per Sec. 17, the investigation officer may detain the person against 
whom proceedings have been initiated as per this Act, if there is risk of 
extinct or destroy any evidence or create obstacles or perverse effects in 
the proceedings of investigation and inquiry according to the prevailing 
law of the nation. While detaining the person committing an offence It 
must be obtained prior approval by fulfilling required legal formalities 
before the adjudicating officer. However, the detainee will not be 
exempted from making a petition for his release with reasons thereof. 

 
4. To Order for Freezing Assets (Sec. 18): The investigation officer may give order 

to the concerned entity to prevent any transfer, pledge, sale/disposal of the 
assets collected by offence for a time period fixed, if it is deemed transfer or 
conceal such assets. The Department may impose fine to the chief of the 
concerned entity, who fails to freeze the assets. 

5. Suspension of Account or Transactions (Sec. 19): The Department may issue an 
order, in the course of a inquiry and investigation of an offence under this Act, 
to prevent transactions or freeze bank account of a person transacting with a 
bank, financial institution or nonfinancial 
institution if any information is obtained that he/she has maintained 
transactions or account with such bank, financial institution. 
Provided that such transaction or account operated with a bank, financial 
institution, situated or person living abroad, the Department will make a 
request of freezing such transactions or account through a diplomatic 
channel. In pursuance to the Sec. 20, the investigation officer should keep 
the assets and documents seized in course of inquiry and investigation 
under this Act safe. 
The Department may demand support of any entities or public corporate 
bodies along with Nepal police in the course of conducting inquiry and 
investigation of offence under the Sec. 21 of this Act.  It will be the duty of 
the concerned entity or police officer to provide support where it is 
demanded. The Department, if it deems by the nature of offence under 
investigation and inquire, consult with the specialist belonging with an 
entity.  

 
6. Filing of a Case (Sec. 22):  If any one, whosoever, is deemed to have committed 

an offence under this Act from investigation and inquiry, the Department should 
write to the concerned government attorney for taking decision whether a case 
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is to be filed against him/her or not. Where the concerned government attorney 
decides to file a case, in response to writing, the Department will file the case 
with concerned court. 

 

7. Limitation (Sec.23): There will be no limitation to file a case relating to the 
offence under 
this Act. According to Sec, 24 of the Act, the Government of Nepal will be 
plaintiff in the case relating to an offences under this Act. 
Under Section 26 of the Act certain code of conduct regarding 
confidentiality  against the Investigation Officer or staff, or  person involved 
in the investigation and inquiry has been prescribe for not to violate 
confidentiality of any matter document that came to his notice in the course 
of investigation and inquiry. According to Sec 27 any official or staff of any 
bank, financial institution or civil servant will be deemed to be in automatic 
suspension for a period he/she is under custody as per this Act if violated 
the code of conduct prescribed.  

8. Assets Deemed to Have Gained by Laundering(Sec 28): In case assets of a person 
sued for an offence under this Act is found to be unnatural in comparison to the 
income source or financial condition or one is living a life unnaturally high in 
standard or proved to have donated, granted, gifted, provided loans, contribution 
or 
endowment more than his/her capacity, he/she is required to prove the 
source of 
earnings and in case he/she fails to prove so he/she shall be deemed to 
have earned 
such assets by committing offences under this Act. 

 
 

 
3. What activities are considered as money laundering offence under the 

Money Laundering Prevention Act, 2063?  What provision has been made 
for the Investigation and Inquiry under the Act?  

Answer:  
Chapter-2 of the Money Laundering Act 2063 prescribes the provisions 
relating to offences under it. According to Sec 3.It has been prohibited to 
launder the assets personally or cause to launder assets. It clearly 
prescribes that any one committing acts in respect of laundering assets will 
be deemed to have committed offence as per this Act. 
Sec 4 of the Act prescribes the condition when it is considered as laundering 
of assets. According to it, assets will be supposed to have laundered in case 
anyone, directly or indirectly, earns from tax evasion or terrorist activities or 
invests in such activities or acquires, holds, possesses or utilizes assets by 
committing any or all offences committed under arms and ammunitions laws, 
foreign exchange regulation laws, Offences of murder, theft, cheating, 
forgery documents, counterfeiting, kidnap or abduction, drug control laws 
national park and wild animals conservation laws, human trafficking and 
transportation control laws, cooperatives laws, forest laws, corruption control 
laws, bank and financial institution laws, ancient monuments conversation 
laws, along with any other offence that the Government of Nepal has 
prescribed in Nepal Gazette. If assets are acquired, held or accumulated 
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from the above said offence is possessed, held or used, utilized or 
consumed or committed any other act so as to present such assets as 
legally acquired or earned assets will be deemed as laundering of assets. It 
also includes an act as laundering of assets where it conceals sources of 
origin of such assets or assists any one to transform, conceal or transfer 
such assets with an objective of avoiding legal actions to the person having 
such assets. Sec. 4 of the Act further clarifies the concept of an offence 
under this Act.  

 
Chapter – 7 (Sec.30-33) of the Money Laundering Prevention Act, 2063 

prescribes Provision Relating to punishment under the Act. 
In pursuance to Sec 30 of the Act, anyone committing offence under the Act  
will be punished as follows, in accordance with the degree of offence 

committed:- 
a.  Fine equal to the amount involved in the offence or imprisonment from one year to 

four years or both punishments to any person or staff of a bank, financial institution 
or nonfinancial institution who has committed offence or in case such staff is not 
identified for the person working as a chief at the time of committal, 

(b) In case an office bearer, chief or staff of a bank, financial institution or non-
financial  institution or public servant has committed offence, ten percent 
more than the punishment mentioned in Clause (a). 
The person assisting or provoking to commit or causing to commit an offence 
under this Act shall be punished half of the punishment to be done to the 
offender. 
Sec 31. Of the Act also prescribes provision of imposing fines:  

a. There will be a fine of five hundred thousands rupees to a bank or financial 
institution and from twenty five thousands to one hundred thousands Rupees to a 
non-financial institution as per the degree of offence for the act of not submitting 
documents to the Financial Information Unit pursuant to Section 7 and Clause (a) of 
Section 10. 

b. The Financial Information Unit shall punish as said above and person not satisfied 
with the punishment may appeal to the Appellate Court within thirty five days of 
such punishment. 
Sec 32. Prescribes  Punishment for Concealing or Destroying Evidences: 
According to it, any person who commits the offence of concealing or 
destroying evidence related to acts deemed to be an offence under this Act 
shall be liable for the imprisonment from one month to 
three months or fine from fifty thousand rupees to one hundred thousands 

rupees 
fine or both in accordance with the degree of offence committed and person 
assisting for committing such act shall be punished half of such punishment. 
Sec 33. Of the Act prescribed Punishment for Creating Obstacles.  

According to it if any person creates obstacles in the proceedings of 
investigation and inquiry undertaken under this Act, the 

adjudicating officer may punish him/her with an imprisonment up to six 
months or 
a fine up to five thousand rupees or both based on the report of investigation 
Officer. 
Any assets obtained from an offence under this Act and assets accumulated 
thereof and assets utilized for committing such offence shall be confiscated 
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under Sec 34 of the Act. Where the  entitlement to assets has been 
transferred to someone else and an amount has been quoted in such act of 
transfer, the amount shall be dealt as per the deed with security (Kapali). 
Under Sec. 35, the Department may issue an order to the concerned office 
for not issuing new passport or to seize already issued passport if so 
required as per the circumstance, and degree of the offence. 

 
 
 
 

 
Public Procurement Act 2063 
 

1. The Public Procurement Act 2063 has been enacted to make the 
procedures, processes and decisions relating to public procurement much 
more open, transparent, and reliable. How far this Act objective has been 
tried to achieve under the Act. Explain with reference to the legal 
provisions as prescribed by the Act. 

Answer: 
It is rightly said that the Public Procurement Act 2063 has been enacted to 
make the procedures, processes and decisions relating to public procurement 
much more open, transparent, and reliable. Preamble  of the Act clearly 
states the objective of the Act. According to it, the Act is expedient to make 
legal provisions in order to make the 
procedures, processes and decisions relating to public procurement much 
more open, 
transparent, objective and reliable, obtain the maximum returns of public 
expenditures in an economical and rational manner by promoting competition, 
fairness, honesty, accountability and reliability in public procurement 
processes, and; ensure good governance by enhancing the managerial 
capacity of procurement of public entities in procuring, or causing to be 
procured, construction work and procuring goods, consultancy services and 
other services by such  entities and by ensuring the equal opportunity for 
producers, sellers, suppliers, construction entrepreneurs or service providers 
to participate in public procurement processes without any discrimination. 
As it is prescribed by the Preamble of the objective of the Act can be listed as 
follows: 

 to make the procedures, processes and decisions relating to public 
procurement much more open, transparent, and reliable 

 to obtain the maximum returns of public expenditures in an economical 
and rational manner 

 to  promote competition, fairness, honesty, accountability and reliability 
in public procurement processes 

 to ensure good governance 

 to enhance the managerial capacity of procurement of public entities in 
procuring, or causing to be procured,  
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 procurement of construction work and procuring goods, consultancy 
services and other services and other services by such  entities 

 and to ensure the equal opportunity for producers, sellers, suppliers, 
construction entrepreneurs or service providers to participate in public 
procurement processes without any discrimination. 
 
In this respect Sec 2(a) of the Act defines “Procurement” means as the 
acquisition of any goods, consultancy services or other services or 
carrying out or causing to be carried out any construction works, by a 
public entity pursuant to this Act;  
Accordingly section 2 (b) of the Act “Public Entity” has been defined 
and means the following entity:- 
(1)  Constitutional organ or body, Court, Ministry, Secretariat, 

Commission, Department of the Government of Nepal or any other 
Governmental Entity or Office there under, 

(2) Corporation, Company, Bank or Board owned or controlled fully or 
in majority by the Government of Nepal or Commission, Institute, 
Authority, Corporation, Academy, Board, Center, Council 
established at the public level or formed by the Government of 
Nepal under the laws in force and other corporate body of a similar 
nature, 

(3) University, College, Research Center, which is operated by the 
Government of Nepal or receives grants fully or in majority from 
the Government of Nepal, and other Academic or Educational 
Institution of a similar nature, 

(4) Local body, 
(5) Development Board formed under the Development Board 

Act,1956, 
(6) Body operated with loan or grant of the Government of Nepal, and 
(7) Other Bodies as specified by the Government of Nepal by 

publishing a notification in the Nepal Gazette, as a Public Entity; 
  

Accordingly section 2 (c) of the Act “Goods” has been defined as 
any kind of object, whether movable or immovable, and this term 
includes services incidental to the supply of such goods.  

2. The Public Procurement Act 2063 has been enacted to make the 
procedures, processes and decisions relating to public 
procurement much more open, transparent, and reliable. Discuss 
Provisions Relating to Responsibility for Procurement and 
Procurement Methods.  
Answer: 

Chapter-2 of the Act prescribes the Provisions Relating to 

Responsibility for Procurement and Procurement Methods.  
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Under Sec 4. A Public Entity will have to prepare a specifications, 
plan, drawing, design, special requirement or other descriptions 
pertaining thereto  prior to procuring goods, construction works or 
services, 
The description as referred  above will have to be prepared on the 
basis of relevant objective technical and quality characteristics and 
functions of such goods, construction works or services. 
(3) In preparing the description it unless it is required to mention,  
the characteristics of the goods, construction works or services, like 
a particular brand, trademark, name, patent, design, type, origin or 
producer‟s name cannot be mentioned to avoid competition. 
Provided that where there is no other way than such mentioning, a 
particular brand, trademark, name, patent, design, type, origin or 

producer‟s 
name will be mentioned and the words “equivalent to” shall be 

mentioned 
thereafter. 
Under Sec. 5 of the Act. A Public Entity will have to prepare a cost 
estimate as prescribed for any procurement whatsoever except for 
any procurement valuing 
up to twenty five thousand rupees. 
Under Sec 6  A Public Entity will, in making procurement valued at 
an amount in excess of the prescribed limit, have to prepare a 
master procurement plan and annual procurement plan, as 
prescribed. 
Sec 7. Of the Act prescribes the Responsibility Towards 
Procurement Activities: According to it the chief of the concerned 
Public Entity will be responsible for preparing a procurement plan 
and carrying out or causing to be carried out all other activities 
relating to procurement to be made by fulfilling the procedures 
referred to in this Act. A Public Entity will, in carrying out 
procurement related activity carry out so through an employee who 
has the qualification prescribed by the Public Procurement 
Monitoring Office and has knowledge or training on procurement 
business. For this a Public Entity sh0uld establish a procurement 
unit or assign the responsibilities thereof in order to carry out the 
following acts: 
(a) Preparing a procurement plan, 
(b) Preparing prequalification documents, bidding documents and 
procurement contract related documents by making necessary 
amendments in the standard bidding documents, standard 
prequalification documents and standard procurement contract 
documents prepared by the Public Procurement Monitoring 
Office,  
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(c) Preparing documents relating to proposals for consultancy 
services  

(d) Publicly publishing the procurement notice, 
(e) Issuing pre-qualification documents, bidding documents or 
forwarding documents relating to proposals for consultancy service, 
(f) Receiving and safely keeping pre-qualification proposals, bids or 
consultancy service proposals, 
(g) Submitting the pre-qualification proposals, bids or consultancy 
service proposals to the evaluation committee for evaluation and 
submit the evaluated bids for acceptance, 
(h) Notifying the acceptance of the pre-qualification proposals,bids 
or consultancy service proposals, 
(i) Obtaining, examining and safely keeping the performance 

guarantee, 
(j) Examining, or causing to be examined, the quality standards of 
the goods, construction works or services that have been procured, 
(k) Making available the information and documents asked for by 
the Public Procurement Monitoring Office, and 
(l) Performing other functions as may be prescribed. 
 
 

3. The Public Procurement Act 2063 has been enacted to make the 
procedures, processes and decisions relating to public 
procurement much more open, transparent, and reliable. Discuss 
the provisions relating to  monitoring of procurement activities  by 
which the public procurement of an entity?  
Answer: 
 

 
Merely making the legal provisions regarding the public procurement to 
make the procedures, processes and decisions relating to public 
procurement much more open, transparent, and reliable will not be 
effective unless and until the monitoring activities of the concern 
authority is active and effective.  
 
Chapter-9 of the Act prescribes the Provision Relating to Monitoring of 
Procurement Activities the Act. Under Sec 64 of the Act A Public 
Procurement 
Monitoring Office under the Office of the Prime Minister and Council of 
Ministers will have to be established in order to monitor procurement 
activities, the chief of the office will be an employee of the gazetted 
special class of the civil service of Government of Nepal. 
Under Sec. 65 of the Act, the functions, duties and powers of Public 
Procurement Monitoring Office will be as follows:- 
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(a) To make recommendation to the government of Nepal for reform in 
the procurement policy or laws in force, 

(b) To issue technical guidelines and manuals required for 
implementing this Act, 

(c) To prepare standard model of the standard bidding documents, 
prequalification documents, procurement contract document and 
documents relating to proposal to be used by a Public Entity to 
conduct procurement proceedings, 

(d) To collect statistics of procurement proceedings to be operated or 
operated by a Public Entity and to monitor or to make or cause to 
be made technical auditing of whether or not such proceedings are 
conducted in compliance with this Act or 
Regulations or manual, made there under. 

(e) If the Public Entity seeks opinion, advice about a matter as 
referred to in this Act or Regulations, Manuals made there under, to 
provide opinion, advice, 

(f) To establish and operate procurement website, 
(g) To publish a bulletin in order to have made public this Act and the 

Regulations, Manuals, Technical Notes made there under and 
public procurement related writings, article, material and similar 
other matters, 

(h) To prepare procedures required for coordination in the 
procurement proceedings and submit to the Government of Nepal 
for approval, 

(i) To make arrangements for regular training program for the bidder 
or the employee involved or to be involved in procurement 
proceedings, 

(j) To make necessary criteria of exclusion from the blacklist under 
Section 63 and exclude from such blacklist as per such criteria, 

(k) To review, appraise construction works, supply, consultancy 
service, and other services system in order to make the 
procurement system effective, and to solicit regularly suggestion 
from customers or international organization and other foreign 
bodies as per necessity, 

(l) To prepare plan of domestic or foreign assistance required to 
systematize and reform procurement system and to act as the 
central body for coordinating such assistance, 

(m) To submit the annual report of the procurement proceedings to 
the Government of Nepal, and 

(n) To do other prescribed functions. 
 
However the Public Procurement Monitoring Office shall not involve in 
any manner in the procurement proceedings, except the procurement 
proceedings of its office, of 
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other public entities nor shall resolve any dispute arisen in respect 
thereof. 

 
 
 
 

Labour Act 2048 

 
 

 
Workers Participation in Management 

Concept of Workers participation in Management has been developed as a tool for the 
harmonious industrial relation backed by the concept of industrial democracy. How far 
this concept has been incorporated by the Labour Act 2048. 

   Workers Participation in Management is a system of communication and 
consultation, either formal or informal, by which employees of an organization are 
kept informed about the affairs of the undertaking and through which they express 
their opinion and contribute to management in decisions making process.  

• Workers‟ participation in management is an essential ingredient of industrial 

democracy.  The concept of workers‟ participation in management is based on 

human relations approach to management which brought about a new set of 

values to labour and management  

• It is distribution of social power in industry so that it tends to be shared among all 

who are engaged in the work rather than concentrated in the hands of minority. 

• Thinkers like Comte and Owen advocated the participation of workers in 

management for achieving distributive social justice. 

• Traditionally the concept of Workers‟ Participation in Management (WPM) refers 

to participation of non- managerial employees in the decision-making process of 

the organization.   

• Workers‟ participation in management implies mental and emotional involvement 

of workers in the management of Enterprise.  It is considered as a mechanism 

where workers have a say  in the decision-making.  

Features of WPM:   
• Participation means mental and emotional involvement rather than mere physical 

presence.  

•  Workers participate in management not as individuals but collectively as a group 

through their representatives.  

•  Workers‟ participation in management may be formal or informal.  

• In both the cases it is a system of communication and consultation whereby 

employees express their opinions and contribute to managerial decisions.  
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Objective of  WPM:  
According to Gosep, workers‟ participation may be viewed as:  

• An instrument for increasing the efficiency of enterprises and establishing 

harmonious relations;  

• A device for developing social education for promoting solidarity among workers 

and for  tapping human talents;  

• A means for achieving industrial peace and harmony which leads to higher 

productivity and increased production;  

• A humanitarian act, elevating the status of a worker in the society;  

• An ideological way of developing self-management and promoting industrial 

democracy 

• To establish Industrial Democracy.  

•  To build the most dynamic Human Resources.  

•   To satisfy the workers‟ social and esteem needs.  

•  To strengthen labour-management co-operation and thus maintain Industrial 

peace and harmony.   

• To promote increased productivity for the advantage of the organization, workers 

and the society at large.  

•  Its psychological objective is to secure full recognition of the workers.  

Mode of Worker's Participation in Management 
• Participation at the Board 

• Participation through Ownership 

• Participation through Complete Control 

• Participation through Staff and Works Councils 

• Participation through Joint Councils and Committees 

• Participation through Collective Bargaining–  

Importance 
• Unique motivational power and a great psychological value.  

• Peace and harmony between workers and management.  

• Workers get to see how their actions would contribute to the overall growth of the 

company.  
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• They tend to view the decisions as `their own‟ and are more enthusiastic in their 

implementation.  

• Participation makes them more responsible.  

• They become more willing to take initiative and come out with cost-saving 

suggestions and 

• Growth-oriented ideas .  

Provision in Nepal: 
• There are four ways where Worker are seen Participating in Management of 

the Company in Nepal specially in Nepalese industries under Labour Act 

1992 are as follows:  

•  Collective Bargaining Section 74, 75 and 79 

• Labor Relation Committee Section 63 

• Minimum Wages Fixation Committee Section 21 

• Central Labor Advisory Committee Section 62  

Collective Bargain Section 74 
• With the enactment of Labour Act 1992 and Trade Union Act,  2993 the basic 

legal requirements for entering into collective bargaining 2063 guarantee 

freedom of association. Trade Union Act, 1993 provides for the registration and 

recognition of Trade Union at plant level. Same Act provides that an authorized 

trade union is eligible to undertake collective bargaining with the employer. Sec. 

74, 75 and 79 of the Labour Act 192 are particularly relevant for collective 

bargaining process. Sec. 74 lays down the process of settling collective disputes. 

Sec 75 limijts items to be collectively demanded  and finally Sect 79 set down the 

rules for implementing  the collective agreements. Under this process the 

authorized union i.e. fifty one percent of the workers can submit their collective 

demands to the management, such demands have to be settled either by the 

management through bipartite negotiation or if not through the intervention by the 

Labour Office. If it cannot be settled the, the dispute will be settled through an 

arbitrator, unanimously appointed by worker and management. If fails to 

appointing arbitrator unanimously the disputes will be referred to tripartite 

committee and dispute is to be settled within 15 days.  An agreement arrived 

through collective bargaining is binding and enforceable as law and is valid for 

next two years for both parties. To make it more attractive, Nepal has adopted 

the principles concerning collective bargaining laid down by the ILO by ratifying 

the ILO convention No. 98 of 1949 concerning “The Right to Organise and 

Collective Bargaining”. However such settlement is permissible only in the  plant 

level . So the legal provision regarding the collective is inadequate for the 

national level collective bargaining. 
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So upon receiving claim, dialogue by management need to be initiated. If not 
resolved, the dispute shall be resolved by Labor office. If not resolved, then it 
may be referred to mediator. 

Labor Relation Committee Section  63 
The Proprietor should constitute a Labour Relation Committee in each Enterprise 
in order to create amicable harmonious atmosphere between the workers or 
employees and the management for whole workers of the establishment. The 
main object behind it is to develop healthy labour or industrial relation on the 
basis of mutual participation and co-ordination. The method of composition of the 
Committee pursuant to Sub-section(2)  depends upon the size of the 
establishment. The committee can have,  minimum membership of four to the 
maximum of twenty members. The tenure of  the committee is of two years.  One 
of the distinct features of Labour Relation Committee is that the position of the 
Chairman, Joint Secretary and that of the Treasurer are to be occupied by the 
management representative and Vice Chairman, Secretary are to be occupied by 
the representative from employees. This gives a feeling of management having a 
upper hand in the functioning of the committee. 
The basic duties and function of the Committee have been spelt out in the 
Labour Regulation 1993. These include:  matters related to improvement of 
quality production, operation of  the various funds like welfare fund, 
accommodation fund and provident fund, welfare activities, determination of 
public holidays as negotiated in the collective bargaining agreement.  

Minimum Remunercation/ Wage Fixation committee 
Government of Nepal may fix the minimum remuneration, dearness allowances 
and facilities of workers or employees or Enterprises on the recommendation of 
the Minimum Remuneration Fixation Committee and the notification on rates so 
fixed shall be published in the Nepal Gazette. Sec. 21 of the Labour Act, 1992 
and Labour Rules 9 and 10 prescribes a provision to form a Minimum Wage 
Fixation Committee at national level. It consists equal number of representatives 
from three industrial relation actors i.e. employees, management and 
government. Minimum wage fixation committee deals with matters relating to 
minimum wage fixation or  the minimum remuneration, dearness allowances and 
facilities, which constitute a  

Central Labor Advisory Board Sec 62 
• Government of Nepal may constitute a Central Labour Advisory Board consisting 

of representatives from workers or employees, Proprietors and Government of 

Nepal to receive necessary opinion and advice in relation to formulating policies 

and drafting of laws with regards to labour. Sec. 62 of Lsbour Act, 1992 and 

Labour Rules 45 and 46 prescribes for the setting up of a Central Labour 

Advisory Commmittee. The duty of the CLAC is to recommend and advice 

matters relating to labour policies and labour legislation. The Act prescribes for 

the equal number of representative from trade union and management in this 

committee along with  government authorities which includes Labour Minister, 

Secretaries of Labour, Tourism, Transport, Agriculture, and Ministry of  Industry.  

Reasons for failure of Workers participation Movement in Nepal : 
•  Employers resist the participation of workers in decision-making. This is because 

they feel that workers are not competent enough to take decisions.   
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• Workers‟ representatives who participate in  management have to perform the 

dual roles of workers‟ spokesman and a co-manager. Very few representatives 

are competent enough to assume the two incompatible roles. 

•  Generally Trade Unions‟ leaders who represent workers are also active 

members of various political parties. While participating in management they tend 

to give priority to political interests rather than the workers‟ cause. 

• The focus has always been on participation at the higher levels, lower levels 

have never been allowed to participate much in the decision-making in the 

organizations.  

• The unwillingness of the employer to share powers with the workers‟ 

representatives .  

Measures for making Participation effective:  
• Employer should adopt a progressive outlook. They should consider the industry 

as a joint Endeavour in which workers have an equal say. 

•  Workers should be provided and enlightened about the benefits of their 

participation in the management.  

•  Employers and workers should agree on the objectives of the industry. They 

should recognize and respect the rights of each other.   

•  Workers and their representatives should be provided education and training in 

the philosophy and process of participative management.  

• Workers should be made aware of the benefits of participative management.  

• There should be effective communication between workers and management 

and effective consultation of workers by the management in decisions that have 

an impact on them. 

•   Participation should be a continuous process. To begin with, participation 

should start at the operating level of management.  

• A mutual co-operation and commitment to participation must be developed by 

both management and labour.  

 
 
 
 

For Short notes: 
a. Collective Bargaining  
b. Labor Relation Committee Section  63 
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Collective Bargaining  
 
With the enactment of Labour Act 1992 and Trade Union Act,  2993 the basic legal 
requirements for entering into collective bargaining 2063 guarantee freedom of 
association. Trade Union Act, 1993 provides for the registration and recognition of 
Trade Union at plant level. Same Act provides that an authorized trade union is 
eligible to undertake collective bargaining with the employer. Sec. 74, 75 and 79 of 
the Labour Act 192 are particularly relevant for collective bargaining process. Sec. 
74 lays down the process of settling collective disputes. Sec 75 limijts items to be 
collectively demanded  and finally Sect 79 set down the rules for implementing  the 
collective agreements. Under this process the authorized union i.e. fifty one 
percent of the workers can submit their collective demands to the management, 
such demands have to be settled either by the management through bipartite 
negotiation or if not through the intervention by the Labour Office. If it cannot be 
settled the, the dispute will be settled through an arbitrator, unanimously appointed 
by worker and management. If fails to appointing arbitrator unanimously the 
disputes will be referred to tripartite committee and dispute is to be settled within 
15 days.  An agreement arrived through collective bargaining is binding and 
enforceable as law and is valid for next two years for both parties. To make it more 
attractive, Nepal has adopted the principles concerning collective bargaining laid 
down by the ILO by ratifying the ILO convention No. 98 of 1949 concerning “The 
Right to Organise and Collective Bargaining”. However such settlement is 
permissible only in the  plant level . So the legal provision regarding the collective 
is inadequate for the national level collective bargaining. 
Although law has prescribed collective bargaining system as a tools of dispute 
settlement mechanism at the plant level of industrial establishment, it is not so 
effective. Firstly there is not an authentic Trade Union to lead the team of 
bargaining. Secondly workers are not so competent to sit together with the 
employer during the bargaining process. They cannot put their voice openly as 
possibilities of threat to job from the employer side. Thirdly workers are not familiar 
with the legal knowledge and legal provision regarding industrial laws as well as 
their legal rights in respect of participating in the bargaining process with 
management.  

 
 

 
 

Labor Relation Committee Section  63 
The Proprietor should constitute a Labour Relation Committee in each Enterprise 
in order to create amicable harmonious atmosphere between the workers or 
employees and the management for whole workers of the establishment. The 
main object behind it is to develop healthy labour or industrial relation on the 
basis of mutual participation and co-ordination. The method of composition of the 
Committee pursuant to Sub-section(2)  depends upon the size of the 
establishment. The committee can have,  minimum membership of four to the 
maximum of twenty members. The tenure of  the committee is of two years.  One 
of the distinct features of Labour Relation Committee is that the position of the 
Chairman, Joint Secretary and that of the Treasurer are to be occupied by the 
management representative and Vice Chairman, Secretary are to be occupied by 
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the representative from employees. This gives a feeling of management having a 
upper hand in the functioning of the committee. 
The basic duties and function of the Committee have been spelt out in the 
Labour Regulation 1993. These include:  matters related to improvement of 
quality production, operation of  the various funds like welfare fund, 
accommodation fund and provident fund, welfare activities, determination of 
public holidays as negotiated in the collective bargaining agreement.  

 

 
Cost Management 

Decision Making 
(1) A Company Ltd. is producing a component called „ASA‟. Estimated costs are: 

                                                                    Fixed Cost per year                  Variable Cost per 
„ASA(Rs „000)                          

Production 32,000 3,600 

Distribution 2,000 200 

 

Direct labour costs are 40% of the variable production costs. In production department 
machining and assembling of „ASA‟, 90 men work 8 hours per day for 300 days in a 
year. Each worker can machine and assemble 1 „ASA‟ per uninterrupted 180 minutes 
time frame. In each 8 hours working day, 20 minutes are allowed for coffee-break, 30 
minutes on an average for training and 22 minutes for supervisory instructions. Besides 
10% of each day is booked as idle time to cover checking in and checking out changing 
operations, getting materials and other miscellaneous matters. 

A Company Ltd. has been facing industrial relations problem as the workers of company 
have a very strong union. Company is faced with the possibility of a strike by direct 
production workers engaged on the assembly of „ASA‟. The trade union is demanding an 
increase of 15%, back-dated from the beginning of financial year, but the company 
expects that if a strike does take place, it will last 25 Days after which the union will 
settle for an increase of 10% similarly back-dated. The Only product of the company is 
being sold at Rs 6,000. 
If the strike takes place, sales of 1,300 „ASA‟ would be lost. The balance that would 
ordinarily have been produced during the strike period could, however be sold, but these 
„ASA‟ would have to be made up in overtime working which would be at an efficiency 
rate of 90% of normal. This would entail additional fixed cost Rs 100,000 and wage 
payments at time and one-half. 
(Required: Give necessary advice to the management to allow the strike to go ahead or 
to accept the union‟s demand) 
Solution:  
Alternative-1 with No Strike: (Refer W.N. -2 ,3 ) 

Cost of settlement is 15% Increase i.e. Rs 216 per unit = 54,000 units × Rs216 

Annual Cost of Settlement                                                 = Rs 11‟664‟000 

Alternative 2 i.e. If strike Goes Ahead: (Refer W.N. – 1, 2,3) 

Extra Cost (Rs) 

Annual Incremental Labour Cost (Ex. Strike Days Production) 
[{54,000 units – (25 days × 180 units per Day)}× Rs144.00] 

71,28,000 

Loss of Contribution due to loss of sales [1,300 units × Rs2,200] 28,60,000 

Incremental Labour cost for Balance 3,200 units 4,60,800 
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