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1. Answer the following questions: (5×4=20) 

Siddhartha Incorporates Ltd., a public company wanted to convert itself into a private 

company. Siddhartha appointed you as a corporate consultant to provide it legal 

consultation in this matter. Now, advise Siddhartha Incorporate Ltd. on the following 

issues: 
 

a) Whether Siddhartha Incorporates Ltd. conversion into a private company is 

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

possible? 

b) What legal requirements Siddhartha Incorporates Ltd. has to fulfill for such 

conversion? 

c) After conversion into private company what will be the legal change in its name? 

d) What happens to the assets and liabilities of Siddhartha Incorporates Ltd. after its 

conversion into a private company? 

e) After conversion into a private company, is it legally possible for Siddhartha 

Incorporates to convert again into a public company? 

Answer No.1 
a) Conversion of Siddhartha Incorporates, a public company into a private company 

is legally possible under section 14 of the Companies Act, 2006 as under in the 

following circumstances: 

a. If the number of shareholders of this public company becomes less than seven, 

b. If the public company fails to maintain its paid-up capital under Section 11 of this 

Act or the paid-up capital as referred to in Section 11 is not maintained because of 

reduction in capital pursuant to Section 57 of this Act.  

b) Siddhartha Incorporeities, the public has to fulfill the following requirements of sections 

14(2), (3) and (4) of the Companies Act, 2006: 

In the event of occurrence of a circumstance as above, this public company shall make 

necessary amendments to its memorandum of association and articles of association and 

convert it into a private company within six months. 

(3) This public company shall make an application, accompanied by copies of the 

memorandum of association and articles of association amended and the prescribed fees, 

to the Company Registrar's Office (Office) for being converted into a private company, 

within thirty days after the making of such amendment. 

(4) On receipt of an application, the Office shall mention in the company register the 

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

conversion certificate, as prescribed, within sixty days. 

 

c) A private company shall add the words “private limited’’ to its name as the last words.[4] 

 

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

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

company to be so converted shall devolve on the successor private company. 
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e) Yes, it is legally possible to convert it again into a public company provided it fulfills the 

legal requirements of section 13 of the Companies Act, 2006. 

 

2. Answer the following questions: (2×5=10) 

a) Briefly explain the rights and duties of the Accounting Standards Board and 

Auditing Standards Board as per Nepal Chartered Accountants Act, 2053. 
 

b) ICAN received a registered letter containing a complaint against Mr. Dinne Rai, 

a member of ICAN that he conducts audit in partnership with a person who has 

not obtained a certificate of practice, which is a prohibited under the Act. How 

and what action the Council of ICAN can take against Mr. Dinne Rai for not 

upholding the code of conduct under Nepal Chartered Accountants Act, 2053? 

Answer No.2 

 

a) As per section 15B the functions, duties and powers of the Accounting Standards Board 

shall be as follows: 

(a) To provide for accounting standards, also based on international accounting standards, 

in order to systematize and regulate the accountancy and financial reports; 

 (b) To prepare appropriate modalities in order to develop accounting standards and 

publish materials relating to accounting standards; 

(c) To amend, improve and revise accounting standards; 

(d) To interpret accounting standards; 

(e) To perform other acts relating to accounting standards. 

 

 

 

    As per section 15E the functions, duties and powers of the Standards on Auditing Board 

shall be as follows: 

 (a) To provide for standards on auditing, also based on international standards on 

auditing, in order to systematize and regulate the accountancy and financial reports; 

(b) To prepare appropriate modalities in order to develop standards on auditing and 

publish materials relating to standards on auditing; 

(c) To amend, improve and revise standards on auditing; 

(d) To interpret standards on auditing; 

(e) To perform other acts relating to standards on auditing. 

 

 
b) Pursuant to section 35 of Nepal Chartered Accountants Act, 1997 where a member having 

obtained the professional certificate does not observe the conduct set forth in this Act or the 

Rules framed under this Act or such member violates this Act or the Rules framed under this 

Act, the concerned person may make a complaint to ICAN Council against such member Dinne 

Rai under this provision. 

Where there is a reason to believe that the member Dinne Rai having obtained the professional 

certificate has not observed the conduct required to be observed, the Secretary of ICAN, shall 

submit a motion, accompanied by the available fact, to the Council of ICAN for taking action 

against him. 

The Council of ICAN thereupon refers this case to the Disciplinary Committee of ICAN for 

investigation under sections 11(k) and 14 of this Act. The Disciplinary Committee shall exercise 

its authority similar to a judicial court while investigating evidences and witnesses under section 

14(4) of this Act.  

The Disciplinary committee shall make recommendation, along with its opinion and finding, to 

the Council for taking necessary action against him if found guilty from its investigation, and 
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the Council may, in view of such recommendation, impose any of the following penalties on 

Dinne Rai, according to the gravity of the offence committed under section 34(2) of this Act: 

(a) Reprimanding; 

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

(c) Prohibiting from carrying on the accounting profession for any specific period; 

(d) Canceling the professional certificate or membership. 

Before imposing the penalty, the Council shall provide a reasonable opportunity to the 

concerned member to defend himself. Dinne Rai may, if he is not satisfied with the decision 

may appeal to the Court of Appeal pursuant to section 14(8) of this Act. 

 

 
3. Answer the following questions: (2×5=10) 

a) Dahal Ltd. has not sent any reports to the Registrar of Companies for long 

including the change of the registered office address. The Registrar issued a 

public notice in a newspaper with wide circulation intending to cancel the name 

from the roster but the company could not reply it because the notice was 

published on "Nepal Banda" and the newspaper could not be delivered to the 

company. After 3 years of cancellation, the company management came to know 

that the company was already cancelled. What will be the impact of the 

transaction done during the period? Can it be revived? Discuss. 

b) 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 No.3 

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

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

deregistration in one case only. If the Registrar issued a notice having a reply period of 2 

months intending to deregister the company but not replied by it or the Registrar is not 

satisfied with replies Registrar can deregister the company. In the given case ROC has 

sent the notice but the registered office has shifted from there where it was registered. 

The public notices were issued but the management was unaware of it and the ROC 

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

years.  

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

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

this favour. If the court decides so, all the transactions were deemed as done by a normal 

company and valid for law. The legal status of the company shall be deemed as perpetual 

within the period of deregistration as a normal company.   

 

 

b) The body corporate will issue its securities under the Act as follows:  

Under section 27(1) a body corporate shall have to register securities to be issued by it 

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

application in the prescribed format, accompanied by its memorandum of association, 

articles of association, documents related with such securities, and the prescribed fees, to 

the Board for registering securities pursuant to Sub-section (1). 

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. 
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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: 

(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. Answer the following questions: (2×5=10) 

a) What are the provisions in the Bank and Financial Institutions Act, 2063 for a 

ban on the payment of dividends to the shareholders based on the capital 

structure?  

b) Kathmandu Pashmina Udyog is in operation with 495 Nepalese workers. Mr. 

Ram Prasad Kafle, the manager thinks the business of the Udyog would be more 

successful, if he recruited certain foreign national in the post of knitting master 

and dying workers. Do you think Mr. Ram Prasad Kafle can appoint foreign 

nationals in his Udyog?  

Answer No.4 
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a) Nepal Rasta Bank can issue directives to the banks regarding capital structure to be 

maintained .So long as the banks do not comply with the directives issued regarding the 

paid up capital, issued capital and authorized capital. No dividends be distributed. 

So long as the general reserves do not become double of paid up capital, 20% of the net 

profit be credited to the general reserves fund. The conditions for the provisioning against 

doubtful debts and also for foreign exchange loss are to be complied with.  

Also without writing off the past losses, the preliminary expenses, compliance with 

different funds as specified to be maintained, and also without fully distributing public 

issue of shares as agreed upon, dividend to the shareholders be not distributed, For 

distribution of dividends also prior approval of NRB is essential.  

 

b) Section 22 of the Industrial Enterprises Act 1992 prescribes that industrial manpower 

required for any industry should have to be recruited from among Nepali citizens. The 

Act permits only national human resources required for any industry and not foreign 

nationals. Similarly, section 4A of the Labour Act 1992 also prescribes the provision 

regarding prohibition of engaging Non-Nepalese citizens at work. According to it non-

Nepalese citizens should not be permitted to be engaged at work in any of the posts in the 

establishment. Labour Act also prescribes the procedure of selection and appointment of 

an employee in the industrial establishment. Under section 4 of the Labour Act 1992 

where it is required to appoint a worker or employee in any post classified in the 

establishment, the manager should advertise in order to select such a worker or employee 

and worker or employee so selected shall have to be provided with appointment letter and 

be engaged at work.  

In the given issue, first the udyog management should try to employ among Nepalese 

only by advertising the recruitment notice in the national level public newspaper and 

journals.  If a Nepalese citizen could not be available for any skilled technical post even 

after publishing an advertisement in national level public newspaper and journals, the 

manager may appoint foreign national by obtaining prior approval of the concerned 

authority. So proviso clause to Section 4A of Labour Act 1992 permits to recruit foreign 

national in certain cases. According to it if any industry cannot be operated without 

person living outside his own country expatriate manpower, foreign national may be 

appointed in such industry with the prior approval of the Department of Labour for 

maximum period of five years. If a person so appointed happens to be a technician of a 

special category but not available within Nepal, such person may, with the approval of 

the Department of Labour, be appointed for up to an additional period of five years. 

Therefore the proviso clause of the Act prescribes provision allowing appointment of 

non-Nepalese in certain circumstances. According to it if a Nepalese citizen could not be 

available for any skilled technical post even after publishing an advertisement in national 

level public newspapers and journals, the manager of the establishment may submit an 

application to the Department of Labour along with the evidence of such fact for the 

approval to appoint a non-Nepalese citizen. In such case the Department of Labour after 

conducting an inquiry regarding non-available for the skilled technical post as mentioned 

in the application, may, on the recommendation of the Labour Office grant approval to 

engage a non-Nepalese citizen at work for a maximum period of five years not exceeding 

two years at a time and, in the specialized kind of skilled technical post, for a period upto 

seven years. Knitting master workers being skilled and technical post, may be permissible 

to appoint by the Udyog by obtaining approval from Department of Labour and dying is 

simple job which does not require special skill so may not be a valid appointment. 

However, the validity is backed by the evidence of non-availability of the required skilled 

technical manpower among national people. 

 

 
5. Answer the following questions: (3×5=15) 

a) Point out the basic opportunities for Nepal from the membership of WTO.  
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b) How does the Secured Transaction Act, 2063 protect the interest of creditors in 

the security?   

c) Bhrikuti Cooperative Society Ltd., decided to write off a loan of Rs. 2 Lakhs due 

for long and the loanee was not traceable for over 10 years with a simple majority 

of the total number of shareholders. Decide if the decision is valid.  

Answer No.5 

a)  WTO membership allows all countries including Nepal to design development 

strategies and trade policies in a more predictable and stable trading environment. 

It offers an expansion of trading opportunities because of low tariffs and 

elimination of non-tariff barriers in member states. The multilateral discipline of 

greater stringency ensures a more secure and predictable trading environment and 

provides more certainty in trade relations. Moreover, improved transparency in 

trade policies and practices of trading partners enhances the security of such 

relations. Nepal would also have access to the WTO dispute settlement 

mechanism to defend its trade interests. Not the least, membership provides an 

instrument to advance the trade and economic interests through effective 

participation in the WTO multilateral trade negotiations. The specific 

disadvantages of non-membership are the portrayal of an adverse image, 

particularly of potential investors, of remaining outside the system. Followings 

are the basic opportunities for Nepal from the WTO memberships:- 

(i) Locking in the Liberalization Process: 

 WTO membership would help to lock in the ongoing liberalization process and increase 

the credibility of initial reform. 

(ii) Market Access: 

 The most visible achievement of the Uruguay Round was the commitment on market 

access through reduction in tariffs and elimination of WTO inconsistent non-tariff 

measures and their bindings, which Nepal may use.  

(iii)Freedom of Transit: 

 Being a landlocked country, secure transit rights would be a major achievement for 

Nepal. Once Nepal becomes a member of the WTO she would have the legal right to 

trans-ship goods through India, using the convenient port, for entry or exit.  

(iv) Access to Dispute Settlement Body: 

 The WTO agreement provides for a common system of rules and procedures applicable 

to disputes arising under any of its legal instruments. It ensures a stronger, faster, 

impartial, and a binding mechanism for dispute settlement. It has been claimed, with 

considerable justification, that the WTO's best achievement is the Dispute Settlement 

Body (DSB). WTO membership will accord Nepal the right to challenge any unilateral 

measures taken by trading partners, which are against her economic and trade interest, 

if they are inconsistent with the WTO provisions.  

(v) Avoiding costs of Non-membership: 

 As Nepal's major trading partners are members of WTO, she could not have afforded to 

remain outside the system and pursue development policies in isolation. Moreover, the 

rights and obligations of the Uruguay Round agreements are applicable only to member 

countries.  

(vi) Special Measures for Least Developed Countries: 

 The WTO agreement has provided special protective measures for least developed 

countries, measures of special assistance e.g. technical assistance in the development 

and strengthen and diversification of their production and export bases, enable them to 

maximize benefit from liberalization process, etc. Nepal being one of the least 

developed countries can enjoy these benefits from WTO.  

(vii) Globalisation of Foreign Economy: 

 Free trade or open market policy may open up the country's market all over the world. 

Therefore, if a country really wants to make progress, it has to open up its market for 
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trade. This may develop industrial sector, one of the country's backbones of economic 

development. Nepal may enjoy the advantage of these benefits.  

(viii) Expansion of Foreign Investment: 

 One of the main provisions of the multilateral trading system is national treatment i.e., 

each WTO member country is bound to offer national treatment for the people and 

products of other member countries. This may reduce the risk of investment in foreign 

countries. So the foreign investors will take more interest to invest in foreign countries.  

(ix) Fair Competition: 

 This may develop fair competition in the world trade for all member countries.  

 

b) The Secured Transaction Act, 2006 is a new experience in our system having the 

objective to protect the interest of creditors in the security. Basically this law is 

applicable in the business of banks and financial institutions. Some important 

provisions incorporated in the Act for the protection of the creditors' interest are 

as follows:  

•  Recognition of security interest of the creditors in transaction like pledge, 

hypothecation, hire purchase and lease, etc.  

•  Sufficient provision for the contingent rights of the creditors for enforcement of their 

interest in case of not fulfilling the liabilities mentioned in the agreement by the debtor.  

•  Applicable to all the transactions where the effect is to secure an obligation with 

collateral, including pledge, hypothecation, and hire purchase; the sale of accounts and 

secured sales contract; and the lease of goods. 

•  Establishment of the Office of Registrar for the registration of the secured transactions. 

The records of this office are public records. Any person has right to inspect and obtain 

copies of records held by the registration office.  

•  A security agreement must be in the form of a record that is effective according to its 

terms between the parties, against purchasers of the collateral, and against the creditors 

and the lien holders, except as otherwise provided in this Act. A security agreement 

may be related to one or more than one security interest.  

In case of default, the security holder may take possession or control of collateral 

without legal proceedings if the security giver has agreed in writing for this. In case it is not 

stated in writing, the security holder shall be entitled to take possession or control over the 

collateral with the order from the Court.  

Remedy is also available in case of interference made by the defaulter while 

enforcing the security. A fine may be imposed against a person who commits an offence 

under this Act with an amount not less than NRs 50,000 and not exceeding NRs 5,00,000 

or an imprisonment not exceeding six months or both depending on the gravity of the 

offence. 

 
c) Under section 31 of the Co-operatives Regulation 2031, any loan as a bad debt can be 

written off based on the facts with a 2/3 rd majority of the shareholders physically 

present in the annual general meeting which should have been validly conducted. In this 

sense the present decision by a simple majority is not correct.  

 

6. Answer the following questions: (3×5=15) 
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a) What basic terms are considered as the determination factors of privatization 

process under Privatization Act, 2050 and under which basic factors the 

evaluation process of enterprise is adopted?  

 

b) Yeti Textile Company Ltd. has not been paying bonus to its employees for years. 

Employees made demand for the payment of bonus. Management pleaded that 

bonus is not payable as it is not payable on the restricted ground prescribed. 

Enumerate the various circumstances where payment of bonus to the employees 

is restricted under the provision of Bonus Act, 2030.  

 

c) What do you understand by “Corporate body wholly owned by government of 

Nepal”? Who is entitled to audit such corporate body which is wholly owned by 

Government of Nepal?  

Answer No.6 

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

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

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

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

by Government of Nepal.     

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

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

i. By sale of shares of the enterprise to the general public, employees, 

workers, and any person or company, interested in the management of such enterprise 

with maximum participation of the general public, workers, and employees. 

ii. By formation of cooperatives; 

iii. By selling assets of the enterprise; 

iv. By leasing out the assets of the enterprise; 

v. By involving private sector in the management of the 

enterprise, and 

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

on the  

vii. basis of recommendation of the committee. 

 Section 7 of the Privatization Act, 1993 provides for evaluation process of enterprise. 

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

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

necessary, for evaluation of the enterprise. 

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

shall make an assessment on the following basis:  

i. The assets of the enterprise; 

ii. Market price of the shares; 

iii. Profit and loss of the enterprise; 

iv. Its potential for future production; 

v. Its potential for future sale;    

vi. Its potential for future profit and loss. 

 

 

b) Payment of bonus is a concept of sharing of certain portion of profit between employer 

and employee. It is not a wage. The concept behind it is to bridge gap between the 

employer and employee regarding economic conditions. It is also provided to motivate 

employees to work hard so that certain portion of the return gained out of their labour can 

be enjoyed by them. If the return or profit is to be enjoyed only by employer there is no 

inspiration and motivation towards employees to work hard. To maintain sound industrial 
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relation concept of sharing of profit plays an important role. In Nepal, legislation is ruled 

under Bonus Act 2074. 

Under Section 5 of the Bonus Act it is an obligation of every establishment which makes 

a profit should allocate an amount to equal to ten percent of the net profit made during a 

fiscal year for payment of bonus to its employees. The Act further prescribes that the 

percentage and other matters relating to bonus payable by an establishment owned by 

Nepal Government will be decided by Nepal Government. The bonus under section 5 is 

payable to every employee who works for half the period during which work has to be 

done during any fiscal year (S 6).  

However in certain cases it can be restricted on payment of Bonus: Section 8 of the 

Bonus Act 1974 prescribes that any employee who has been punished for theft of the 

property of the establishment, or any damage to its property, or involved in illegal strike, 

or instigation to others to start such a strike, of rioting or violation of discipline or who 

has been dismissed from service, will not be entitled to any bonus under the Bonus Act. 

In the given issue Yeti Textile Company Ltd. has not made clear how bonus has not been 

paid. Yeti Textile denied paying bonus only on the ground or restriction imposed by the 

law. To avoid paying bonus on the ground of said restriction, the ground of restriction 

should be proved by due process of law. In other words whatever the restriction grounds 

prescribed by law, the disciplinary action should have been undertaken regarding those 

misconduct and the employees must have been convicted finally. Such final verdict 

regarding disciplinary action has not been carried out and mentioned by the Company. 

As a legal provision it is the obligatory part of the employer to make certain payment as a 

bonus out of their net profit. Whatever the decision mechanism is there it cannot 

exempted from payment of bonus where the establishment is earning something. So the 

prime object of the Act is to make provision of payment of Bonus except where there is 

no profit or where there is gross misconduct on the part of the employee during their 

fulfilling duties.   

 

 
c) Section 2(d) of Audit Act 2048 prescribes the meaning of “Corporate body wholly owned 

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

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

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

corporate body or by such corporate body and Government of Nepal. It also further 

prescribes that it includes such corporate body for whom Government of Nepal is 

required to bear full responsibility. However it is difference from “corporate body 

substantially owned by government of Nepal” section 2(e) of the Act prescribes meaning 

of corporate body substantially owned by government of Nepal which means a corporate 

body whose more than fifty percent shares or assets are owned by Government of Nepal. 

Audit Act 2048 section 6 prescribes provision regarding audit of the corporate bodies 

wholly owned by Government of Nepal. According to the legal provision the Auditor 

General is responsible and entitled to do the audit of the corporate bodies wholly owned 

by Government of Nepal. If the Auditor General is not in a position to audit such 

corporate body due to constraint by time and resources, he may appoint a licensed 

auditor, with a preference to Nepali citizen, as an assistant. The auditor so appointed will 

act under the direction, supervision and control of the Auditor General. The powers, 

functions, duties and responsibilities including remuneration to be paid by the concerned 

organization of such appointed auditor will be as prescribed by the Auditor General. The 

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

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

load and work progress of the concerned organization. 

 

 

 



 

  

 LHG   

(10)

 

 

7. Write short notes on the following:  (4×5=20)  

a) Privity of Contract  

b) Collective Bargaining and Collective Agreement  

c) Directors' Responsibility for the Loss of Net Worth of a Company   

d) Fraud under Nepal Rastra Bank Act, 2058 

Answer No.7 

a) The doctrine of privity of contract means that a person cannot acquire rights or be subject 

to liabilities arising under a contract to which he is not a party. It is a relationship 

between the parties to a contract, allowing them to sue each other but preventing a third 

party from doing so.     

It is an elementary principle of English law- known as the doctrine of 'Privity of Contract' 

- that contractual rights and duties only affect the parties to a contract, and this principle 

is the distinguishing feature between the law of contract and the law of property. True 

proprietary rights are 'binding on the world' in the lawyer's traditional phrase. Contractual 

rights, on the other hand, are only binding on, and enforceable by, the immediate parties 

to the contract. Nowadays, there has been a constant tendency for contractual rights to be 

extended in their scope so as to affect more and more persons who cannot be regarded as 

parties to the transaction.   

The requirement of privity has been relaxed under modern laws and doctrines of implied 

warranty and strict liability, which allow a third-party beneficiary or other foreseeable 

user to sue the seller of a defective product.  

Hence, the Doctrine of Privity of Contract exists with exceptions. It means in the 

following cases the Doctrine of Privity of Contract does not apply:   

(1) In the case of assignment of a contractual right to a third party (beneficiary). 

(2) In case of a Contract of Trust created in favour of a beneficiary. 

(3) In case of a right created under a contract of life insurance policy. 

 (4) In case of Negotiable Instrument held by a holder in due course. 

 
b) Collective Bargaining       

 Collective Bargaining means the joint determination by employees and employers of the 

problems of the employment relationship. Such problems include wage rates and wage 

systems, hours and overtime, vacations, discipline, work loads, classification of employees, 

layoffs, and worker retirement. The advent of collective bargaining does not give rise to 

these problems. Rather they are germane to the industrial relations environment, and exist 

with or without unionization.  

Thus, Collective Bargaining is the negotiations between an employer and the 

representatives of organized employees to determine the conditions of employments, such 

as wages, working hours, discipline, and fringe benefits.  

Collective bargaining is though a right of both workers and employees, but mainly it is a 

right of workers obtained through long struggle of workers against the employers. So 

collective bargaining is now a nationally and internally recognized right of labour. The 

International Convention on Collective Bargaining 1981 has guaranteed this right to 

workers. Member of international community including Nepal has recognized and observed 

this conventional right by incorporating it in its national labour legislation under the 

provision of labour relations management.  

Collective Agreement      

It is the product of Collective bargaining. So Collective Agreement is the collective 

bargaining agreement. It is a contract between an employer and a labour union regulating 

employment conditions, wages, benefits and grievances. It could also be termed as labour 

agreement, labour contract, union contract, collective-labour agreement. 



 

  

 LHG   

(11)

Nepali Labour Act, 1991, for the first time legally introduced the concept and practice of 

collective bargaining and collective bargaining agreement under its section 79 and 79A, as 

under:-  

Section 79 of this Act provides legal validity of Collective Agreement:  

(1) Any agreement entered into between the workers or employees and the Proprietor in 

respect solving the dispute shall be deemed to be of status equal to law upon the 

concerned parties and such agreement shall have to be registered in the Labour Office. 

(2) An agreement registered as per Sub-section (1) above shall come into force from the 

date mentioned in the agreement, if such date is mentioned therein. If no such date is 

mentioned in the Agreement, it shall come into force from the date in which it is 

registered in Labour Office.  

Section 79A of this Act provides for implementation of Collective Agreement, as under:  

(1) In case the collective agreement entered into pursuant to this Act is not implemented, 

the concerned party may lodge a complaint in the Labour Office. 

(2) If any complaint is lodged under Sub-section (1) above, the Labour Office may 

implement the collective agreement by following, as required the procedures set-forth 

in Sub-section (5) of Section 25 of this Act as well. 

 
c) Under section 60 of the Companies Act 2006 if the net worth of a public company is 

reduced half the paid up capital or less, the directors shall prepare a suitable strategy or 

plan in the interest of the company and shareholders with in 30 days of the knowledge of 

the fact and present an appropriate resolution at the general meeting to be held at the 

earliest. However, where an approval of the general meeting is required to implement 

such a strategy an extra-ordinary general meeting shall be called. The directors of the 

company who fail to prepare a strategy or to present a resolution at the general meeting or 

who knowingly permit the existence of the situation where such a meeting is not called, 

shall be liable to punishment. If it is held that net worth of a company has been reduced 

as mentioned as a result of a malafide intention of any director, such a director shall be 

liable to pay compensation. 

 

 

d) Section 95 of Nepal Rasta Bank Act 2002 renders the following acts deemed to be the 

offence of fraud under the Act.  

1. whoever accepts deposits or gives credit or issues debentures  or other 

instruments in contravention to this Act or the Rule or by –laws framed  or an 

order/ directive issued there under. 

2. who ever charges or gives interest against the policy determined by the Bank  

3. who ever issues fake/fraudulent counterfeit or duplicate or copied currency  or 

distributes or circulates such   currency  

4. Carries out the business of foreign exchanges without a license. 

5. Any person who fails to comply with the provisions made under the Act or 

Rules made there under or by laws or the order / directive shall be assessed to 

have committed offence under the Act.  

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

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

in Schedules-1 of the States Cases Act 1992. 

 

 


