
   

CA Intermediate 

Corporate and Other Laws 

50 Important Questions 

 

 

1. A group of individuals intend to form a club namely 'Budding Pilots Flying Club' as limited 

liability company  to  impart  class  room  teaching  and aircraft flight training to  trainee 

pilots. It was decided  to  form a  limited  liability company for charitable  purpose  under 

Section  8  of the Companies Act, 2013 for a period of ten years and thereafter the club  will  be  

dissolved and the surplus of assets  over  the  liabilities, if any, will  be distributed amongst the 

members as a usual procedure allowed under the Companies Act. 

Examine the feasibility of the proposal and  advise  the  promoters  considering  the provisions 

of the  Companies Act, 2013. (5 Marks) 

Answer 

According to section 8(1) of the Companies Act, 2013,  where  it  is  proved  to  the satisfaction 

of the Central Government that a person or  an  association  of  persons proposed to be 

registered under this Act as a limited company— 

(a) has in its objects the promotion of commerce, art, science, sports,  education,  

research, social welfare, religion, charity,  protection  of  environment  or  any  

such other object; 

(b) intends to apply its profits, if any, or other income in promoting its objects; and 

(c) intends to prohibit the payment of any dividend to its members; 

the Central Government may, by issue of licence, allow that person or association  of persons 

to be registered as a limited liability company. 

In the instant case, the decision of the group of individuals to form a limited  liability  

company for charitable purpose under section 8  for a  period  of ten  years  and  thereafter  to 

dissolve the club and to distribute the surplus of assets over  the  liabilities,  if  any, amongst 

the members will not hold good, since there is a restriction as pointed out in point (b) above 

regarding application of its profits or other income only in promoting its objects. Further, 

there is restriction in the application of the surplus assets of such a company in the event of 

winding up or dissolution of the company as provided in sub- section (9) of Section 8 of the 

Companies Act, 2013. Therefore, the proposal is not feasible. 

2. The paid-up share capital of Saras Private Limited is Rs. 1 crore, consisting of 8 lacs Equity 

Shares of Rs. 10 each, fully paid-up and 2 lacs Cumulative Preference Shares of Rs.10 each, 

fully paid-up. Jeevan (JVN) Private Limited and Sudhir Private Limited are holding 3 lacs 

Equity Shares and 50,000 Equity Shares respectively in Saras Private Limited. Jeevan Private 

Limited and Sudhir Private Limited are the subsidiaries of Piyush Private Limited. With 

reference to the provisions of the Companies Act, 2013 examine whether Saras Private 



   

Limited is a subsidiary of Piyush Private Limited? Would your answer be differe nt if Piyush 

Private Limited has 8 out of 9 Directors on the Board of Saras Private Limited? 

Answer 

Solution: 

In terms of section 2 (87) of the Companies Act 2013 "subsidiary company" or "subsidiary", in 

relation to any other company (that is to say the holding company), means a company in 

which the holding company— 

(i) controls the composition of the Board of Directors; or 

(ii) exercises or controls more than one-half of the total share capital either at its 

own or together with one or more of its subsidiary companies: 

Provided that such class or classes of holding companies as may be prescribed shall not have 

layers of subsidiaries beyond such numbers as may be prescribed. 

Explanation.—For the purposes of this clause,— 

(a) a company shall be deemed to be a subsidiary company of the holding company 

even if the control referred to in sub-clause (i) or sub-clause (ii) is of another 

subsidiary company of the holding company; 

(b) the composition of a company's Board of Directors shall be deemed to be 

controlled by another company if that other company by exercise of some power 

exercisable by it at its discretion can appoint or remove all or a majority of the 

directors. 

In the present case, Jeevan Pvt. Ltd. and Sudhir Pvt. Ltd. together hold less than one half of 

the total share capital. Hence, Piyush Private Ltd. (holding of Jeevan Pvt. Ltd. and Sudhir Pvt) 

will not be a holding company of Saras Pvt. Ltd. 

 

However, if Piyush Pvt. Ltd. has 8 out of 9 Directors on the Board of Saras Pvt. Ltd. i.e. 

controls the composition of the Board of Directors; it (Piyush Pvt. Ltd.) will be treated as the 

holding company of Saras Pvt. Ltd. 

3. A company issued a prospectus. All the statements contained therein were literally true. It 

also stated that the company had paid dividends for a number of years, but did not disclose 

the fact that the dividends were not paid out of trading profits, but out of capital profits. An 

allottee of shares wants to avoid the contract on the ground that the prospectus was false in 

material particulars. Discuss can he do so? 

Answer  

The non disclosure of the fact that dividends were paid out of capital profits is a concealment 

of material fact as a company is normally required to distribute dividend only from trading or 

revenue profits and under exceptional circumstances can do so out of capital profits. Hence, a 

material misrepresentation has been made. Hence, in the given case the allottee can avoid the 

contract of allotment of shares. 

  



   

4. Mr Akshat entered into an agreement for purchasing a commercial property in Delhi 

belonging to NRT Ltd. At the time of registration, Mr Akshat comes to know that the title deed 

of the company is not free and the company expresses its inability to get the title deed 

transferred in the name of Mr Akshat saying that he ought to have had the knowledge of 

charge created on the property of the company. Examine with the help of ‘Notice of a charge’, 

whether the contention of NRT LTD. is correct? 

Answer 

According to section 80 of the Companies Act, 2013, where any charge on any property or 

assets of a company or any of its undertakings is registered under section 77 of the Companies 

Act, 2013, any person acquiring such property, assets, undertakings or part thereof or any 

share or interest therein shall be deemed to have notice of the charge from the date of such 

registration. 

Thus, the section clarifies that if any person acquires a property, assets or undertaking for 

which a charge is already registered, it would be deemed that he has complete knowledge of 

charge from the date the charge is registered. 

Thus, the contention of NRT Ltd. is correct 

5. Tirupati Limited, a listed company has made the following profits, the profits reflect eligible 

profits under the relevant section of the Companies Act, 2013 . 

Financial year Amount (Rs. In 

crores) 

2012-13 20 

2013-14 40 

2014-15 30 

2015-16 70 

2016-17 50 

(a) Calculate the amount that the company has to spend towards CSR for the financial year 

2017-18. 

(b) State the composition of the CSR committee unlisted company and a private company. 

Answer: 

Section 135 read with Companies (Corporate Social Responsibility Policy) Rules, 2014 of the 

Companies Act, 2013 deals with the provisions related to the Corporate Social Responsibility. 

As per the given facts, following are the answers in the given situations- 

(i) Amount that Company has to spend towards CSR: According to section 135 of the 

Companies Act, 2013, the Board of every company shall ensure that the company 

spends, in every financial year, at least two per cent of the average net profits of the 

company made during the three immediately preceding financial years, in pursuance 

of its CSR Policy. 

Accordingly, net profits of Tirupati Ltd. for three immediately preceding financial 

years is 150 crores (30+70+50) and 2% of the average net profits of the company 



   

made during these three immediately preceding financial years will constitute 1 crore, 

can be spent towards CSR in financial year 2017-2018. 

(ii) Composition of CSR Committee: The CSR Committee shall be consisting of 3 or more 

directors, out of which at least one director shall be an independent director. 

(a) an unlisted public company or a private company covered under section 135(1) 

which is not required to appoint an independent director, shall have its CSR 

Committee without such director; 

(b) a private company having only two directors on its Board shall constitute its CSR 

Committee with two such directors; 

 

6. As at 31st March, 2018, the paid up share capital of S Ltd. is Rs. 1,00,00,000 divided into 

10,00,000 equity shares of Rs. 10 each. Of this, H  Ltd. is  holding  6,00,000  equity  shares 

and 4,00,000 equity shares are held by others. Simultaneously,  S  Ltd.  is  holding  5%  equity 

shares of H Ltd. out of which 1% shares are held as a legal representative of a deceased 

member of H Ltd. On the basis of the given  information, examine  and  answer  the following 

queries with reference to the provisions of the Companies Act, 2013 : 

a. Can S Ltd. make further investment in equity shares of H Ltd. during 2018-19? 

b. Can S Ltd. exercise voting rights at Annual general meeting of H Ltd.? 

c. Can H Ltd. allot or transfer some of its shares to  S Ltd.? (4 Marks) 

Answer 

The paid up share  capital  of  S  Ltd. is  Rs. 1,00,00,000 divided into 10,00,000 equity shares 

of Rs. 10 each. Of this, H Ltd. is holding 6,00,000 equity shares. 

Hence, H Ltd. is the holding company of S Ltd. and S Ltd. is the subsidiary company of H Ltd. 

by virtue of section 2(87) of the Companies Act, 2013. 

In the instant case, 

(i) As per the provisions of sub-section  (1)  of Section  19  of the  Companies Act,  2013, 

no company shall, either by itself or through its nominees, hold any shares in its  

holding company. Therefore,  S Ltd. cannot make further investment in  equity 

shares of H Ltd. during 2018-19. 

(ii) As per second proviso to Section 19,  a  subsidiary  company  shall  have  a  right  to 

vote at  a  meeting  of  the  holding  company only in respect of the shares held by it 

as a legal representative or as a  trustee. Therefore, S Ltd. can exercise voting  rights 

at the Annual General Meeting of H Ltd. only in respect of 1% shares held as a legal 

representative of a deceased member of H Ltd. 

(iii) Section 19 also provides that no holding company shall  allot or transfer its shares to 

any of its subsidiary companies and any such allotment or transfer of shares of a 

company to its subsidiary company shall be void. Therefore, H Ltd. cannot allot or 

transfer some of its shares to S Ltd. 



   

7. X Ltd. issued a notice on 1st Feb, 2018 to its existing shares holders offering to purchase one 

extra share for every five shares held by them. The last date to accept the offer was 15th Feb, 

2018 only. Mr. Kavi has given an application to renounce the shares offered to him in favour 

of Mr. Ravi, who is not a shareholder of the company. Examine the validity of application of 

Mr. Kavi under the provisions of the Companies Act, 2013. Would your answer differ if Mr. 

Kavi is a shareholder of X Ltd.? 

Answer 

According to section 62 of the Companies Act, 2013, where at any time, a company having a 

share capital proposes to increase its subscribed capital by the issue of further shares, such 

shares shall be offered— 

(a) to persons who, at the date of the offer, are holders of equity shares of the company 

in proportion, as nearly as circumstances admit, to the paid-up share capital on 

those shares by sending a letter of offer subject to the following conditions, namely:- 

(i) the offer shall be made by notice specifying the number of shares offered and 

limiting a time not being less than fifteen days and not exceeding thirty days 

from the date of the offer within which the offer, if not accepted, shall be 

deemed to have been declined; 

(ii) unless the articles of the company otherwise provide, the offer aforesaid shall 

be deemed to include a right exercisable by the person concerned to renounce 

the shares offered to him or any of them in favour of any other person; and the 

notice referred to in clause (i) shall contain a statement of this right; 

(iii) after the expiry of the time specified in the notice aforesaid, or on receipt of 

earlier intimation from the person to whom such notice is given that he declines 

to accept the shares offered, the Board of Directors may dispose of them in such 

manner which is not dis-advantageous to the shareholders and the company. 

In the instant case, X Ltd. issued a notice on 1st Feb, 2018 to its existing shares holders 

offering to purchase one extra share for every five shares held by them. The last date to accept 

the offer was 15th Feb, 2018 only. Mr. Kavi has given an application to renounce the shares 

offered to him in favour of Mr. Ravi, who is not a shareholder of the company. 

 

As nothing is specified related to the Articles of the company, it is assumed offer shall be 

deemed to include a right of renunciation. Hence, Mr. Kavi can renounce the shares offered to 

him in favour of Mr. Ravi, who is not a shareholder of the company. 

 

In the second part of the question, even if Mr. Ravi is a shareholder of X Ltd. then also it does 

not affect the right of renunciation of shares of Mr. Kavi to Mr. Ravi. 

  



   

8. Ashish Ltd. having a net-worth of Rs. 80 crores and turnover of Rs. 30 crores wants to accept 

deposits from public other than its members. Referring to the provisions of the Companies 

Act, 2013, state the conditions and the procedures to be followed by Ashish  Ltd.  for accepting 

deposits from public other than its members 

Answer 

Acceptance of deposit from public: According to section 76 of the Companies Act, 2013, a 

public company, having net worth of not less than 100 crore  rupees or  turnover  of  not  less 

than 500 crore rupees, can accept deposits from persons other than its members subject to 

compliance with the requirements provided in sub-section (2) of section 73 and subject to 

such rules as the Central Government may, in consultation  with  the  Reserve Bank of India, 

prescribe. 

Provided that such a company shall be required to obtain the rating (including its net-worth, 

liquidity and ability to pay its deposits on due date) from  a recognised credit rating  agency 

for informing the public the rating given to the company at the time of invitation of deposits 

from the public which ensures adequate safety and the rating shall be obtained  for every year 

during the tenure of deposits. 

Provided further that every company accepting secured deposits from  the  public  shall within 

thirty days of such acceptance, create a charge on its assets of an amount not less than the 

amount of deposits accepted in favour of the deposit holders in accordance with such rules as 

may be prescribed. 

Since, Ashish Ltd. has a net worth of  Rs. 80 crores  and turnover  of  Rs. 30 crores,  which is 

less than the prescribed limits, hence, it cannot accept deposit from public other than its 

members. If the company wants to accept deposits from public other than its members, it has 

to fulfill the eligibility criteria of net worth or Turnover or both and then the other conditions 

as stated above. 

9. Red Limited was incorporated on 1st April, 2014 is facing severe effects of depression of the 

economy. Owing to its bad financial status most of the members have started withdrawing 

their holding from the company. The company had 250 members on 10th January, 2019. By 

15th January, 2019, 244 members had withdrawn their holding. No new member has invested 

in the company after 15th February till date. Now, Mr. A, an existing member has approached 

you to advise him regarding his liabilities in such a situation. 

Answer: 

According to section 3A of the Companies Act, 2013, If at any time the number of members of 

a company is reduced, in the case of a public company, below seven, in the case of a private 

company, below two, and the company carries on business for more than six months while the 

number of members is so reduced, every person who is a member of the company during the 

time that it so carries on business after those six months and is cognisant of the fact that it is 

carrying on business with less than seven members or two members, as the case may be, shall 

be severally liable for the payment of the whole debts of the company contracted during that 

time, and may be severally sued therefor. 

 



   

Hence, in the given situation, the number of member in the said public company have fallen 

below 7 [250-244=6] and these members have continued beyond the specified limit of 6 

months, the reduced members of the company during the period of 1 month shall be severally 

liable for the payment of the whole debts of the company contracted during that time, and 

may be severally sued therefor. 

10. CA. M is a partner in SM & Company (Chartered Accountants) and ML & Company 

(Chartered Accountants). SM & Company are statutory auditors of M/s. Global Ltd. (listed) 

for past seven years  as  on  1-04-2018. Advice  under  relevant provisions  of the Companies 

Act, 2013: 

a. For how many  more  years SM & Company can  continue  as statutory  auditors  of 

M/s. Global Ltd. (listed)? 

b. Can ML & Company be appointed  as  statutory  auditor  of  M/s. Global  Ltd. during 

cooling off period  for SM & Company? 

Answer 

As per section 139 read  with  relevant  Rule  6  of  the  Companies  (Audit  & Auditors) Rules, 

2014, in case of an  auditor  (whether  an  individual  or  audit firm), the period for which the 

individual or the  firm  has held  office  as auditor prior to the commencement of the Act shall 

be taken  into  account  for calculating the period of five consecutive years (individual) or ten  

consecutive years (audit firm), as the case may be. 

 

As per the stated facts, SM & Co. are  statutory auditors  of M/s. Global  Ltd. for past seven 

years as on 1.04.2018. Accordingly, SM & Co. can continue  as statutory auditors of M/s. 

Global Ltd. for 3 more years i.e., till 31.03.2021. 

11. Mr. Ram brother of CA. Shyam, a practicing chartered  accountant,  acquired securities of 

M/s. Cool Ltd. having market value of Rs. 1,20,000 (face value Rs.  95,000).  State   whether  

CA.  Shyam  is  qualified   to   be  appointed  as  a statutory auditor of M/s. Cool Ltd 

Answer 

As per the provisions of Section  141(3)(d)  of  the  Companies  Act,  2013,  a  person who, or 

his  relative  or partner is holding any security of or interest in the company or  its subsidiary, 

or of its holding or associate company or a subsidiary of such holding company shall not be 

appointed as an auditor of the Company. 

However, the proviso to the said section  states  that  the  above  restriction  will  not apply 

where such  relative  holds  security or  interest in  any of the  above  companies of face value 

not exceeding Rs. 1,00,000  (as prescribed  under  the  Company (Audit  and Auditors) Rules, 

2014). 

In the given instance, CA. Shyam is not disqualified to be appointed as a  statutory auditor in 

M/s Cool Ltd. due to the fact  that  the  value  of  securities  held  by  his brother (relative) is of 

face value  of  Rs.  95,000  in  the  said  company, which is within the prescribed limit. 

  



   

12. Veena Ltd. held its Annual General Meeting on September 15, 2018. The meeting was 

presided over by Mr. Mohan Rao, the Chairman of the Company's Board of Directors. On 

September 17, 2018, Mr. Mohan Rao, the Chairman, without signing the minutes of the 

meeting, left India to look after his father who fell sick in London. Referring to the Veena Ltd. 

held its Annual General Meeting on September 15, 2018. The meeting was presided over by 

Mr. Mohan Rao, the Chairman of the Company's Board of Directors. On September 17, 2018, 

Mr. Mohan Rao, the Chairman, without signing the minutes of the meeting, left India to look 

after his father who fell sick in London. Referring to the provisions of the Companies Act, 

2013, state the manner in which the minutes of  the  above meeting are to be signed in the 

absence of Mr. Mohan Rao and by whom? 

Answer 

Section 118 of the Companies Act, 2013 provides that every company shall prepare, sign and 

keep minutes of proceedings of every general  meeting, including the meeting called  by the 

requisitionists and all proceedings of meeting of any class of shareholders or creditors or 

Board of Directors or committee of the Board and also resolution passed by postal ballot 

within thirty days of the conclusion of every such  meeting  concerned. Minutes kept shall be 

evidence of the proceedings recorded in a meeting. 

By virtue of Rule 25  of  the Companies (Management and Administration) Rules, 2014  read 

with section 118 of the Companies Act, 2013, each page of every such book  shall    be initialled 

or signed and the last page of the record of proceedings of each meeting or each report in such 

books shall be dated and signed by, in the case of minutes of proceedings of a general meeting, 

by the chairman of the same meeting within the aforesaid period of thirty days or in the event 

of the death or inability of  that chairman  within that period, by a director duly authorized by 

the Board for the purpose. 

Therefore, the minutes of the meeting referred to in the case of Veena Ltd. can be signed  in 

the absence of Mr. Mohan Rao, by any director, authorized by the  Board  in  this respect. 

 

  



   

13. State, with reasons, whether the following statements are True or False? 

a. ABC Private Limited may accept the deposits from its members to the extent of Rs. 

50.00 Lakh, if the aggregate of its paid-up capital; free reserves and security  

premium account is  Rs. 50.00 Lakh.  

b. A Government Company, which is eligible  to  accept  deposits  under  Section  76  of 

the Companies Act, 2013 cannot accept deposits from public exceeding 25% of the 

aggregate of its paid- up capital, free reserves and security premium account. 

c. The Registrar of Companies is not bound to  issue  notice  to  the  holder  of charge, if 

the company gives intimation of satisfaction of charge in the  specified  form  and  

signed by the  holder of charge. 

d. The Registrar of Companies may allow the company or holder of charge to file 

intimation within a period of  300  days  of  the  satisfaction  of charge  on  payment of 

fee and additional  fees as  may be prescribed. 

Answer 

(i) As  per  the  provisions  of  Section  73(2)  of the Companies Act, 2013 read with Rule  

3 of the Companies (Acceptance of Deposits) Rules, 2014, as amended by the 

Companies (Acceptance of Deposits) Amendment Rules, 2016, a company shall 

accept any deposit from its members, together with the amount of other deposits 

outstanding as on the date  of acceptance  of such  deposits not exceeding thirty five 

per cent of the aggregate of the Paid-up share capital, free Reserves and securities 

premium account of the company. Provided that  a  private  company  may  accept 

from its members monies not exceeding one hundred per  cent of aggregate of the  

paid up share capital, free reserves and securities premium account and such  

company shall file the details of monies so accepted to  the  Registrar  in  such  

manner as may be specified. 

Therefore, the given statement of eligibility of  ABC  Private  Ltd.  to  accept deposits 

from its members to the extent of Rs. 50.00 lakh is True. 

(ii) A Government company is not eligible  to  accept  or  renew  deposits  under section 

76, if the amount of such deposits together with the amount of other deposits 

outstanding as on the date of acceptance  or  renewal  exceeds thirty five per cent of 

the aggregate of its Paid-up share capital, free Reserves and securities premium 

account of the company. 

Therefore, the given statement prescribing the limit of 25% to accept deposits is False. 

(iii) According to the proviso to section 82(2)  of  the  Companies  Act,  2013,  no  notice 

shall be required to  be  sent, in  case  the  intimation  to  the Registrar in this regard is 

in the specified form and signed by the holder of charge.  

Hence, the given statement is True. 

(iv) As per section 77 of the Companies Act, 2013, it shall be  duty  of  the  company 

creating a charge within or outside India, on its property or assets or any of its 

undertakings, whether tangible or otherwise and situated in or  outside  India,  to  

register the particulars of the charge signed by the company and the charge holder 



   

together with the  instruments, if any, creating such charge in  such form, on  

payment of such fees and in such manner  as may be prescribed, with the registrar 

within 30 days of creation. The Registrar may, on an application by the company, 

allow such registration to be made within a period of three hundred days of such 

creation on payment of such additional fees as may be prescribed. 

Hence, the given statement is True. 

14. The  Income  Tax  Authorities  in  the  current financial  year  2019-20  observed, during the 

assessment proceedings, a need to re-open the accounts of Chetan Ltd. for the financial year 

2008-09 and, therefore, filed an application  before  the  National Company Law Tribunal 

(NCLT)  to  issue  the  order to  Chetan  Ltd. for re-opening  of its accounts and recasting the 

financial statements for the financial year 2008-09. Examine the validity of the application 

filed by the Income Tax Authorities to NCLT. 

Answer 

As per section 130 of the Companies  Act,  2013,  a  company shall  not  re-open  its books of 

account and not recast its  financial  statements, unless  an  application  in this regard is made 

by the Central Government, the Income-tax authorities, the Securities and Exchange Board, 

any other statutory body or authority or any person concerned and an order is made by a  

court of competent jurisdiction  or the Tribunal to the effect that— 

(i) the relevant earlier accounts were prepared in a fraudulent manner; or 

(ii) the affairs of the company were mismanaged  during  the  relevant  period, casting a 

doubt on the reliability of financial statements: 

However, no order shall be made in respect of re-opening of  books  of  account relating to a 

period earlier than eight financial years  immediately  preceding  the  current financial year. 

In the given instance, an application was filed for re-opening and re-casting of the financial 

statements of Chetan Ltd. for the financial year 2008-2009. 

Though application filed by the Income Tax Authorities to NCLT is valid, its recommendation 

for reopening and recasting of financial statements for the period earlier than eight financial 

years immediately preceding the current financial year 

i.e. 2019-2020, is invalid. 

 

15. The Board of Directors of A Ltd. requested its Statutory  Auditor  to  accept  the assignment of 

designing  and  implementation of  suitable financial  information system to strengthen the 

internal control mechanism  of  the  Company.  How  will  you approach to this proposal, as an 

Statutory Auditor of A Ltd., taking into account the consequences, if any, of accepting  this 

proposal? 

Answer 

According to section 144  of the  Companies  Act,  2013, an  auditor  appointed  under this Act 

shall provide to  the  company only such other services as are  approved  by  the Board of 

Directors or the audit committee, as the  case  may  be.  But  such services shall not include 

designing and implementation of any financial information system. 



   

In the said  instance, the  Board  of directors  of A Ltd. requested  its  Statutory Auditor  to 

accept the assignment of designing and implementation of suitable financial information 

system to strengthen the internal control  mechanism  of the company. As per the above 

provision said service is strictly prohibited. 

In case the Statutory Auditor accepts the assignment, he will attract the  penal provisions as 

specified in Section 147 of the Companies Act, 2013. 

In the light of the above  provisions, we  shall  advise  the  Statutory Auditor  not to take up the 

above stated assignment. 

16. What is a Shelf-Prospectus? State the important provisions relating to the issuance of Shelf-

Prospectus  under  the provisions of Companies Act,2013. 

Shelf prospectus – As per the Explanation given in Section 31  of the  Companies Act, 2013, 

the expression “shelf prospectus” means a prospectus in respect of which the securities or 

class of securities included therein  are  issued  for  subscription  in  one  or more issues over a 

certain period without the issue of a further prospectus. 

Provisions relating to issue of Shelf-prospectus: 

(1) Filing of shelf prospectus  with  the registrar:  According to  section 31, any class or 

classes of companies, as the Securities and Exchange Board may provide by regulations 

in this behalf, may file a shelf prospectus with the Registrar at the stage- 

(i) of the first offer of securities included therein which shall indicate a period not 

exceeding one year as the period of validity of such prospectus which shall 

commence from the date of opening of the first offer of securities under that 

prospectus, and 

(ii) in respect of a second or subsequent offer of such securities issued during the 

period of validity of that prospectus, no further prospectus is required. 

(2) Filing of information memorandum with  the  shelf prospectus: A company filing a shelf 

prospectus shall  be  required  to  file an information memorandum  containing all 

material facts relating  to  new  charges  created,  changes  in the financial position of the 

company as have occurred between the first offer of securities or the previous offer of 

securities and the succeeding offer of securities and such other changes as may be 

prescribed, with the Registrar  within  the  prescribed  time, prior  to  the  issue of a 

second or subsequent offer of securities under the shelf prospectus: 

(3) Intimation of changes: Provided that where a company or any other person has received 

applications for the allotment of securities along with advance payments of subscription 

before the making of any such change, the company or  other  person shall intimate the 

changes to such applicants and if  they  express  a  desire  to withdraw their application, 

the company or other person shall refund all the monies received as subscription within 

fifteen days thereof. 

(4) Memorandum together with the shelf prospectus shall be deemed to be a prospectus: 

Where an information memorandum is filed, every time an offer of securities is made 

under sub-section (2), such memorandum together with the shelf prospectus shall be 

deemed to be a prospectus. 

17. A Housing Finance Ltd. is  a  housing  finance  company  having  a  paid  up  Share  Capital of 

Rs. 11 crores and a turnover of Rs. 145 crores during the Financial  Year 2017-18. Explain with 

reference to the relevant provisions and rules, whether it is necessary for A Housing Finance 

Ltd. to file its financial statements in XBRL mode. 

Answer 

As per Rule 3 of the Companies (Filing of Documents and forms  in  Extensible  Business 

Reporting Language) Rules, 2015, the  following  class  of companies shall file their financial 

statements and other documents under section 137 of the  Act with the Registrar in e-form 

AOC-4 XBRL as per Annexure-I of this Rule:- 



   

(i) companies listed with stock exchanges in India and their Indian subsidiaries; 

(ii) companies having  paid up  capital of five   crore rupees or above; 

(iii) companies having  turnover  of one hundred  crore rupees  or above; 

(iv) all companies which were hitherto covered under the Companies (Filing of documents 

and Forms in Extensible Business Reporting  Language)  Rules,  2011. 

Provided that the companies in Banking, lnsurance, Power Sector and Non-Banking Financial 

companies are exempted from XBRL filing. 

Hence, A housing Finance Ltd. being a housing finance company is exempted from filing its 

financial statement in XBRL mode under Rule 3 of the Companies (Filing of Documents and 

forms in Extensible Business Reporting Language) Rules, 2015. 

18. Examine the validity of the following decision of the Board of Directors with reference of the 

provisions of the Companies Act, 2013: 

In an Annual General Meeting of a company having share capital, 80 members present in 

person or by proxy holding more than 1/10th of the total voting power, demanded for poll. 

The chairman of the meeting rejected the request on the ground that only the members 

present in person can demand for poll. 

Answer: 

Section 109 of the Companies Act, 2013 provides for the demand of poll before or on the 

declaration of the result of the voting on any resolution on show of hands. Accordingly, law 

says that:- 

Before or on the declaration of the result of the voting on any resolution on show of hands, a 

poll may be ordered to be taken by the Chairman of the meeting on his own motion, and shall 

be ordered to be taken by him on a demand made in that behalf:- 

a. In the case a company having a share capital, by the members present in person or by 

proxy, where allowed, and having not less than one-tenth of the total voting power or 

holding shares on which an aggregate sum of not less than five lakh rupees or such 

higher amount as may be prescribed has been paid-up; and 

b. in the case of any other company, by any member or members present in person or by 

proxy, where allowed, and having not less than one tenth of the total voting power. 

Hence, the contention of the Chairman is not valid. 

19. Mahima Ltd. was incorporated by furnishing false informations. As per the Companies Act, 

2013, state the powers of the Tribunal (NCLT) in this regard. 

Answer 

Order of the Tribunal: According to section 7(7) of the Companies Act, 2013, where a 

company has been got incorporated by furnishing false or incorrect information or 

representation or by suppressing any material fact or information in any of the documents 

 or declaration filed or made for incorporating such company or by any fraudulent action, the 

Tribunal may, on an application made to it, on being satisfied that the situation so warrants— 

(a) pass such orders, as it may think fit, for regulation of the management of the 

company including changes, if any, in its memorandum and articles, in public 

interest or in the interest of the company and its members and creditors; or 



   

(b) direct that liability of the members shall be unlimited; or 

(c) direct removal of the name of the company from the register of companies; or 

(d) pass an order for the winding up of the company; or 

(e) pass such other orders as it may deem fit.  

However before making any order- 

(i) the company shall be given a reasonable opportunity of being heard in the matter; 

and 

(ii) the Tribunal shall take into consideration the transactions entered into by the 

company, including the obligations, if any, contracted or payment of any liability. 

20. Define the term 'deposit' under the provisions of the Companies Act, 2013 and comment with 

relevant provisions that the following amount received by a company will be considered as 

deposit or not; 

a. Rs. 5,00,000 raised by Rishi Ltd. through issue of non-convertible debenture not 

constituting a charge on the assets of the company and listed on a recognised stock 

exchange as per applicable regulations made by Securities and Exchange Board of 

India. 

b. Rs. 2,00,000 received from Mr. T, an employee of the company who is drawing 

annual salary of Rs. 1,50,000 under a contract of employment with the company in 

the nature of non-interest bearing security deposit. 

c. Amount of Rs. 3,00,000 received by a private company from a relative of a Director, 

declared by the depositor as out of gift received from his mother. 

Answer 

According to section 2 (31) of the Companies Act, 2013, the term ‘deposit’ includes any receipt 

of money by way of deposit or loan or in any other form, by a company, but does not include 

such categories of amount as prescribed in the Rule 2 (1)(c)of the Companies (Acceptance of 

deposit) Rules, 2014, in consultation with the Reserve bank of India. 

Amounts received by the company will not be considered as deposit: In terms of Rule 2 

(1) (c) of the Companies (Acceptance of deposit) Rules, 2014, following shall be the answers- 

(i) In the first case, where Rs. 5,00,000 raised by the Rishi Ltd. through issue of non- 

convertible debenture not constituting a charge on the assets of the company and 

listed on recognised stock exchange as per the applicable regulations made by the 

SEBI, will not be considered as deposit in terms of sub-clause (ixa) of the said rule. 

(ii) In the second case, Rs. 2,00,000 was received from Mr. T, an employee of the 

company drawing annual salary of Rs. 1,50,000 under a contract of employment with 

the company in the nature of non-interest bearing security deposit. This amount 

received by company from employee, Mr. T will be considered as deposit in terms of 

sub-clause (x) of the said rule, as amount received is more than his annual salary 

under a contract of employment with the company in the nature of non-interest 

bearing security deposit. 



   

(iii) In the third case, amount of Rs.3,00,000 received by a private company from a 

relative of a Director, declaring details of the amounts so deposited as out of gift 

received from his mother. This amount received by the private Company will not be 

considered as deposit in terms of sub-clause (viii) of the said rule. Here as per the 

requirement, the relative of the director of the private company, from whom money is 

received, furnished the declaration in writing to the effect that the amount is given 

out of gift received from his mother and not being given out of funds acquired by him 

by borrowing or accepting loans or deposits from others. 

21. The Authorized share capital of SSP Limited is Rs. 5 crore divided into 50 Lakhs equity shares 

of Rs. 10 each. The Company issued 30 Lakhs equity shares for subscription which was fully 

subscribed. The Company called so far Rs. 8 per share and  it was paid up. Later  on the 

Company proposed to reduce the Nominal Value of equity share from Rs. 10 each     to Rs. 8 

each and to carry out the following proposals: 

a. Reduction in Authorized Capital from Rs. 5 crore divided into 50  Lakhs  equity 

shares  of Rs. 10 each to Rs. 4 crore divided into 50 Lakhs equity shares of Rs. 8 each. 

b. Conversion of 30 Lakhs partly paid up equity shares of Rs. 8 each to fully  paid up  

equity shares of Rs. 8 each there by relieving the shareholders from making further 

payment of Rs. 2 per share. 

State the procedures to be followed by the Company to carry out the above proposals under 

the provisions of the Companies  Act, 2013. 

Answer 

In order to carry out proposals by SSP Limited to reduce the nominal value of the equity 

share, the company has to comply with the procedure given under section 66  of the 

Companies Act, 2013 which deals with the Reduction of share capital. 

Procedure 

(1) Reduction of share capital by special resolution: Subject to confirmation by the 

Tribunal on an application by the company, a company limited by shares or limited by 

guarantee and having a share capital may, by a special resolution, reduce the share 

capital in any manner and in particular, may— 

(a) extinguish or reduce the liability on any of its shares in  respect  of  the share 

capital not paid-up; or 

(b) either with or without extinguishing or reducing liability on any of its shares,— 

(i) cancel any paid-up share capital which is lost or is unrepresented by available 

assets; or 

(ii) pay off any paid-up share capital which is in excess of the wants of  the 

company, alter its memorandum by reducing the amount of its share capital 

and of its shares accordingly. 

(2) Issue of Notice from the Tribunal: The Tribunal shall give notice of every application 

made to it to  the Central  Government, Registrar  and the creditors  of the company 

and shall take into consideration the representations, if any, made to it by them within 

a period of three months from the date  of  receipt  of the notice. 



   

(3) Order of tribunal: The Tribunal may, if it is satisfied that the debt or claim of every 

creditor of the company has been discharged or determined or has been secured or his 

consent is obtained, make an order confirming the reduction of share capital on such 

terms and conditions as it deems fit. 

(4) Publishing of order of confirmation of tribunal: The order of confirmation of the 

reduction of share capital by the Tribunal shall be published  by  the  company in such 

manner as the Tribunal may direct. 

(5) Delivery of certified copy of order to the registrar: The company  shall  deliver a 

certified copy of the order of the Tribunal and of a minute approved by the Tribunal to 

the Registrar within thirty days of the receipt of the copy of    the order, who shall 

register the same and issue a certificate to that effect. 

 

(ii)SSP Limited proposes to alter its share capital. The Present  authorized  share  capital Rs. 5 

Crore will be altered to Rs. 4 Crore. According to Section 61 of the Companies Act, 2013, a 

limited company having a share capital may alter its capital part of the memorandum. 

A  limited company having a share capital may, if so authorized by its articles, alter   its 

memorandum in its general meeting to – 

(i) Cancel shares which, at the date of the passing of the resolution in that behalf, have 

not been taken or agreed to be taken by any  person, and diminish the amount  of its 

share capital by the amount of the shares so cancelled. The cancellation of shares 

shall not be deemed to be reduction of share capital. 

(ii) A company shall within 30 days of the shares having been consolidated, converted, 

sub-divided, redeemed, or cancelled or the stock having been reconverted, shall give a 

notice to the Registrar in the prescribed form along with an altered memorandum 

[Section 64 of the Companies Act, 2013]. 

The Company has to follow the above procedures to alter its authorized share capital. 

 

22. State with reasons whether each of the following instruments is an Inland Instrument or a 

Foreign Instrument as per The Negotiable Instruments Act, 1881: 

a. Ram draws a Bill of Exchange in Delhi upon Shyam a resident of Jaipur  and  

accepted to be payable in Thailand after 90 days of acceptance. 

b. Ramesh draws a Bill of Exchange in Mumbai upon  Suresh a  resident of  Australia 

and accepted to be payable in Chennai after 30 days of sight. 

c. Ajay draws a Bill of Exchange in California upon Vijay a resident of Jodhpur and 

accepted to be payable in Kanpur after 6 months of acceptance. 

d. Mukesh draws a Bill of Exchange in Lucknow upon Dinesh a resident of China and 

accepted to be payable in China after 45 days of acceptance. 

Answer 

A promissory note, bill of exchange or cheque drawn or made in India and made payable  in, 

or drawn upon any person resident in India shall be deemed to be an  inland  instrument. 



   

Any such instrument not so drawn, made or made payable shall be deemed to be foreign 

instrument. 

Following are the answers as to the nature of the Instruments: 

(i) In first case, Bill is drawn in Delhi by Ram on a person (Shyam), a resident of Jaipur 

(though accepted to be payable in Thailand after 90 days) is an Inland instrument. 

(ii) In second case, Ramesh draws a bill in Mumbai on Suresh resident of Australia and 

accepted to be payable in Chennai after 30 days of sight, is an Inland instrument. 

(iii) In third case, Ajay draws a bill in California (which is situated outside India) and 

accepted to be payable in India (Kanpur), drawn upon Vijay, a person resident in 

India (Jodhpur), therefore the Instrument is a Foreign instrument. 

(iv) In fourth case, the said instrument is a Foreign instrument as the  bill is  drawn in  

India by Mukesh upon Dinesh, the person resident outside India (China) and also 

payable outside India (China) after 45 days of acceptance. 

 

23. 'C' advances to 'B', Rs 2,00,000 on the guarantee of 'A'. 'C' has also taken a further security for 

the same borrowing by mortgage of B's furniture worth Rs 2, 00,000 without knowledge of 

'A'. C' cancels the mortgage. After 6 months 'B' becomes insolvent and 'C' 'sues ‘A’ his 

guarantee. Decide the liability of 'A' if the market value of furniture is worth Rs 80,000, under 

the Indian Contract Act, 1872. 

 

Answer 

Surety’s right to benefit of creditor’s securities: According to section 141 of the Indian 

Contract Act, 1872, a surety is entitled to the benefit of every security which the creditor has 

against the principal debtor at the time when the contract of suretyship is entered into, 

whether the surety knows of the existence of such security or not; and, if the creditor loses, or, 

without the consent of the surety, parts with such security, the surety is discharged to the 

extent of the value of the security. 

 

In the instant case, C advances to B, Rs 2,00,000 rupees on the guarantee of A. C has also 

taken a further security for Rs 2,00,000 by mortgage of B’s furniture without knowledge of A. 

C cancels the mortgage. B becomes insolvent, and C sues A on his guarantee. A is discharged 

from liability to the amount of the value of the furniture i.e. Rs 80,000 and will remain liable 

for balance Rs 1, 20,000.  

 

24. Radheshyam borrowed a sum of Rs. 50,000 from a Bank on the security of gold  on 1.07.2019 

under an agreement which contains a  clause that  the bank shall have  a  right of particular 

lien on the gold pledged with it. Radheshyam thereafter took an unsecured  loan of Rs. 20,000 

from the same bank on 1.08.2019 for three months. On 30.09.2019 he repaid entire secured 

loan of Rs. 50,000 and requested the bank to release  the  gold  pledged with it. The Bank 

decided to continue the lien on the  gold  until  the  unsecured loan is fully repaid by 



   

Radheshyam. Decide whether the decision of the  Bank  is  valid within the provisions of the 

Indian Contract Act, 1872 ? 

Answer 

 

25. ‘Surendra’ guarantees ‘Virendra’ for the transactions to be done between ‘Virendra’ & ‘Jitendra’ 

during the month of March, 2021. ‘Virendra’ supplied goods of Rs. 30,000 on 01.03.2021 and 

of Rs. 20,000 on 03.03.2021 to ‘Jitendra’. On 05.03.2021, ‘Surendra’ died in a road accident. 

On 10.03.2021, being ignorant of the death of ‘Surendra’, ‘Virendra’ further supplied goods of 

Rs. 40,000. On default in payment by ‘Jitendra’ on due date, ‘Virendra’ sued on legal heirs of 

‘Surendra’ for recovery of Rs. 90,000. Describe, whether legal heirs of ‘Surendra’ are liable to 

pay Rs. 90,000 under the provisions of Indian Contract Act 1872. 

What would be your answer, if the estate of ‘Surendra’ is worth of Rs. 45,000 only? 

 

Solution : 

According to section 131 of Indian Contract Act 1872, in the absence of a contract to contrary, a 

continuing guarantee is revoked by the death of the surety as to the future transactions. The 

estate of deceased surety, however, liable for those transactions which had already taken place 

during the lifetime of deceased. Surety’s estate will not be liable for the transactions taken place 

after the death of surety even if the creditor had no knowledge of surety’s death. 

In this question, ‘Surendra’ was surety for the transactions to be done between ‘Virendra ’ 

& ‘Jitendra’ during the month of March’2021. ‘Virendra’ supplied goods of Rs. 30,000, Rs. 

20,000 and of Rs. 40,000 on 01.03.2021, 03.03.2021 and 10.03.02021 respectively. ‘Surendra’ 

died in a road accident but this was not in the knowledge of ‘Virendra’. When ‘Jitendra’ 

defaulted in payment, ‘Virendra’ filed suit against legal heirs of ‘Surendra’ for recovery of full 

amount i.e. Rs. 90,000. 

On the basis of above, it can be said in case of death of surety (‘Surendra’), his legal heirs 

are liable only for those transactions which were entered before 05.03.2021 i.e. for Rs. 50,000. 

They are not liable for the transaction done on 10.03.2021 even though Virendra had no 

knowledge of death of Surendra. 

Further, if the worth of the estate of deceased is only Rs. 45,000, the legal heirs are liable for 

this amount only 

 

26. (a) R instructed S, a transporter, to send a consignment of apples to Chennai. After 

covering half the distance, Suresh found that the apples will perish before reaching 

Chennai. He sold the same at half the market price. R sued S. Decide will he 

succeed? 

(b) Ramesh hires a carriage of Suresh and agrees to pay Rs. 1500 as hire charges. 

The carriage is unsafe, though Suresh is unaware of it. Ramesh is injured and 

claims compensation for injuries suffered by him. Suresh refuses to pay. Discuss 

the liability of Suresh.  



   

Solution: 

(a) An agent has the authority in an emergency to do all such acts as a man of 

ordinary prudence would do for protecting his principal from losses which the 

principal would have done under similar circumstances. 

A typical case is where the ‘agent’ handling perishable goods like ‘apples’ can 

decide the time, date and place of sale, not necessarily as per instructions of 

the principal, with the intention of protecting the principal from losses. Here, 

the agent acts in an emergency and acts as a man of ordinary prudence. In the 

given case S had acted in an emergency situation and hence, R will not succeed 

against him. 

(b) Problem asked in the question is based on the provisions of the Indian 

Contract Act, 1872 as contained in Section 150. The section provides that if the 

goods are bailed for hire, the bailor is responsible for such damage, whether he 

was or was not aware of the existence of such faults in the goods bailed. 

Accordingly, applying the above provisions in the given case Suresh is 

responsible to compensate Ramesh for the injuries sustained even if he was 

not aware of the defect in the carriage. 

 

27. Mr. A of Delhi engaged Mr. S as his agent to buy a house in Noida Extension area. 

Mr. S bought a house for Rs. 50 lakhs in the name of a nominee and then 

purchased it himself for Rs. 60 lakhs. He then sold the same house to Mr. A for 

Rs. 80 lakhs. Mr. A later comes to know the mischief of Mr. S and tries to recover 

the excess amount paid to Mr. S. Discuss whether he is entitled to recover any 

amount from Mr. S? If so, how much?  

Solution: 

The problem in this case, is based on the provisions of the Indian Contract Act, 

1872 as contained in Section 215 read with Section 216. The two sections provide 

that where an agent without the knowledge of the principal, deals in the business 

of agency on his own account, the principal may: 

(1) Repudiate the transaction, if the case shows, either that the agent has dishonestly 

concealed any material fact from him, or that the dealings of the agent have been 

disadvantageous to him. 

(2) Claim from the agent any benefit, which may have resulted to him from the 

transaction. 

Therefore, based on the above provisions, Mr. A is entitled to recover Rs. 30 lakhs 

from Mr. S being the amount of profit earned by Mr. S out of the transaction. 



   

28. Bhupendra borrowed a sum of ` 3 lacs from Atul. Bhupendra appointed Atul as 

his agent to sell his land and authorized him to appropriate the amount of loan 

out of the sale proceeds. Afterward, Bhupendra revoked the agency. 

Decide under the provisions of the Indian Contract Act, 1872 whether the 

revocation of the said agency by Bhupendra is lawful.  

 

Solution 

According to Section 202 of the Indian Contract Act, 1872 an agency becomes 

irrevocable where the agent has himself an interest in the property which forms 

the subject-matter of the agency, and such an agency cannot, in the absence of an 

express provision in the contract, be terminated to the prejudice of such interest. 

In the instant case, the rule of agency coupled with interest applies and does not 

come to an end even on death, insanity or the insolvency of the principal. 

Thus, when Bhupendra appointed Atul as his agent to sell his land and authorized 

him to appropriate the amount of loan out of the sale proceeds, interest was 

created in favour of Atul and the said agency is not revocable. The revocation of 

agency by Bhupendra is not lawful. 

 

29.  Aarthi is the wife of Naresh. She purchased some  sarees  on  credit  from  M/s  

Rainbow Silks, Jaipur.  

M/s Rainbow Silks, Jaipur demanded the amount from Naresh. Naresh  refused.  M/s 

Rainbow Silks, Jaipur filed  a  suit against Naresh  for  the  said  amount. Decide in 

the light  of provisions of the Indian Contract Act, 1872, whether M/s Rainbow Silks, 

Jaipur would succeed? [May 2019] 

Solution: 

The situation asked in the question is based on the provisions related with the modes 

of creation of agency relationship under the Indian Contract Act, 1872. Agency  may  

be  created by a legal presumption; in a case of cohabitation by a married woman (i.e. 

wife i s considered as an implied agent of her husband). If wife lives with her husband, 

there  is a legal presumption that a wife has authority  to  pledge  her  husband’s  credit  

for  necessaries. But the legal presumption can be rebutted in the following cases: 

(i) Where the goods purchased on credit are not necessaries. 

(ii) Where the wife is given sufficient money for purchasing necessaries. 

(iii) Where the wife is forbidden from purchasing anything on credit or contracting debts. 

(iv) Where the trader has been expressly warned not to give credit to his wife. 

If the wife lives apart for no fault on her part, wife has authority to  pledge  her 

husband’s credit for necessaries. This legal presumption can be rebutted only in cases 

(iii) and (iv) above. 



   

Applying the above conditions in the given case M/s Rainbow Silks will succeed. It 

can recover the said amount from Naresh if sarees purchased  by Aarthi  are  

necessaries  for her. 

 

30. A rented his house to B on lease for 3 years. The lease agreement is terminable on 3 

month notice by either party. C, the son of A, being in need of a separate house to live, 

served a notice on B, without any authority, to vacate the house within a month and 

requested his father A to ratify his action. Examine whether it shall be valid for A to 

ratify the action of C taking into account the provisions of the Indian Contract Act, 

1872?  

Solution 

As per section 200 of the Indian contract Act, 1872, an act done by one person on 

behalf of another, without such other person’s authority, which, if done with 

authority, would have the effect of subjecting a third person to damages, or of 

terminating any right or interest of a third person, cannot, by ratification, be made to 

have such effect. 

In the given instance, A rented his house to B on lease for 3 years. The lease agreement 

was terminable on three months’ notice. C, son of A, gives notice of termination to B, 

without any authority, to vacate the house within a month. Also requested A to ratify 

his action. 

Here by the act of C, the interest of B is affected, therefore the principle of ratification 

does not apply. Hence, it’s not valid for A to ratify the action of C, thereby causing the 

notice to be binding on B. 

 

31. ‘E’ is the holder of a bill of exchange made payable to the order of ‘F’. The bill of 

exchange contains the following endorsements in blank: 

First endorsement ‘F’ Second endorsement ‘G’. Third endorsement ‘H’ and Fourth 

endorsement ‘I’ 

‘E’ strikes out, without I’s consent, the endorsements by ‘G’ and ‘H’. Decide with reasons 

whether ‘E’ is entitled to recover anything from ‘I’ under the provisions of Negotiable 

Instruments Act, 1881.  

Solution: 

According to section 40 of the Negotiable Instruments Act, 1881, where the holder of a 

negotiable instrument, without the consent of the endorser, destroys or impairs the 

endorser’s remedy against a prior party, the endorser is discharged from liability to the 

holder to the same extent as if the instrument had been paid at maturity. Any party 

liable on the instrument may be discharged by the intentional cancellation of his 

signature by the holder. 



   

In the given question, E is the holder of a bill of exchange of which F is the payee and it 

contains the following endorsement in blank: 

First endorsement, ‘F’ Second endorsement, ‘G’ Third endorsement, ‘H’ Fourth 

endorsement, ‘I’ 

‘E’, the holder, may intentionally strike out the endorsement by ‘G’ and ‘H’; in that case 

the liability of ‘G’ and ‘H’ upon the bill will come to an end. But if the endorsements of 

‘G’ and ‘H’ are struck out without the consent of ‘I’, ‘E’ will not be entitled to recover 

anything from ‘I’. The reason being that as between ‘H’ and ‘I’, ‘H’ is the principal debtor 

and ‘I’ is surety. If ‘H’ is released by the holder under Section 39 of the Act, ‘I’, being 

surety, will be discharged. Hence, when the holder without the consent of the endorser 

impairs the endorser’s remedy against a prior party, the endorser is discharged from 

liability to the holder. 

Thus, if ‘E’ strikes out, without I’s consent, the endorsements by ‘G’ and ‘H’, ‘I’ will also 

be discharged 

 

32. Mr. S Venkatesh drew a cheque in favor of M who was sixteen years old. M settled his 

rental due by endorsing the cheque in favor of Mrs. A the owner of the house in which 

he stayed. The cheque was dishonored when Mrs. A presented it for payment on 

grounds of inadequacy of funds. Advise Mrs. A how she can proceed to collect her dues. 

Solution 

Capacity to make, etc., promissory notes, etc. (Section 26 of the Negotiable Instruments 

Act, 1881): Every person capable of contracting, according to the law to which he is 

subject, may bind himself and be bound by the making, drawing, acceptance, 

endorsement, delivery and negotiation of a promissory note, bill of exchange or cheque. 

However, a minor may draw, endorse, deliver and negotiate such instruments so as to 

bind all parties except himself. 

 

As per the facts given in the question, Mr. S Venkatesh draws a cheque in favour of M, 

a minor. M endorses the same in favour of Mrs. A to settle his rental dues. The cheque 

was dishonoured when it was presented by Mrs. A to the bank on the ground of 

inadequacy of funds. Here in this case, M being a minor may draw, endorse, deliver and 

negotiate the instrument so as to bind all parties except himself. Therefore, M is not 

liable. Mrs A can thus proceed against Mr. S Venkatesh to collect the dues 

 

33. Bholenath drew a cheque in favour of Surendar. After having issued the cheque; 

Bholenath requested Surendar not to present the cheque for payment and gave a stop 



   

payment request to the bank in respect of the cheque issued to Surendar. Decide, under 

the provisions of the Negotiable Instruments Act, whether the said Act of Bholenath 

constitute an offence? 

 

Solution 

As per the facts stated in the question, Bholenath (drawer) after having issued the 

cheque, informs Surender (drawee) not to present the cheque for payment and as well 

gave a stop payment request to the bank in respect of the cheque issued to Surender. 

 

Section 138 of the Negotiable Instruments Act, 1881, is a penal provision in the sense 

that once a cheque is drawn on an account maintained by the drawer with his banker 

for payment of any amount of money to another person out of that account for the 

discharge in whole or in part of any debt or liability, is informed by the bank unpaid 

either because of insufficiency of funds to honour the cheques or the amount exceeding 

the arrangement made with the bank, such a person shall be deemed to have committed 

an offence. 

 

Once a cheque is issued by the drawer, a presumption under Section 139 of the 

Negotiable Instruments Act, 1881 follows and merely because the drawer issues a notice 

thereafter to the drawee or to the bank for stoppage of payment, it will not preclude an 

action under Section 138. 

 

Also, Section 140 of the Negotiable Instruments Act, 1881, specifies absolute liability of 

the drawer of the cheque for commission of an offence under the section 138 of the Act. 

Section 140 states that it shall not be a defence in a prosecution for an offence under 

section 138 that the drawer had no reason to believe when he issued the cheque that 

the cheque may be dishonoured on presentment for the reasons stated in that section. 

 

Accordingly, the act of Bholenath, i.e., his request of stop payment constitutes an 

offence under the provisions of the Negotiable Instruments Act, 1881. 

 

34. Mr. V draws a cheque of ` 11,000 and gives to Mr. B by way of gift. State with reason 

whether - 

(1) Mr.B is a holder in due course as per the Negotiable Instrument Act, 1881? 

(2) Mr.B is entitled to receive the amount of ` 11,000 from the bank? 

 

Solution 



   

According to section 9 of the Negotiable Instrument Act, 1881, "Holder in due course" 

means- 

• any person 

• who for consideration 

• becomes the possessor of a promissory note, bill of exchange or cheque (if payable to 

bearer), or the payee or endorsee thereof, (if payable to order), 

• before the amount mentioned in it became payable, and 

• without having sufficient cause to believe that any defect existed in the title of the 

person from whom he derived his title. 

In the instant case, Mr. V draws a cheque of ` 11,000 and gives to Mr. B by way of gift. 

(i) Mr. B is holder but not a holder in due course since he did not get the cheque for 

value and consideration. 

(ii) Mr. B’s title is good and bonafide. As a holder he is entitled to receive 11,000 from 

the bank on whom the cheque is drawn 

 

35. Explain the rule in ‘Heydon’s Case’ while interpreting the statutes quoting an example. 

Solution 

Where the language used in a statute is capable of more than one interpretation, the 

most firmly established rule for construction is the principle laid down in the Heydon’s 

case. This rule enables, consideration of four matters in constituting an act : 

a.  what was the law before making of the Act, 

b. what was the mischief or defect for which the law did not provide, 

c. what is the remedy that the Act has provided, and 

d. what is the reason for the remedy. 

The rule then directs that the courts must adopt that construction which ‘shall suppress 

the mischief and advance the remedy’. Therefore, even in a case where the usual 

meaning of the language used falls short of the whole object of the legislature, a more 

extended meaning may be attributed to the words, provided they are fairly susceptible 

of it. If the object of any enactment is public safety, then its working must be interpreted 

widely to give effect to that object. Thus in the case of Workmen’s Compensation Act, 

1923 the main object being provision of compensation to workmen, it was held that the 

Act ought to be so construed, as far as possible, so as to give effect to its primary 

provisions. 

However, it has been emphasized by the Supreme Court that the rule in Heydon’s case 

is applicable only when the words used are ambiguous and are reasonably capable of 

more than one meaning [CIT v. Sodra Devi (1957) 32 ITR 615 (SC)]. 

 



   

36. X owned a land with fifty tamarind trees. He sold his land and the (obtained after 

cutting  the fifty trees) to Y. X wants to know whether the sale of timber tantamounts 

to sale of immovable property. Advise him with reference to provisions of "General 

Clauses Act, 1897”.  

Solution: 

“Immovable Property” [Section 3(26) of the General Clauses Act, 1897]: ‘Immovable 

Property’ shall include: 

a. Land, 

b. Benefits to arise out of land, and 

c. Things attached to the earth, or 

d. Permanently fastened to anything attached to the earth. 

It is an inclusive definition. It contains four elements: land, benefits to arise out of land, 

things attached to the earth and things permanently fastened to anything attached to 

the earth. Where, in any enactment, the definition of immovable property is in the 

negative   and not exhaustive, the definition as given in the General Clauses Act will 

apply to the expression given in that enactment. 

In the instant case, X sold Land along with timber (obtained after cutting trees) of fifty 

tamarind trees of his land. According to the above definition, Land is immovable 

property; however, timber cannot be immovable property since the same are not 

attached to the earth. 

 

37. Explain briefly any four effects by repeal of an existing Act by central legislation 

enumerated in Section-6 of The General Clauses Act, 1897. [May 2018] 

Solution: 

According to  Section 6 of the General Clauses  Act, 1897, where any Central legislation   

or any regulation made after the commencement of this Act repeals any Act made  or 

yet   to be made, unless another purpose exists, the repeal shall not: 

a. Revive anything not enforced or prevailed during the period at which repeal is  

effected or; 

b. Affect the prior management of any legislation that is  repealed  or  anything 

performed or undergone or; 

c. Affect any claim, privilege, responsibility or debt obtained, ensued  or  sustained 

under any legislation so repealed or; 

d. Affect any punishment, forfeiture or penalty sustained with regard to any 

offence committed as opposed to any legislation or 

e. Affect any inquiry, litigation or remedy with regard to such claim, privilege, debt 

or responsibility or any inquiry, litigation or remedy may be initiated, continued 



   

or insisted. 

38. Grammatical Interpretation. What are the exceptions to grammatical interpretation? [  

Solution: 

Grammatical Interpretation and its exceptions: ‘Grammatical interpretation’ concerns 

itself exclusively with the verbal expression of the law, it does not  go beyond the letter 

of the law. In all ordinary cases, ‘grammatical interpretation’ is the sole form allowable. 

The Court cannot take from or add to modify the letter of  the  law. 

This rule, however, is subject to some exceptions: 

a. Where the letter of the law is logically defective on account of ambiguity, 

inconsistency or incompleteness. As  regard the defect to ambiguity, the Court   

is under a duty to travel beyond  the letter of the law so as  to  determine from  

the other sources the true intention of the legislature. In the case of  the  

statutory expression being defective on account of inconsistency,  the  court 

must ascertain the spirit of the law. 

b. If the text leads to a result which is so unreasonable that it is self-evident that  

the legislature could not mean what it says, the court may  resolve  such impasse 

by inferring logically the intention of the legislature. 

 

39. What are the circumstances under which a bill of exchange can be dishonored by non- 

acceptance? Also, explain the consequences if a cheque gets dishonored for 

insufficiency of funds in the account.  

Solution: 

As per section 91 of the Negotiable Instruments Act, 1881, a bill may be dishonoured 

either by non-acceptance or by non-payment. 

Dishonour by non-acceptance may take place in any one of the following 

circumstances: 

(i) When the drawee either does not accept the bill within forty-eight hours 

(exclusive of public holidays) of presentment or refuse to accept it; 

(ii) When one of several drawees, not being partners, makes default in acceptance; 

(iii) When the drawee makes a qualified acceptance; 

(iv) When presentment for acceptance is excused and the bill remains unaccepted; 

and 

(v) When the drawee is incompetent to contract. 

Dishonour of Cheque for insufficiency, etc. of funds in the account: As per section 138 

of the Negotiable Instruments Act 1881, where any cheque drawn by a person on an 

account maintained by him with a banker for payment is dishonoured due to 

insufficiency of funds, he shall be punished with imprisonment for a term which may 



   

extend to two years or with fine which may extend to twice the amount of the cheque 

or with both. 

 

40. What is the meaning of service by post as per provisions of The General Clauses Act, 

1897?  

Solution: 

“Meaning of Service by post” [Section 27 of the General Clauses Act, 1897]: Where any 

legislation or regulation requires any document to be served by post, then unless a 

different intention appears, the service shall be deemed to be effected by: 

a. properly addressing 

b. pre-paying, and 

c. posting by registered post. 

A letter containing the document to have been effected at the time at which the  letter  

would be delivered in the ordinary course of post. 

 

41. Komal Ltd. declares a dividend for its shareholders in its AGM held on 27 th  

September,  2018. Referring to provisions of the  General  Clauses  Act,  1897  and  

Companies  Act,  2013, advice: 

a. The dates during which Komal Ltd. is required to pay the dividend? 

b. The dates during which Komal Ltd. is required to transfer the unpaid or 

unclaimed dividend  to  unpaid dividend account? 

Solution: 

As per section 9 of the General Clauses Act, 1897, for computation  of time, the  section 

states that in any legislation or regulation, it shall be  sufficient,  for  the  purpose  of 

excluding the first in a series of days or any other period of time to use the word “from” 

and for the purpose of including the last in a series of days  or any other period of time, 

to  use the word “to”. 

Payment of dividend: In the given instance, Komal Ltd. declares dividend for its 

shareholder  in its Annual General Meeting held on 27/09/2018. Under the provisions   

of Section 127 of the Companies Act, 2013, a company is required to pay declared 

dividend within 30 days from the date of declaration, i.e. from 28/09/2018  to  

27/10/2018. In this series of 30 days, 27/09/2018 will be excluded and last 30 th day, 

i.e. 27/10/2018 will be included. Accordingly, Komal Ltd. will be required to  pay  

dividend within 28/09/2018 and 27/10/2018 (both days inclusive). 

Transfer of unpaid or unclaimed divided: As  per the provisions of Section 124 of the 

Companies Act, 2013, where a dividend has  been  declared  by a  company but has not 

been paid or claimed within 30 days from the date of the declaration, to any 



   

shareholder entitled to the payment of  the  dividend,  the  company  shall,  within  7 

days from the date  of expiry of the  said  period  of 30  days,  transfer the total amount 

of dividend which remains unpaid  or  unclaimed  to  a special account to  be opened by 

the company in that behalf in any scheduled bank to be called the  “Unpaid  Dividend 

Account” (UDA). Therefore, Komal Ltd. shall transfer the unpaid/unclaimed dividend 

to UDA within the period of 28th October, 2018 to 3rd November, 2018 (both  days 

inclusive). 

 

42. What do you understand by the term 'Good Faith'. Explain it as per the provisions of 

the General Clauses Act, 1897. Mr. X purchased a watch from Mr.  Y  carelessly  without 

proper enquiry. Whether the purchase made could said to be made in good faith  

Solution: 

As per Section 3(22) of the General Clauses Act, 1897, the term  “good faith” means a  

thing shall be deemed to be done in “good faith” where it is  in  fact  done  honestly,  

whether it is done negligently or not; 

The term “Good faith” has been defined differently in different enactments. This 

definition  of  the good faith does not apply to that enactment which contains a special 

definition of  the term “good faith” and there the definition given in that particular 

enactment has to be followed. 

The question of good faith under the General Clauses Act is one of fact. It is to 

determine with reference to the circumstances of each case. Thus, anything done with 

due care and attention, which is not malafide is presumed to have been done in good 

faith. 

In the given problem in the question, Mr. X purchased a watch from Mr. Y carelessly  

without proper enquiry. Such a purchase made could not be said to  be  made  in  good  

faith as it was done without due care and attention as is expected with a man of ordinary 

prudence. An honest purchase made carelessly  without making proper enquiries 

cannot  be said to have been made in good faith so as to convey good title. 

 

43. Referring to the provisions of the  General  Clauses  Act,  1897, find  out the day/ date 

on which the following Act/Regulation comes into force. Give reasons also, 

a. An Act of Parliament which has not specifically mentioned a particular date. 

b. The Securities and Exchange Board of India (Issue of Capital and Disclosure 

Requirements) (Fifth Amendment) Regulations, 2015 was issued by SEBI vide 

Notification dated 14th August, 2015 with effect from 1st January, 2016. ?  

Solution: 

According  to  section  5  of the  General  Clauses  Act,  1897, where any Central Act has 



   

not specifically mentioned a particular date  to  come  into  force,  it shall be 

implemented on the day on which it receives the assent of the  President in case of an 

Act of Parliament. 

If any specific date  of  enforcement is prescribed in the Official Gazette, the Act shall 

come into enforcement from such date. 

Thus, in the given question, the SEBI (Issue of Capital and Disclosure Requirements) 

(Fifth Amendment) Regulations, 2015 shall come into enforcement on 1st January, 

2016 rather than the date of its notification in the gazette. 

 

 

44. ‘Repeal’ of provision  is different from ‘deletion’ of provision. Explain.  

Solution: 

In Navrangpura Gam Dharmada Milkat Trust Vs. Rmtuji Ramaji, AIR  1994 Guj 75  

case, it was decided that ‘Repeal’ of provision is in distinction from ‘deletion’ of 

provision. ‘Repeal’ ordinarily brings about complete obliteration (abolition) of the 

provision as if it never existed, thereby affecting all  incoherent  rights  and  all  causes 

of action  related  to the ‘repealed’ provision while ‘deletion’ ordinarily takes effect from 

the date of legislature affecting the  said  deletion, never  to  effect total  effecting  or  

wiping  out of the provision as if it never existed. 

 

45. 'Preamble does not over-ride the plain provision of the Act.' Comment. Also give 

suitable example.  

Solution: 

Preamble: The Preamble expresses the scope, object and purpose of the Act more 

comprehensively. The Preamble of a Statute is a part of the enactment and can 

legitimately be used as an internal aid for construing it. However, the Preamble does 

not over-ride the plain provision of the Act. But if the wording of the statute  gives rise  

to  doubts as to  its proper construction, for example, where the words or phrase has 

more than one meaning and a doubt arises as to  which  of the two meanings is intended 

in the Act, the Preamble  can and ought to be referred to in order to arrive at the proper 

construction. 

In short, the Preamble to an Act  discloses  the primary intention of the legislature but 

can only be brought in as an aid to construction if the language of the statute is not 

clear. However, it cannot override the provisions of the enactment. 

Example: Use of the word ‘may’ in section 5 of the Hindu Marriage Act, 1955 provides 

that “a marriage  may be solemnized between two Hindus ” has been construed to be 

mandatory in the sense that both parties to the marriage must be Hindus as defined in 



   

section 2 of the Act. It was held  that a  marriage  between  a  Christian  male and a 

Hindu female solemnized under the Hindu Marriage Act was void. This result was 

reached also having regard to the preamble of the Act which reads: ‘An Act to amend 

and codify the law relating to marriage among Hindus” [GullipoliSowria Raj V. 

BandaruPavani, (2009)1 SCC714]. 

 

46. How will you understand whether a provision in a statute is 'mandatory' or 'directory'?  

Solution: 

Practically speaking, the distinction between a provision which is ‘mandatory’  and  one 

which is ‘directory’ is that when it is mandatory, it must be strictly observed; when it is 

‘directory’ it would be sufficient that it is substantially complied with. However, we have  

to look into the substance and not merely the form; an enactment in mandatory form 

might substantially be directory and, conversely,  a  statute  in  directory  form  may  in  

substance be mandatory. Hence, it is the substance that counts  and  must take  

precedence over  mere form. If a  provision  gives  a  power  coupled  with a duty, it is 

mandatory; whether it is or is not so would depend on such consideration as: 

The nature of the thing empowered to be done, 

The object for which it is done, and 

The person for whose benefit the power is to be exercised. 

 

47. If it is defined as: 

"Company means a company incorporated under the Companies Act, 2013 or under 

any previous company Law". 

"Person" includes, _______ under the Consumer Protection Act,1986. 

How would you interpret/construct the nature and scope of the above definitions?  

Solution: 

Restrictive and extensive definitions: The definition of a word or expression in the 

definition section may either be restricting of  its ordinary meaning or may be  extensive  

of the same. 

When a word is defined to ‘mean’ such and such, the definition is ‘prima facie’ 

restrictive  and exhaustive, we must restrict the meaning of the word to that given in 

the definition section. 

But where the word is defined to ‘include’ such and such, the definition is ‘prima facie’ 

extensive: here the word defined is not restricted to the meaning assigned to it but has 

extensive meaning which also includes the meaning assigned to it  in  the  definiti on 

section. 

Thus, 



   

The definition is restrictive and exhaustive to the effect that  only  an  entity 

incorporated under the Companies Act, 2013 or under any previous Companies Act, 

shall deemed to be company. 

The definition is inclusive in nature, thereby the meaning assigned to the respective 

word (here ‘person’) is extensive.  It  has a  wider  scope  to  include other  terms into 

the ambit of the definition having regard to the object of the definition. 

 

48. “Associate words to be understood in common sense manner.” Explain this statement 

with reference to rules of interpretation of statutes.  

Solution 

Associated Words to be Understood in Common Sense Manner: When two words or 

expressions are coupled together one of which generally excludes the other, obviously 

the more general term is used in a meaning excluding the specific one. On the other 

hand, there is the concept of ‘Noscitur A Sociis’ (‘it is known by its associates’), that is 

to say ‘the meaning of a word is to be judged by the company it keeps’. When two or 

more words which are capable of analogous (similar or parallel) meaning are coupled 

together, they are to be understood in their cognate sense (i.e. akin in origin, nature or 

quality). They take, as it were, their colour from each other, i.e., the more general is 

restricted to a sense analogous to the less general. It is a rule wider than the rule of 

ejusdem generis, rather ejusdem generis is only an application of the noscitur a sociis. 

It must be borne in mind that nocitur a sociis, is merely a rule of construction and it 

cannot prevail in cases where it is clear that the wider words have been deliberately 

used in order to make the scope of the defined word correspondingly wider. 

 

49. Sohel, a director of a Company, not being personally concerned or interested, 

financially or otherwise, in a matter of a proposed motion placed before the Board 

Meeting, did not disclose his interest although he has knowledge that his sister is 

interested in that proposal. He restrains from making any disclosure of his interest on 

the presumption that he is not required by law to disclose any interest as he is not 

personally interested or concerned in the proposal. He made his presumption relying 

on the 'Rule of Literal Construction'. Explaining the scope of interpretation under this 

rule in the given situation, decide whether the decision of Sohel is correct?  

Solution 

Rule of Literal Construction 

Normally, where the words of a statute are in themselves clear and unambiguous, then 

these words should be construed in their natural and ordinary sense and it is not open 

to the court to adopt any other hypothetical construction. This is called the rule of literal 



   

construction. 

This principle is contained in the Latin maxim “absoluta sententia expositore non 

indeget” which literally means “an absolute sentence or preposition needs not an 

expositor”. In other words, plain words require no explanation. 

Sometimes, occasions may arise when a choice has to be made between two 

interpretations – one narrower and the other wider or bolder. In such a situation, if the 

narrower interpretation would fail to achieve the manifest purpose of the legislation, 

one should rather adopt the wider one. 

 

50. What is External Aid to interpretation? Explain how the Dictionary definitions are the 

External Aids to Interpretations?  

Solution 

External aids are the factors that help in interpreting/construing an Act and have been 

given the convenient nomenclature of ‘External Aids to Interpretation’. Apart from the 

statute itself there are many matters which may be taken into account when the statute 

is ambiguous. These matters are called external aids. 

 

Dictionary Definitions: Dictionary Definitions is one of the External Aids to 

interpretation. First we have to refer to the Act in question to find out if any particular 

word or expression is defined in it. Where we find that a word is not defined in the Act 

itself, we may refer to dictionaries to find out the general sense in which that word is 

commonly understood. However, in selecting one out of the several meanings of a 

word, we must always take into consideration the context in which it is used in the Act. 

It is the fundamental rule that the meanings of words and expressions used in an Act 

must take their colour from the context in which they appear. Further, judicial 

decisions laying down the meaning of words in construing statutes in ‘pari materia’ will 

have greater weight than the meaning furnished by dictionaries. However, for technical 

terms reference may be made to technical dictionaries. 

 


