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     Paper 16 – Direct Tax  Laws   and   International  Taxation 

Multiple Choice Questions:                          

 1. The commissioner of IT Act (Appeal) shall dispose off the appeal within a period of _________ 

from the financial year in which appeal is made.                                                                                                                  

A. 1 yrs                  B. 2 yrs               C. 3 yrs                D. None of the above                                                                                                                                                                          

#Correct Answer (A)     The commissioner of IT Act (Appeal) shall dispose of the appeal within a period 

of 1 yrs from the financial year in which appeal is made. 

 2.As per section 142(2A), the tax authorities can direct the taxpayer to get his accounts audited 

from a ______________ nominated by the Principal Chief Commissioner or Chief Commissioner or 

Principal Commissioner or Commissioner.                                                                                                                             

A. Cost Accountant        B. Chartered Accountant       C. Company Secretary       D. None of the above                                                                                                                                                                      

#correct answer (B)      As per section 142(2A), the tax authorities can direct the taxpayer to get his 

accounts audited from a chartered Accountant nominated by the Principal Chief Commissioner or 

Chief Commissioner or Principal Commissioner or Commissioner and to furnish a report of such in a 

prescribed form.   

 3. The quantum of deduction in respect of royalty on patents as mentioned in Section 80RRB is             

A.  1,50,000       B.  2,00,000       C.  2,50,000      D.  3,00,000                                                                            

#Correct answer (D)      The quantum of deduction in respect of royalty on patents as mentioned in 

Section 80RRB is ` 3,00,000. 

4. The additional tax will have to paid by the principal officer of the domestic company and the 

company within _____ days from the date of declaration of dividend.                                                          

A. 7 days     B. 9 days     C. 14 days      D. 21 days                                                                                                                                                     

#Correct answer (A)      The additional tax will have to paid by the principal officer of the domestic 

company and the company within 7 days from the date of declaration of dividend. 

 5. In case of the Local Authority the return is verified by the _______________.                                                     

A. Karta      B. Managing Director     C. Principal officer      D. Liquidator                                                              

# Correct answer (C)      As per section 140, in case of the Local Authority the return is verified by the 

Principal Officer. 

6. Pay as you earn scheme is known as                                                                                                                     

A. Interest      B. Income tax       C. Advance tax      D. None of the above                                                         

# Correct answer (C)      Advance Tax is an additional means by which the central government collects 

revenue. Advance tax is known as you earn concept. 

7. Form for making application of settlement of cases as specified u/s 245C(1)                                            

A. Form 24A      B. Form 26AS     C. Form 34B     D. None of the above                                                              

# Correct answer (C)     Form 34B for making application of settlement of cases as specified u/s 

245C(1) to settlements commission and have the case settled provided the stipulated conditions are 

satisfied. 
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8. Application made to the authority for advance ruling can be withdrawn after the lapse 

of_______ days period of application with the permission of authority if facts and circumstances 

so justify.           A. 15 days             B. 30 days           C. 45 days           D. 60 day                                                                                                

# Correct answer (B)      Application made to the authority for advance ruling can be withdrawn after 

the lapse of 30 days period of application with the permission of authority if facts and circumstances 

so justify. 

9.  Monetary limit of disposing of a case by a single member of ITAT u/s 255(3) is __________.                 

A.  15 lakh                 B. 20 Lakh                  C. 50 lakh                 D. 65 Lakh                                                                                               

# Correct answer (C)      Single member bench may dispose of any case which pertains to an assessee 

whose total income as computed by the Assessing Officer does not exceeds ` 50 Lakh. 

10. An eligible business as referred to section 44AD shall pay the advance tax during each financial 

year on or before the ___________.                                                                                                                        

A. 15th September       B. 15th December        C. 15th  March        D. 31st March                                            

# Correct answer (C)      An eligible business as referred to section 44AD shall pay the advance tax 

during each financial year on or before the 15th  March.  

11. As per section 178(3), the ___________ of a company has to intimate the tax authority before 

he parts with any of the assets of the company or the properties in his hands and has to set aside 

the amount if any intimated to him by the tax authorities.                                                                                                

(a) Managing Director                      (b) Manager                                                                                                                     

(c) Chartered Accountant                (d) Liquidator                                                                                                      

#   (d)      As per section 178(3), the liquidator of a company has to intimate the tax authority before 

he parts with any of the assets of the company or the properties in his hands and has to set aside the 

amount if any intimated to him by the tax authorities  

12. Prosecution can be launched and the taxpayer can be punished if he commits wilful failure to 

produce before the tax authorities the accounts and documents as demanded under section 

_______.                                                                                                                                                                      

(a)154                 (b) 147                 (c) 143(1)              (d) 142(1)                                                                                                       

#   (d)      Section 142(1) deals with the general provisions relating to an inquiry before assessment. 

U/s 142(1), the Assessing Officer can issue notice asking the taxpayer to file the return of income, if 

he has not filed the return of income or to produce or cause to be produced such accounts or 

documents as he may require and to furnish in writing and verified in the prescribed manner 

information in such form and on such points or matters (including a statement of all assets and 

liabilities of the taxpayer, whether included in the accounts or not) as he may require. Sec. 276D 

provides for prosecution in the case of wilful failure by the taxpayer to produce accounts and 

documents under section 142(1)  

13. Any mistake which is apparent from the record in any order passed by the Assessing Officer 

can be rectified under section ________.                                                                                                                

(a)154                     (b) 147                       (c) 143                        (d) 254                                                                                           

#    (a)       Any mistake which is apparent from the record in an order passed by the Assessing Officer 

can be rectified u/s 154.  
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14. MAT stands for ___________.                                                                                                                                                 

(a) Minimum Alternate Tax       (b) Minimum Allowed Tax                                                                                                                                                                          

(c) Minimum Applicable Tax      (d) Minimum Adjustable Tax                                                                               

#    (a)     MAT stands for Minimum Alternate Tax and AMT stands for Alternate Minimum Tax. 

Initially the concept of MAT was introduced for companies and progressively it has been made 

applicable to all other taxpayers in the form of AMT.  

15. The Commissioner of Income-tax (Appeals) is the ________ appellate authority.                                          

(a) First    (b) Second     (c) Third    (d) Fourth                                                                                                                

#     (a)      The Commissioner of Income-tax (Appeals) is the first appellate authority.  

16.As per section 115QA(3), tax to credit of Government in case of distributed income of domestic 

company for buy-back of shares shall be deposited within _________ days from date of payment 

of any consideration to the shareholder on buy-back of shares.                                                                              

(a)7 days    (b) 14 days    (c) 10 days    (d) 30 days                                                                                                         

#    (b)     As per section 115QA(3), tax to credit of Government in case of distributed income of 

domestic company for buy-back of shares shall be deposited within 14 days from date of payment of 

any consideration to the shareholder on buy-back of shares. 

17. Provisions relating to advance ruling are provided in sections _______.                                                  

(a)80C to 80U    (b) 245A to 245L     (c) 237 to 245     (d) 245N to 245V                                                                      

#   (d)     Provisions relating to advance ruling are provided in sections 245N to 245V.  

 18. As per section _____ when any specified domestic transaction is carried out between 

associated enterprises, the said transaction should be carried out at arm’s length price.                                               

(a)90    (b) 91    (c) 92    (d) 90A                                                                                                                                                   

#     (c)     As per section 92, when any specified domestic transaction is carried out between 

associated enterprises, the said transaction should be carried out at arm‘s length price. In other 

words, income arising or allowance of any expenses to an entity resulting from specified domestic 

transactions with associated enterprise should be computed by having regard to arm‘s length price of 

such transaction.  

19. Section ________ deals with methods of computation of arm‟s length price.                                                   

(a) 94   (b) 93   (c) 92C   (d) 91                                                                                                                                      

#  (c)      Section 92C deals with methods of computation of arm‘s length price.  

20. Arm’s length price is to be determined by applying _____.                                                                                                    

(a) Resale Price Method                                               (b) Fair Market Value Method                                                                                                         

(c) Stamp Duty Value Method                                     (d) Indexed Cost of Acquisition Method                                                                                

#       (a)      The arm's length price in relation to an international transaction or specified domestic 

transaction shall be determined by any of the following methods, being the most appropriate 

method, having regard to the nature of transaction or class of transaction or class of associated 

persons or functions performed by such persons or such other relevant factors as the Board may 

prescribe, namely: Transaction Based Methods — 1. comparable uncontrolled price method;                 

2. resale price method;       3. cost plus method;    Profit Based Methods — 4. profit split method;                     

5. transactional net margin method;      6. such other method as may be prescribed by the Board. 
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21. MAT credit can be set off and carry forward for ______ years.                                                                     

A. 5 years    B. 8 years     C. 10 years     D. 15years.                                                                                                                                                                      

# D     The amount of tax credit shall be carried forward and set off but such carry forward shall not 

be allowed beyond the 15th assessment year immediately succeeding the assessment year in which 

tax credit becomes allowable.  

 22. Non-corporate taxpayer to whom the provisions of AMT apply is required to obtain a report 

from a chartered accountant in Form No. _____ on or before the due date of filing the return of                

A.29         B. 29A        C. 29AB        D. 29C                                                                                                                   

# D     Every non-corporate taxpayer to whom the provisions of AMT apply is required to obtain a 

report from a chartered accountant in Form No. 29C on or before the due date of filing the return of 

income  

23. As per section 47(vib), any transfer in a demerger of a capital assets by the demerged company 

to the resulting company is not treated as transfer provided the resulting company is an _____ 

company.   A.Foreign Company   B. Domestic Company   C. Indian Company    D. None of the above 

# C    As per section 47(vib), any transfer in a demerger of a capital assets by the demerged company 

to the resulting company is not treated as transfer provided the resulting company is an Indian 

company.       

24. Specified domestic transaction means a transaction where the aggregate of such international 

transaction entered into by the assessee in the previous year exceeds a sum of  _______ crore.         

A.5 crore     B. 8 crore      C. 10 crore      D. 20 crore                                                                                                

# D      Specified domestic transaction means a transaction where the aggregate of such transactions 

entered into by the assessee in the previous year exceeds a sum of  20 crore. 

25. Two enterprises shall be deemed to be associated enterprises if one enterprise holds shares 

carrying not less than ___% of the voting power in another enterprise.                                                         

A. 10%         B. 20%          C. 26%        D. 51%                                                                                                              

# C    Two enterprises shall be deemed to be associated enterprises if one enterprise holds shares 

carrying not less than 26% of the voting power in another enterprise.  

26. An application for advance pricing agreement shall be made in Form No ____.                                             

A.3CEE      B. 3CED      C. 3CEDA       D. None of the above                                                                                      

# B     An application for advance pricing agreement shall be made in Form No 3CED. 

 27. The annual compliance report shall be furnished by the assessee to the Director General of 

Income Tax (International Taxation) in Form No. _____.                                                                                   

A.3CEE        B. 3CED       C. 3CEF         D. None of the above                                                                                     

# C     The annual compliance report shall be furnished by the assessee to the Director General of 

Income Tax (International Taxation) in Form No. 3CEF.  

 28. In case of Political Party the return of income is verified by _________.                                                    

A.Karta         B. Principal officer          C. Chief executive officer           D. Any Partner                                                                                 

# C      In case of Political Party the return of income is verified by Chief Executive Officer  

29. TDS rate on Income of FII from securities.                             A. 5%      B. 10%       C. 15%        D. 20%                                                                                                                     

# D     TDS rate on Income of FII from securities is 20%.  
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30. MAT provision shall not apply to any income accruing or arising to a company from _________.  

A. Insurance Business      B. Banking Business       C. Life Insurance business     D. None of the above. 

# C        MAT provision shall not apply to any income accruing or arising to a company from Life 

Insurance business. 

31. The Chief Executive Officer of every political party has to file the return of income of the party 

if the total income of the party without giving effect to the provisions of section____________ 

exceeds the maximum amount not chargeable to incometax.                                                                                  

(a) 11          (b) 12          (c) 13       (d) 13A                                                                                                                        

# (d)       As per sec. 139(4B), the Chief Executive Officer of every political party has to file the return of 

income of the party if the total income of the party without giving effect to the provisions of sec. 13A 

exceeds the maximum amount not chargeable to income-tax.  

32.What is the due date of filing the return of income in case of a company who is required to 

furnish a report in Form No. 3CEB under section 92E?                                                                                                           

(a) September 30 of the assessment year          (b) November 30 of the assessment the year                          

(c) July 31 of the assessment year                        (d) June 30 of relevant assessment the year                         

# (b)     As per explanation 2 to sec. 139(1), the due date of filing the return in case of a company who 

is required to furnish a report in Form No. 3CEB u/s 92E is November 30of the assessment year.  

33.One of the following, can be carried forward even return of income is filed after due date:             

(a) Unabsorbed Depreciation                    (b) Business Loss                                                                                                                  

(c) Short term capital loss                           (d) Long term capital loss                                                                                                    

# (a)       Unabsorbed depreciation can be carried forward even if the return of loss is submitted after 

the due date, as it is not covered under Chapter VI of set off or carry forward of losses but covered 

u/s 32(2).  

34. Assessment under following section is termed as scrutiny assessment.                                                           

(a) 143(3)         (b) 144         (c) Both of the above        (d) None of the above                                                            

# (a)      Assessment u/s 144 is termed as ―Best Judgment Assessment‘. Assessment u/s 143(3) is 

termed as  Scrutiny Assessment 

35. The objective of carrying out assessment u/s 147 is to bring under the tax net _________:              

(a) Any money, bullion, jewellery, valuable article, etc. which are undisclosed                                           

(b) Any income which has escaped assessment                                                                                                       

(c) Any of the above         (d) Both of the above                                                                                                                        

# (b)       The objective of carrying out assessment or reassessment or recomputation u/s 147 is to 

bring under the tax net any income which has escaped assessment. Sec. 147 is also known as Income 

Escaping Assessment.  

36. MAT shall not apply to any income accruing or arising to a company from                                     

(a)Life insurance business                                      (b) Banking business                                                                             

(c) Business of transmission of electricity           (d) All of the above                                                                                                                                                                 

# (a)      The provision of section 115JB is not applicable to any income accruing or arising to a 

company from life insurance business referred to in sec. 115B  
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37. Any mistake which is apparent from the record in any order passed by the Assessing Officer 

can be rectified under section ________.                    (a) 154           (b) 147         (c) 143           (d) 254          

# (a)      Any mistake which is apparent from the record in an order passed by the Assessing Officer 

can be rectified u/s 154.  

38. If a person fails to comply with the provisions relating to PAN (i.e. obtaining PAN, quoting PAN, 

etc.), then penalty can be levied under section _____.    (a) 270A      (b) 272       (c) 272A     (d) 272B  

# (d)      Section 272B provides for penalty of  Rs 10,000 in case of default by the taxpayer in 

complying with the provisions relating to PAN, i.e., not obtaining PAN, even though he is liable to 

obtain PAN or knowingly quoting incorrect PAN in any prescribed document in which PAN is to be 

quoted or intimating incorrect PAN to the person deducting tax or person collecting tax.  

39.An appeal to the Commissioner of Income-tax (Appeals)shall be filed in Form No. ________.           

(a) 35    (b) 36    (c) 34C     (d) 35B                                                                                                                                     

# (a)       An appeal to the Commissioner of Income-tax (Appeals) shall be filed in Form No. 35.  

40. An application (in quadruplicate) for advance ruling by a resident applicant for determination 

of his tax liability arising out of one or more transactions valuing ` 100 crore or more in total which 

has been undertaken or is proposed to be undertaken by him is to be made in Form No._____.                         

(a) 34D     (b) 34DA     (c) 34E      (d) 34EA                                                                                                                         

# (b)       An application (in quadruplicate) for advance ruling shall be made by a resident applicant, 

for determination of his tax liability arising out of one or more transactions valuing ` 100 crore or 

more in total which has been undertaken or is proposed to be undertaken by him, in Form No. 34DA. 

41. Maximum limit of deduction in respect of rent paid u/s 80GG is________A. 2,000     B. 2,500     

C. 3,000      D. 5,000                                                                                                                                                                       

# Correct Answer (D)    Maximum limit of deduction in respect of rent paid u/s 80GG is  Rs5,000. 

42. Arm’s length price is to be determined by applying any of the following methods:                                 

A. Fair market value method                             B. Resale price method                                                                        

C. Stamp duty value method                             D. None of the above                                                                        

#  Correct Answer (B)           Arm’s Length price is to be determined by applying any of the following 

methods, a. Resale price method b. Cost Plus method c. Profit Split method d. Any other method as 

prescribed   

43. Prosecution can be launched and the taxpayer can be punished if he commits willful failure to 

produce before the tax authorities the accounts and documents as demanded under section 

__________.                                          A. 139          B. 142 (1)          C. 148          D. None of the above             

# Correct Answer (B)       Prosecution can be launched and the taxpayer can be punished if he commits 

willful failure to produce before the tax authorities the accounts and documents as demanded under 

section 142(1).  

44. The provision of section 80JJAA is applied to the business of manufacture of goods in a factory 

where workmen are employed for not less than _________ days in a previous year.                                

A. 100 days          B. 200 days        C. 300 days          D. 600 days                                                                            

# Correct Answer (C)     The provision of section 80JJAA is applied to the business of manufacture of 

goods in a factory where workmen are employed for not less than 300 days in a previous year.  
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45. Penalty to produce the information and documents within the period allowed s/s 286(6) 

is________. A.2,000 per day           B.3,000 per day          C.5,000 per day            D. None of the above 

# Correct Answer  (C)     Penalty to produce the information and documents within the period allowed 

s/s 286(6) is 5,000 per day.  

46.Penalty for failure to furnish the information and the document as required u/s 92D(4) by 

constituent entity of an International group referred to new Section 286 will attract penalty of 

_______.                                     A. 2.5 Lakh           B. 5 Lakh           C. 10 Lakh           D. None of the above          

# Correct Answer  (B)       Penalty for failure to furnish the information and the document as required 

u/s 92D(4) by constituent entity of an International group referred to new Section 286 will attract 

penalty of  5 lakh.  

47.For every non corporate taxpayer to whom the provisions of AMT apply is required to obtain a 

report from a Chartered Accountant in Form _______ on or before the due date of filling the 

return of income.                                                A. Form I       B. Form 29       C. Form 29A      D. Form 29C            

# Correct Answer  (D)      For every non corporate taxpayer to whom the provisions of AMT apply is 

required to obtain a report from a Chartered Accountant in Form 29C on or before the due date of 

filling the return of income.  

48. Where assessed income is more than 2 Lakh then fees for filling an appeal with ITAT would be 

______.                                                                                                                                                                                     

A.  500                            B.  1000                               C. 1500                                                                                                                                                     

D. 1% of assessed income subject to a maximum of Rs10,000                                                                                            

# Correct Answer  (B)      As per section 249(1) ,Where assessed income is more than 2 Lakh then fees 

for filling an appeal with ITAT would be  1,000.  

49. The loss of a speculation business of any assessment year is allowed to be set off only against 

the profit and gains of ______________.                                                                                                                      

A. Business and profession      B. Other sources      C. Speculation business        D. None of the above     

# Correct Answer  (C)       The loss of a speculation business of any assessment year is allowed to be 

set off only against the profit and gains of speculation business.  

50. As per section 245(D)(1) on receipt of application under section 245C, the settlement 

commission shall within ___________ days from the date of receipt of the application issue a 

notice to the applicant requiring him to explain as to why the application made by him be allowed 

to proceed with.                                 A. 5  days         B. 7 days         C. 10 days        D. None of the above                                                                     

# Correct Answer  (B)      As per section 245(D)(1) on receipt of application under section 245C, the 

settlement commission shall within 7 days from the date of receipt of the application issue a notice to 

the applicant requiring him to explain as to why the application made by him be allowed to proceed 

with. 

51. Assessment u/s 143(1) can be made within a period of:                                                                                   

(a) 4 years from the end of the month in which return is filed                                                                         

(b) 4 years from the end of the financial year in which return is filed.                                                                   

(c) 4 years from the end of the assessment year in which return is filed                  (d) None of above         

#d        - Assessment u/s 143(1) can be made within one year from the end of the financial year in 

which return is filed.                                                                                                                                          
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52. Which of the following mistake is not rectifiable u/s 154:-                                                                         

(a) Value of closing and opening stock                          (b) Clerical mistake                                                                                           

(c) Double taxation relief                                                  (d) None of above                                                                                                                    

# d      - Any mistake which is apparent on the records can be rectified 

53. Levy of late filing fees u/s 234E is for delay in filling of:                                                                                     

(a) Return of income      (b) TDS/TCS return     (c) Annual information report    (d) None of above                                          

# b 

54. The provisions of section 92 will apply only if the aggregate value of specified domestic 

transactions during the year exceeds:                                                                                                                             

(a) Twenty thousand        (b) Twenty lakhs      (c) Twenty crores        (d) None of above                                

# c 

55. Income of disabled (physically) minor child is:                                                                                               

(a) Clubbed with parents total income       (b) Taxed in the hands of minor child       (c) Exempted         

(d) None of above                                                                                                                                                               

# b 

56. Presumptive Taxation Scheme u/s 44AD is applicable, at the option of assessee  if turnover is:       

(a) Not more than One crore       (b) Not more than Two crores     (c) Not more than  50 lakhs             

(d) None of above                                                                                                                                                             

# b  

57. Penalty u/s 271(1)(c) shall be levied at the rate of:                                                                                      

(a) 100% of tax sought to be evaded                       (b) 300% of tax sought to be evaded                                           

(c) 100% to 300% of tax sought to be evaded        (d) None of above                                                                      

# c  

58. Subsidy from the Government, received by a trust established by the government is:                       

(a) Not an income         (b) Part of income         (c) Exempted income          (d) None of above                                      

# a 

59. Double Taxation Relief is allowed on the basis of:   

 (a) PAN                           (b) TRC                              (c) Aadhaar                        (d) None of above                                                                                                                               

# b      - Tax residency certificate is the basis of claiming double taxation relief u/s 90 or 90A.  

60. ICDS is applicable if assessee is maintaining the books of account under:                                              

(a) Cash basis       (b) Mercantile system       (c) Hybrid system         (d) None of above  

 #b         - ICDS is applicable under the heads ―PGBP and ―IOS if assessee is maintaining the books 

under mercantile system.                                          

61. The commissioner of Income tax is the ___ appellate authority.                                                                       

A. First              B. Second               C. Third               D. Fourth                                                                                     

# A     The commissioner of appeal is the first appellate authority. 
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62.For opting safe harbour, the assessee shall require to furnish a Form No ___ to the assessing 

officer on or before the due date of furnishing the return of income for the relevant assessment 

year.                                A. Form 3CEFB             B. Form 3CEB              C. Form 3CEC            D. Form 3CED              

# A      For opting safe harbour, the assessee shall require to furnish a Form No 3CEFB to the assessing 

officer on or before the due date of furnishing the return of income for the relevant assessment year.  

63. Provision of advance ruling is provided under section ___ to _______.                                                                      

A. 237 to 245           B. 80C to 80U           C. 245A to 245L           D. 245N to 245V                                              

# D    Provision of advance ruling is provided under section 245N to 245V.  

 64. Notice of scrutiny assessment should be served within ___ months.                                                              

A. 5 months             B. 6 months              C. 18 months           D. 24 months                                                        

# B      To carryout assessment u/s 143(3) the assessing officer should serve a notice u/s 143(2). 

Notice u/s 143(2) should be served within a period of 6 months from the end of the financial year in 

which the return is filed.  

 65. A claim of refund shall be made in Form No _________.                                                                              

A. Form No 20                    B. Form No 30                   C. Form No 30A                D. Form No 30B                              

# B      As per section 239, a claim of refund shall be made in Form No 30.  

 66. Where the tax paid by the assessee is in excess of his tax liability, then such assessee shall be 

entitled to receive back such amount, called _______.                                                                                      

A. Advance tax                B. Refund               C. Revision               D. Rectification                                               

# B      As per section 237,  where the tax paid by the assessee is in excess of his tax liability, then such 

assessee shall be entitled to receive back such amount, called refund.  

 67. Interest on refund payable to assessee is @ ____ simple interest per month.                                      

A. 1/2 % per month           B. 1% per month           C. 1.5% per month           D. None of the above               

# A      As per section 244A an assessee who is entitled to get refund shall be payable interest @ ½% 

simple interest per month or part thereof.  

 68. In case of Company the return of income is verified by _________.                                                             

A. Karta                B. Principal officer                  C. Chief executive officer                 D. Managing 

Director  # D      In case of Company the return of income is verified by Managing Director.                         

69. TDS rate on Income from Foreign Currency Bonds.         A. 5%       B. 10%      C. 15%      D. 20%           

#B       As per section 196C TDS rate on income from foreign currency bonds is 10%. 

70. Fees for default in furnishing return of Income if the total income does not exceed five lakhs 

rupees is ____.                                                         A. ` 500        B. ` 1,000       C. ` 1,500       D. ` 5,000               

# B      As per section 234F Fees for default in furnishing return of Income if the total income does not 

exceed five lakhs rupees is ` 1,000. 

71. Appeal to High court is possible if:                                                                                                                            

(a) Question of fact is involved                               (b) Question of law is involved                                                                    

(c) Substantial question of law is involved           (d) None  of above                                                                                                                   

# C  (Appeal to high court is possible only if the case involve Substantial question of law)  
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72. The time limit for filing belated return is:                                                                                                                    

(a) within the assessment year                                                                                                                                      

(b) within the assessment year or before completion of assessment whichever is earlier.                               

(c) within the one year from end of assessment year or before completion of assessment                               
whichever is earlier                                                                                                                                                                                                    

(d) None of above                                                                                                                                                                

#b (the time limit for filing belated return w.e.f. 01.04.2016 is within assessment year or before 

completion of assessment whichever is earlier) 

73. The following loss is not allowed to carry forward:                                                                                          

(a)House property loss        (b) loss from running and maintaining of race camels                                      

(c) loss under the head ―Income from other source    (d) None of above                                                              

# C  

 74. Income referred u/s 9(1) of ITA, 1961 is:                                                                                                                      

(a) Not taxable                        (b) Taxable but eligible for double tax relief                                                                                         

(c) Taxable and not eligible for double tax relief            (d) none of above                                                            

# C  

75. Income on which equalization levy is charged is:                                                                                                  

(a) Chargeable under income tax                     (b) Not chargeable under income tax                                                                  

(c) Not an income under ITA, 1961                   (d) None of above                                                                               

# b  

 76. The rate of minimum Alternative Tax for unit located in International Financial Services Centre 

is: (a) 18.5%                       (b) 9%                        (c) 30%                   (d) None of above                                                   

# b 

77. Deduction u/s 80 IAC for eligible start-ups is @ 100% for:                                                                                  

(a) 5 years                      (b) 3 years                   (c) 10years                     (d) None of above                                           

# b  

78. Tax payable by domestic companies u/s 115BA is:                                                                                                   

(a) 25%              (b) 29%          (c) 30%          (d) None of above                                                                                      

# b 

79. Which of the following company is not liable to pay MAT u/s 115JB:                                                        

(a) Trading company                     (b) Manufacturing  company                                                                                                                  

(c) Tonnage tax company            (d) None of above                                                                                                                                                                                                

# C     (Tonnage tax company and life insurance company are not liable to pay MAT u/s 115JB)    

 80. The amount of deduction in respect of salary paid to its own members in case of PFAOP is:           

(a) Without any limit                                                                                                                                                     

(b)Rs1,50,000                                                                                                                                                                                      

(c) Nil                                                                                                                                                                                                

(d) none  of above                                                                                                                                                              

# C     (Salary paid to members by PFAOP is not deductible expenditure u/s 40 (ba) in commutating 

income of such time)   
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81. What is the due date of filing the return of income in case of a company who is not required to 

furnish a report in Form No. 3CEB under section 92E?                                                                                         

a. September 30 of the assessment year                         b. November 30 of the assessment the year                  

c. July 31 of the assessment year                                       d. June 30 of relevant assessment the year   

#a     The due date of filing the return in case of a company who is required to furnish a report in 

Form No. 3CEB u/s 92E is November 30 of the relevant assessment year and due date of filing the 

return in case of any other assessee, whose account is liable to audit, is 30th September of the 

relevant assessment year.  

82. Section 44C of the Income tax Act imposes restriction on deduction in respect of head office 

expenditure in the case of non-residents. As per such provision, head office expenditure cannot 

exceeds –                                                                                                                                                                                  

a. 5% of adjusted total income                                                                                                                                         

b. 3% of adjusted total income                                                                                                                                                  

c. 8% of adjusted total income                                                                                                                                                                                      

d. 10% of adjusted total income                                                                                                                                           

#a     As per sec. 44C, in case of a non-resident assessee, head office expenditure shall not be allowed 

(in computing the income chargeable under the head "Profits and gains of business or profession") in 

excess of the higher of the following amount: (i) an amount equal to 5% of the adjusted total income; 

or (ii) the amount of so much of the expenditure in the nature of head office expenditure incurred by 

the assessee as is attributable to the business or profession of the assessee in India.  

 83. While preparing the annual accounts for the purpose of computation of book profit u/s 115JB 

following shall be the same as have been adopted for the purpose of preparing such accounts and 

laid before the company at its annual general meeting–                                                                                            

a. the accounting policies   b. the accounting standards    c. both (a) and (b)     d. none of the above 

#c      Every company shall prepare its Statement of Profit and Loss for the relevant previous year in 

accordance with the provisions of Schedule III to the Companies Act, 2013. However, in case of 

banking, insurance or electricity company, such statement should be prepared as per provisions of 

the Act which governs such company.   While preparing the annual accounts: a) the accounting 

policies; b) the accounting standards followed for preparing such accounts; c) the method and rates 

adopted for calculating the depreciation, shall be the same as have been adopted for the purpose of 

preparing such accounts and laid before the company at its annual general meeting.                                                               

84. The liability to pay interest under section 234B would arise when the advance tax plus TDS/TCS 

to the credit of the assessee is less than —                                                                                                                           

a. 75% of the assessed tax               b. 90% of the assessed tax                                                                                                 

c. 60% of the assessed tax               d. 100% of the assessed tax                                                                                                                                                                     

#b       Provision of section 234B is applicable if a person, who is required to pay advance tax, fails to 

pay -    (a) advance tax at all; or (b) 90% of assessed tax as advance tax  

 85. No tax is to be deducted if the amount of professional fees or technical fees or royalty or non-

compete fees (excluding director’s fees)paid during the financial year does not exceed _________.          

a. ₹ 30,000                    b. ₹ 50,000                  c. ₹ 15,                   d. ₹ 10,000                                                                             

#a        As per sec. 194J, threshold limit is ₹ 30,000  
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86. The authority for advance ruling will not allow consideration of any question involving 

determination of __________ of any property.                                                                                                          

(a) income         (b) reasonable expected rent           (c) fair market value          (d) none of the above 

#(c) fair market value                                                                                                                                                             

Reason: The Authority may, after examining the application and the records called for, by order, 

either allow or reject the application. However, where the question raised in the application -                                   

(i) is already pending before any income-tax authority or Appellate Tribunal [except in the case of a 

resident applicant falling in sec. 245N(b)(iii)] or any court;                                                                                                    

(ii) involves determination of fair market value of any property;                                                                              

(iii) relates to a transaction or issue which is designed prima facie for the avoidance of income-tax 

[except in the case of a resident applicant falling in sec. 245N(b)(iii)] - shall be rejected by the 

authority.  

 87. Where a sole proprietary concern is succeeded by a company in the business carried on by it 

as a result of which the sole proprietary concern sells or otherwise transfers any capital asset to 

the company, the transaction is not regarded as transfer provided certain conditions are satisfied. 

One of those condition is:                                                                                                                                                      

(a) Proprietor holds not less than 51% of the total voting power in the company and his 

shareholding continues to remain as such for a period of 3 years from the date of succession                         

(b) Proprietor holds not less than 51% of the total voting power in the company and his 

shareholding continues to remain as such for a period of 5 years from the date of succession                    

(c) Proprietor holds not less than 50% of the total voting power in the company and his 

shareholding continues to remain as such for a period of 3 years from the date of succession                      

(d) Proprietor holds not less than 50% of the total voting power in the company and his 

shareholding continues to remain as such for a period of 5 years from the date of succession                

#(d) Proprietor holds not less than 50% of the total voting power in the company and his 

shareholding continues to remain as such for a period of 5 years from the date of succession                         

Reason: As per sec. 47(xiv), where a sole proprietary concern is succeeded by a company in the 

business carried on by it as a result of which the sole proprietary concern sells or otherwise transfers 

any capital asset to the company, the transaction is not regarded as transfer provided following 

conditions are satisfied:                                                                                                                                       

(a) All assets and liabilities of the sole proprietary concern relating to the business immediately 

before the succession become the assets and liabilities of the company;                                                                  

(b) Proprietor holds not less than 50% of the total voting power in the company and his shareholding 

continues to remain as such for a period of 5 years from the date of succession; and (c) The sole 

proprietor does not receive any consideration or benefit, directly or indirectly, in any form or manner, 

other than by way of allotment of shares in the company.  

 88. Interest on refund due to TDS or TCS or Advance tax shall be allowed, provided the amount of 

refund is not _____ of the tax determined u/s 143(1) or on regular assessment.                                          

(a) less than 10%               (b) less than 90%                (c) more than 10%                 (d) less than 20%  

#(a) less than 10%                                                                                                                                                   

Reason: As per sec. 244A, where refund is due by reason of excess TDS or TCS or Advance tax, no 

interest on refund shall be allowed if the amount of refund is less than 10% of the tax determined u/s 

143(1) or on regular assessment.  
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 89. Special rate of tax as provided in sec. 115A on interest on infra-bond being issued to non-

resident is:                                                                                                                                                                             

(a) 5%                                                                                                                                                                                                         

(b) 20%                                                                                                                                                                                      

(c) 10%                                                                                                                                                                                                                           

(d) 15%                                                                                                                                                                                

#(a) 5%                                                                                                                                                                                  

Reason: As per sec. 115A, interest received from an infrastructure debt fund referred to in sec. 10(47) 

shall be taxable @ 5%.  

90. The ICDS is required to be followed:                                                                                                                              

(a) by all assessee (other than an individual or a Hindu undivided family who is not required to get 

his accounts of the previous year audited u/s 44AB)                                                                                                        

(b) by all assessee                                                                                                                                                                     

(c) by all assessee (other than an individual or a Hindu undivided family)                                                                   

(d) none of the above                                                                                                                                                

#(a) by all assessee (other than an individual or a Hindu undivided family who is not required to get 

his accounts of the previous year audited u/s 44AB)                                                                                     

Reason: The standards are required to be followed:                                                                                                                           

• by all assessee (other than an individual or a Hindu undivided family who is not required to get his 

accounts of the previous year audited u/s 44AB)                                                                                                      

• who follows the mercantile system of accounting,                                                                                                           

• for the purposes of computation of income chargeable to income-tax under the head “Profits and 

gains of business or profession” or “Income from other sources”.  

 90. Countries that employ explicit policies designed to attract international trade oriented 

activities by minimization of taxes and reduction or elimination of other restrictions on business 

operations is described as _______.                                                                                                                                                                          

(a) Tax Planning                                                                                                                                                                      

(b) Tax Havens                                                                                                                                                                              

(c) Tax Evasion                                                                                                                                                                   

(d) Tax Management                                                                                                                                                                

# (b) Tax Havens                                                                                                                                                                                               

Reason: Any country which modifies its tax laws to attract foreign capital could be considered a tax 

haven  

91. The Black Money (Undisclosed Foreign Income and Assets) and Imposition of Tax Act, 2015 

extends to:                                                                                                                                                                                                                                     

(a) Whole of India except the state of Jammu and Kashmi                                                                                           

(b) Whole of India                                                                                                                                                           

(c) Whole of India except the state of Arunachal Pradesh                                                                                                       

(d) Whole of India except the state of Jammu and Kashmir & Assam                                                                              

# b) Whole of India                                                                                                                                                                                             

Reason: The Black Money (Undisclosed Foreign Income and Assets) and Imposition of Tax Act, 2015 

extends to whole of India  
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92. A foreign company means a company which is not —                                                                                                

(a) An Indian company                                                                                                                                                            

(b) A domestic company                                                                                                                                                  

(c) An Indian company as well as a domestic company.                                                                                         

(d) None of the above                                                                                                                                                  

#(b) A domestic company                                                                                                                                                   

Reason: As per sec. 2(23A), foreign company means a company which is not a domestic company.  

93. Filing return of income within prescribed time limit is __________.                                                                          

(a) tax evasion                (b) tax avoidance                    (c) tax planning                  (d) tax management     

#(d) tax management                                                                                                                                             

Reason: Tax management is a procedure to comply with the provisions of the law. Filing of return of 

income within prescribed time limit is compliance of law.  

94. Out of the following, which is the power of the CBDT                                                                                                 

(a) Instructions to subordinate authorities                                                                                                                                        

(b) Issue General or Special order to subordinates                                                                                                         

(c) Admit application or claim after expiry of time limit                                                                                       

(d) All of the above                                                                                                                                                  

#(d) All of the above                                                                                                                                                 

Reason: All of these are prescribed u/s 119.  

 95. Notice u/s 143(2) (i.e. notice of scrutiny assessment) should be served within a period of 

_______from the end of the financial year in which the return is filed.                                                                          

(a) 6 months                  (b) 12 months                 (c) 24 months                  (d) 18 months                                            

#(a) 6 months                                                                                                                                                                                      

Reason: To carry out assessment u/s 143(3), the Assessing Officer should serve a notice u/s 143(2). 

Notice u/s 143(2) should be served within a period of 6 months from the end of the financial year in 

which the return is filed.  

 96. MAT shall not apply to any income accruing or arising to a company from                                                                  

(a) Life insurance business                                         (b) Banking business                                                                                                        

(c) Business of transmission of electricity              (d) All of the above                                                                           

#(a) Life insurance business                                                                                                                                  

Reason: The provision of section 115JB is not applicable to any income accruing or arising to a 

company from life insurance business referred to in sec. 115B  

 97. As per section 178(3), the ___________ of a company has to intimate the tax authority before 

he parts with any of the assets of the company or the properties in his hands and has to set aside 

the amount if any intimated to him by the tax authorities.                                                                                           

(a) Managing Director           (b) Manager                 (c) Chartered Accountant          (d) Liquidator                     

#(d) Liquidator                                                                                                                                                         

Reason: As per section 178(3), the liquidator of a company has to intimate the tax authority before 

he parts with any of the assets of the company or the properties in his hands and has to set aside the 

amount if any intimated to him by the tax authorities  
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98. An appeal to the Commissioner of Income-tax (Appeals) shall be filed in Form No.________.                   

(a) 35                                (b) 36                                                                                                                                                     

(c) 34C                              (d) 35B                                                                                                                                                                        

#(a) 35                                                                                                                                                                             

Reason: An appeal to the Commissioner of Income-tax (Appeals) shall be filed in Form No. 35.  

 99. If the amount of income in respect of which the penalty is imposed or imposable for the 

relevant year(s) exceeds  _______, then no order reducing or waiving the penalty under section 

273A(1) shall be made by the Principal Commissioner or Commissioner, except with the previous 

approval of the Principal Chief Commissioner or Chief Commissioner or Principal Director General 

or Director General, as the case may be                                                                                                                       

(a) 1,00,000                     (b) 2,00,000                                                                                                                                         

(c) 5,00,000                     (d) 10,00,000                                                                                                                                   

#(c) 5,00,000                                                                                                                                                                

Reason: If the amount of income in respect of which the penalty is imposed or imposable for the 

relevant year or, where such disclosure relates to more than one year, the aggregate amount of such 

income for those years exceeds a sum of  5,00,000, no order reducing or waiving the penalty under 

section 273A(1) shall be made by the Principal Commissioner or Commissioner, except with the 

previous approval of the Principal Chief Commissioner or Chief Commissioner or Principal Director 

General or Director General, as the case may be.  

 100. The provisions of sec. 92 will apply only if the aggregate value of specified domestic 

transactions entered into by the taxpayer during the year exceeds a sum of  _____.                                                                   

(a) 100 crore                     (b) 5 crore                                                                                                                                  

(c) 10 crore                        (d) 20 crore                                                                                                                                           

#(d) 20 crore                                                                                                                                                                      

Reason: The provisions of section 92 will apply only if the aggregate value of specified domestic 

transactions entered into by the taxpayer during the year exceeds a sum of ` 20 crore.  

 101. Advance Pricing Agreement shall be valid for such period not exceeding _____ consecutive 

previous years as may be specified in the agreement.                                                                                               

(a) 5                       (b) 3                                                                                                                                                                        

(c) 10                     (d) 2                                                                                                                                                                   

# (a)5                                                                                                                                                                       

Reason: As per sec. 92CC, Advance Pricing Agreement shall be valid for such period not exceeding 5 

consecutive previous years as may be specified in the agreement.  

 102. X Marine Lines Inc., a Singapore company engaged in shipping business collected  150 lakh 

towards carrying goods from Chennai Port. Its presumptive income chargeable to tax in India 

would be                                                                                                                                                                                 

(a) 15 lakhs                           (b) 11.25 lakhs                                                                                                                                       

(c) 12 lakhs                           (d) Nil                                                                                                                                                                                    

# (b) 11.25 lakhs                                                                                                                                                                   

Reason:  150 lakh × 7.5% =  11.25 lakhs  
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103. Borrowing costs are interest and other costs incurred by a person in connection with the 

borrowing of funds and include:                                                                                                                                                         

(a) commitment charges on borrowings;                                                                                                                                                                        

(b) amortised amount of discounts or premiums relating to borrowings;                                                                                        

(c) amortised amount of ancillary costs incurred in connection with the arrangement of 

borrowings;                                                                                                                                                                  

(d) All of the above                                                                                                                                                                

# (d) All of the above                                                                                                                                                                                                                                                                                                                            

Reason: As per ICDS IX, borrowing costs are interest and other costs incurred by a person in 

connection with the borrowing of funds and include: (a) commitment charges on borrowings; (b) 

amortised amount of discounts or premiums relating to borrowings; (c) amortised amount of 

ancillary costs incurred in connection with the arrangement of borrowings; (d) finance charges in 

respect of assets acquired under finance leases or under other similar arrangements.  

 104. U/s 131(3), an income tax authority can not retain in his custody any books or documents for 

a period _______ without obtaining approval from higher authorities.                                                          

(a) exceeding 30 days                                            (b) exceeding 15 days                                                                                                                                               

(c) upto completion of assessment                    (d) None of the above                                                                      

# (b) exceeding 15 days                                                                                                                                           

Reason: Power to impound or retain books [Sec. 131(3)] Any income tax authority [referred in sec. 

131(1) or (1A) or (2)] may impound and retain in its custody any books of account or other 

documents produced before it in any proceedings under this Act. However, an Assessing Officer or an 

Assistant Director or Deputy Director shall not -                                                                                                   

(a) Impound any books of account or other documents without recording his reasons for doing so; or                                                                                                                                                                                                                                       

(b) Retain in his custody any such books or documents for a period exceeding 15 days (exclusive of 

holidays) without obtaining (prior) approval of the Principal Chief Commissioner or Chief 

Commissioner or Principal Director General or Director General or Principal Commissioner or 

Commissioner or Principal Director or Director.       

105. Choose the correct alternative 

1. Every person, being a company, has to file its return of income only if it has any positive income 

or if it wants to carry forward the loss (if any).                                                                                                                  

a. True              b. False 

Reason: Every person, being a company and firm, has to file its return of income compulsorily, 

irrespectiveof its income being profit or loss. Thus, the statement given in the question is false 

2. The Chief Executive Officer of every political party has to file the return of income of the party if 

the total income of the party without giving effect to the provisions of section____________ 

exceeds the maximum amount not chargeable to income-tax.                                                                                        

a. 11                           b. 12                              c. 13                               d. 13A 

Reason: As per sec. 139(4B), the Chief Executive Officer of every political party has to file the return of 

income of the party if the total income of the party without giving effect to the provisions of sec. 13A 

exceeds the maximum amount not chargeable to income-tax. 
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3. What is the due date of filing the return of income in case of a company who is required to 

furnish a report in Form No. 3CEB under section 92E?                                                                                            

a. September 30 of the assessment year                  b. November 30 of the assessment the year                      

c. July 31 of the assessment year                               d. June 30 of relevant assessment the year 

Reason: As per explanation 2 to sec. 139(1), the due date of filing the return in case of a company 

who is required to furnish a report in Form No. 3CEB u/s 92E is November 30of the assessment year. 

4. One of the following, can be carried forward even return of income is filed after due date:                       

a. Unabsorbed Depreciation                      b. Business Loss                                                                                                    

c. Short term capital loss                            d. Long term capital loss 

Reason: Unabsorbed depreciation can be carried forward even if the return of loss is submitted after 

the due date, as it is not covered under Chapter VI of set off or carry forward of losses but covered 

u/s 32(2). 

5. Return filed under following sections can be revised u/s 139(5)                                                                      

a. 139(1)                         b. 139(4)                        c. 139(5)                     d. All of the above 

Reason: If an assessee discovers any omission or wrong statement (bonafide in nature) in the return 

filed u/s 139(1) or 139(4), he can revise his return u/s 139(5)within specified time. Further, a revised 

return can again be revised within specified time. 

6. Assessment under following section is termed as scrutiny assessment                                                         

a. 143(3)                      b. 144                         c. Both of the above                        d. None of the above 

Reason: Assessment u/s 144 is termed as “Best Judgment Assessment’. Assessment u/s 143(3) is 

termed as ‘Scrutiny Assessment’  

7. Which of the following can be corrected while processing the return of income under section 

143(1)?                                                                                                                                                                                

a. any arithmetical error in the return               b. any error in the return of income                                     

c. any mistake in the return of income                      d. any claim by the taxpayer which is against law 

Reason: Processing of the return u/s 143(1) is like preliminary checking of the return of income. At 

this stage no detailed scrutiny of the return of income is carried out. The total income or loss is 

computed after making the basic adjustments (if any), like (i) any arithmetical error in the return; or 

(ii) an incorrect claim, if such incorrect claim is apparent from any information in the return. 

8. Intimation u/s 143(1) can be sent within a period of _____year from the end of the financial 

year in which the return of income is filed                                                                                                                        

a. 1                     b. 2                    c. 3                    d. 4 

Reason: No intimation shall be sent after the expiry of 1 year from the end of the financial year in 

which the return is made. The period of limitation will run from the date of filing of latest revised 

return. 
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9. Notice u/s 143(2) (i.e. notice of scrutiny assessment) should be served within a period of 

_______from the end of the financial year in which the return is filed.                                                                   

a. 6 months                      b. 12 months                    c. 24 months                     d. 18 months 

Reason: To carry out assessment u/s 143(3), the Assessing Officer should serve a notice u/s 

143(2).Notice u/s 143(2) should be served within a period of 6 months from the end of the financial 

year in which the return is filed. 

10. The objective of carrying out assessment u/s 147 is to bring under the tax net _________                  

a. Any money, bullion, jewellery, valuable article, etc. which are undisclosed                                                  

b. Any income which has escaped assessment                                                                                                               

c. Any of the above                                                                                                                                                                    

d. Both of the above 

Reason: The objective of carrying out assessment or reassessment or recomputation u/s 147 is to 

bring under the tax net any income which has escaped assessment. Sec. 147 is also known as Income 

Escaping Assessment. 

11. As per section 115JB, every taxpayer being a company is liable to pay MAT, if the Income tax 

payable on the total income, computed as per the provisions of the Income-tax Act in respect of 

any year is less than ____________                                                                                                                                

a. 15.50%                      b. 18.00%                     c. 18.50%                      d. 20.00% 

Reason: As per sec. 115JB, every taxpayer being a company is liable to pay MAT, if the Income-tax 

payable on the total income, computed as per the provisions of the Income-tax Act in respect of any 

year is less than 18.50% of its bookprofit. 

12. MAT shall not apply to any income accruing or arising to a company from                                                    

a. Life insurance business                                     b. Banking business                                                                                        

c. Business of transmission of electricity          d. All of the above 

Reason: The provision of section 115JB is not applicable to any income accruing or arising to a 

company from life insurance business referred to in sec. 115B 

13. Book profit for the purposes of section 115JB means net profit as shown in the Statement of 

the Profit and Loss prepared in accordance with _______of the Companies Act as increased and 

decreased by certain items prescribed in this regard.                                                                                              

a. Schedule V                    b. Schedule IV                     c. Schedule III                       d. Schedule II 

Reason: As per Explanation 1 to sec. 115JB(2), "book profit" for the purposes of section 115JB means 

net profit as shown in the Statement of the Profit and Loss prepared in accordance with Schedule III 

of the Companies Act as increased and decreased by certain items prescribed in this regard. 

14. In case of non-corporate taxpayer, AMT is levied @ _______% of adjusted total income.                               

a. 18.50%                     b. 20.00%                      c. 18.00%                        d. 15.00% 

Reason: In case of non-corporate taxpayer, AMT is levied @ 18.5% of adjusted total income. 
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15. Every non-corporate taxpayer to whom the provisions of AMT apply is required to obtain a 

report from a chartered accountant in Form No. _____ on or before the due date of filing the 

return of income                                                                                                                                                              

a. 29                            b. 29A                                                                                                                                                        

c. 29B                         d. 29C 

Reason: Every non-corporate taxpayer to whom the provisions of AMT apply is required to obtain a 

report from a chartered accountant in Form No. 29C on or before the due date of filing the return of 

income 

16. Every company to whom the provisions of MAT apply is required to obtain a report from a 

chartered accountant in Form No. _____ on or before the due date of filing the return of income  

a. 29                             b. 29A                                                                                                                                                  

c. 29B                       d. 29C 

Reason: Every company to whom the provisions of MAT apply is required to obtain a report from a 

chartered accountant in Form No. 29B on or before the due date of filing the return of income 

17. While computing book profit u/s 115JB, one of the following is required to be reduced from 

the net profit                                                                                                                                                                                       

a. Unabsorbed Depreciation as per books of account                                                                                               

b. Brought forward business loss as per books of account                                                                                      

c. Brought forward loss or unabsorbed depreciation, whichever is less as per books of 

account                                                                                                                                                                             

d. Income-tax paid or payable if not already debited to the Statement of Profit and Loss 

Reason: Brought forward loss or unabsorbed depreciation, whichever is less as per books of account 

is required to be reduced from the net profit while computing book profit u/s 115JB 

18. While computing adjusted total income u/s 115JC, total income is required to be increased, 

among others, by one of the following:                                                                                                                           

a. Deduction under chapter VIA                                                                                                                                          

b. Deduction claimed u/s 80P                                                                                                                                                                   

c. Deduction claimed u/s 80H to sec. 80RRB                                                                                                               

d. Deduction claimed u/s 80H to sec. 80RRB (other than sec. 80P) 

Reason: For the purpose of computing adjusted total income u/s 115JC, total income shall be 

increased by the amount claimed as deduction u/s 80H to sec. 80RRB (other than sec. 80P), u/s 35AD 

(less depreciation u/s 32) and u/s 10AA. 

19. MAT Credit can be carried forward and set off for                                                                                             

a. 10 years                 b. 15 years                                                                                                                                   

c. 5 years                   d. Not available for carried forward 

Reason: The amount of tax credit shall be carried forward and set off but such carry forward shall not 

be allowed beyond the 15th assessment year immediately succeeding the assessment year in which 

tax credit becomes allowable. 
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20. Generally, a domestic company is taxable @ 30%, however in one circumstances, it is taxable 

@ 25%                                                                                                                                                                                   

a. Where its total turnover or gross receipts during the previous year 2016-17 does not 

exceed 250 crore                                                                                                                                                                              

b. Where its total turnover or gross receipts during the previous year 2015-16 does not exceed 50 

crore                                                                                                                                                                                               

c. Where its total turnover or gross receipts during the previous year 2014-15 does not exceed 250 

crore                                                                                                                                                                                                           

d. None of the above 

Reason: Where total turnover or gross receipts of the company during the previous year 2016-17 

does not exceed  250 crore, the company is taxable @ 25%. 

21. As per section 178(3), the ___________ of a company has to intimate the tax authority before 

he parts with any of the assets of the company or the properties in his hands and has to set aside 

the amount if any intimated to him by the tax authorities.                                                                                     

a. Managing Director               b. Manager                 c. Chartered Accountant                 d. Liquidator 

Reason: As per section 178(3), the liquidator of a company has to intimate the tax authority before 

he parts with any of the assets of the company or the properties in his hands and has to set aside the 

amount if any intimated to him by the tax authorities 

22. Prosecution can be launched and the taxpayer can be punished if he commits wilful failure to 

produce before the tax authorities the accounts and documents as demanded under section 

__________.                                                                                                                                                                                 

a. 154                       b. 147                          c. 143(1)                        d. 142(1) 

Reason: Section 142(1) deals with the general provisions relating to an inquiry before assessment. 

U/s 142(1), the Assessing Officer can issue notice asking the taxpayer to file the return of income, if 

he has not filed the return of income or to produce or cause to be produced such accounts or 

documents as he may require and to furnish in writing and verified in the prescribed manner 

information in such form and on such points or matters (including a statement of all assets and 

liabilities of the taxpayer, whether included in the accounts or not) as he may require. Sec. 276D 

provides for prosecution in the case of wilful failure by the taxpayer to produce accounts and 

documents under section 142(1) 

23. As per section __________, the tax authorities can direct the taxpayer to get his accounts 

audited from a Chartered Accountant nominated by the Principal Chief Commissioner or Chief 

Commissioner or Principal Commissioner or Commissioner.                                                                                   

a. 153A                      b. 148                       c. 142(2A)                       d. 44AB 

Reason: As per sec. 142(2A), the Assessing Officer may direct the taxpayer to get his accounts 

audited or re-audited from a chartered accountant as nominated by the Principal Chief Commissioner 

or Chief Commissioner or Principal Commissioner or Commissioner and to furnish a report of such 

audit in the prescribed form. 
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24. Any mistake which is apparent from the record in any order passed by the Assessing Officer 

can be rectified under section ________.                                                                                                                      

a. 154                     b. 147                                                                                                                                                                

c. 143                        d. 254 

Reason: Any mistake which is apparent from the record in an order passed by the Assessing Officer 

can be rectified u/s 154. 

25. No order of rectification can be passed after the expiry of ____________ from the end of the 

financial year in which order sought to be rectified was passed                                                                                                          

a. 2                         b. 3                                                                                                                                                                         

c. 4                       d. 6 

Reason: No order of rectification can be passed after the expiry of 4 years from the end of the 

financial year in which order sought to be rectified was passed. The period of 4 years is from the date 

of order sought to be rectified and not 4 years from the date of original order. Hence, if an order is 

revised, set aside, etc., then the period of 4 years will be counted from the date of such fresh order 

and not from the original order. 

26. In case of an application made by the assessee u/s 154, the income-tax authority shall rectify 

the order/refuse the rectification within __________ from the end of the month in which the 

application is received by the authority.                                                                                                                        

a. 4 years                         b. 2 years                                                                                                                                                 

c. 1 year                           d. 6 months 

Reason: In case of an application made by the assessee u/s 154, the income-tax authority shall rectify 

the order/refuse to do so within 6 months from the end of the month in which the application is 

received by the authority. 

27. If a person fails to comply with the provisions relating to PAN (i.e. obtaining PAN, quoting PAN, 

etc.), then penalty can be levied under section _______                                                                                            

a. 270A                       b. 272                                                                                                                                                

c. 272A                       d. 272B 

Reason: Section 272B provides for penalty of 10,000 in case of default by the taxpayer in complying 

with the provisions relating to PAN, i.e., not obtaining PAN, even though he is liable to obtain PAN or 

knowingly quoting incorrect PAN in any prescribed document in which PAN is to be quoted or 

intimating incorrect PAN to the person deducting tax or person collecting tax.  

28. MAT stands for ___________                                                                                                                                   

a. Minimum Alternate Tax                 b. Minimum Allowed Tax                                                                                        

c. Minimum Applicable Tax                     d. Minimum Adjustable Tax 

Reason: MAT stands for Minimum Alternate Tax and AMT stands for Alternate Minimum Tax. Initially 

the concept of MAT was introduced for companies and progressively it has been made applicable to 

all other taxpayers in the form of AMT. 
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29. A foreign company in which the Indian company holds ___________ in nominal value of the 

equity share capital will be treated as foreign specified company for the purpose of section 

115BBD of the Act.                                                                                                                                                                   

a. 25% or more                b. 26% or more                 c. 50% or more                     d. 51% or more 

Reason: A foreign company in which the Indian company holds 26% or more in nominal value of the 

equity share capital will be treated as foreign specified company for the purpose of section 115BBD 

of the Act 

30. Dividend received from foreign company will be included in the total income of the tax payer 

and will be charged to tax at___________.                                                                                                                 

a. 15%                     b. 20%               c. 30%            d. Normal rate of tax applicable to the assessee 

Reason: Dividend received from foreign company will be included in the total income of the tax payer 

and will be charged to tax at the rates applicable to the taxpayer. However, dividend from specified 

foreign company being defined u/s 115BBD is taxable @ 15% 

31. An appeal to the Commissioner of Income-tax (Appeals)shall be filed in Form No. ________.                       

a. 35                     b. 36                     c. 34C                    d. 35B 

Reason: An appeal to the Commissioner of Income-tax (Appeals)shall be filed in Form No. 35. 

32. Section ________ specifies the orders against which an appeal can be filed before the 

Commissioner of Income tax (Appeals).                                                                                                                       

a. 246A                    b. 260A                           c. 253                      d. 261 

Reason: Section 246A specifies the orders against which an appeal can be filed before the 

Commissioner of Income-tax (Appeals). 

33. The Commissioner of Income-tax (Appeals) is the ________ appellate authority                                         

a. First                     b. Second                  c. Third                        d. Fourth 

Reason: The Commissioner of Income-tax (Appeals) is the first appellate authority 

34. As per section 211(1), payment of advance tax made on or before _______ shall be treated as 

advance tax paid during the financial year.                                                                                                                  

a. 30th September                   b. 30th June                        c. 31st December                 d. 31st March 

Reason: As per section 211(1), payment of advance tax made on or before 31st March shall be 

treated as advance tax paid during financial year 

35. As per section 142A, a Valuation Officer should send a report to the Assessing Officer within 

____________ from the end of the month in which a reference is made by the Assessing Officer 

under section 142A.                                                                                                                                                          

a. 12 months                  b. 6 months                c. 1 months                    d. 2 months 

Reason: As per section 142A(6), a Valuation Officer should send a report to the Assessing Officer 

within 6 months from the end of the month in which a reference is made by the Assessing Officer 

under section 142A(1). 
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36. As per section 115QA(3), tax to credit of Government in case of distributed income of domestic 

company for buy-back of shares shall be deposited within _________ days from date of payment 

of any consideration to the shareholder on buy-back of shares.                                                                        

a. 7 days                    b. 14 days                    c. 10 days                  d. 30 days 

Reason: As per section 115QA(3), tax to credit of Government in case of distributed income of 

domestic company for buyback of shares shall be deposited within 14 days from date of payment of 

any consideration to the shareholder on buy-back of shares 

37. Under section 12AA, an order of granting or refusing registration of trust shall be passed within 

_______ from the end of the month in which application u/s 12A(1)(aa) is received                                           

a. 6 months                  b. 12 months                                                                                                                         

c. 2 months                      d. 24 months 

Reason: U/s 12AA, an order of granting or refusing registration of trust shall be passed within 6 

months from the end of the month in which application u/s 12A(1)(aa) is received 

38. An application (in quadruplicate) for advance ruling by a resident applicant for determination 

of his tax liability arising out of one or more transactions valuing Rs.100 crore or more in total 

which has been undertaken or is proposed to be undertaken by him is to be made in Form 

No._____.                                                                                                                                                                            

a. 34D                      b. 34DA                      c. 34E                      d. 34EA 

Reason: An application (in quadruplicate) for advance ruling shall be made by a resident applicant, 

for determination of his tax liability arising out of one or more transactions valuing Rs.100 crore or 

more in total which has been undertaken or is proposed to be undertaken by him, in Form No. 34DA 

39. Provisions relating to advance ruling are provided in sections _______.                                                                                   

a. 80C to 80U                      b. 245A to 245L                                                                                                                                                   

c. 237 to 245                       d. 245N to 245V 

Reason: Provisions relating to advance ruling are provided in sections 245N to 245V. 

40. If the amount of income in respect of which the penalty is imposed or imposable for the 

relevant year(s) exceeds ` _______, then no order reducing or waiving the penalty under section 

273A(1) shall be made by the Principal Commissioner or Commissioner, except with the previous 

approval of the Principal Chief Commissioner or Chief Commissioner or Principal Director General 

or Director General, as the case may be                                                                                                                       

a. 1,00,000                                    b. 2,00,000                                                                                                                                                       

c. 5,00,000                                d. 10,00,000 

Reason: If the amount of income in respect of which the penalty is imposed or imposable for the 

relevant year or, where such disclosure relates to more than one year, the aggregate amount of such 

income for those years exceeds a sum of 5,00,000, no order reducing or waiving the penalty under 

section 273A(1) shall be made by the Principal Commissioner or Commissioner, except with the 

previous approval of the Principal Chief Commissioner or Chief Commissioner or Principal Director 

General or Director General, as the case may be. 
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41. Principal Commissioner or Commissioner of Income-tax is empowered to grant relief from 

penalty to taxpayers in genuine cases. Such power is granted under section 273A and section 

_______.                                                                                                                                                                                  

a. 273B                  b. 273AA                                                                                                                                                                   

c. 273                     d. 274 

Reason: Apart from enacting penalty provisions, the Income-tax Act also designed provisions 

empowering the Principal Commissioner or Commissioner of Income-tax to grant relief from penalty 

to taxpayers in genuine cases. Such power is granted under section 273A and section 273AA. 

42. As per section _____ when any specified domestic transaction is carried out between 

associated enterprises, the said transaction should be carried out at arm’s length price.                                      

a. 90                           b. 91                                                                                                                                                                  

c. 92                        d. 90A 

Reason: As per section 92, when any specified domestic transaction is carried out between associated 

enterprises, the said transaction should be carried out at arm’s length price. In other words, income 

arising or allowance of any expenses to an entity resulting from specified domestic transactions with 

associated enterprise should be computed by having regard to arm’s length price of such transaction. 

43. The provisions of sec. 92 will apply only if the aggregate value of specified domestic 

transactions entered into by the taxpayer during the year exceeds a sum of ` _____.                                          

a. 100 crore                     b. 5 crore                                                                                                                                    

c. 10 crore                       d. 20 crore 

Reason: The provisions of section 92 will apply only if the aggregate value of specified domestic 

transactions entered into by the taxpayer during the year exceeds a sum of ` 20 crore. 

44. Section ________ deals with methods of computation of arm’s length price.                                            

a. 94                             b. 93                                                                                                                                                      

c. 92C                         d. 91 

Reason: Section 92C deals with methods of computation of arm’s length price. 

45. Arm’s length price is to be determined by applying _______                                                                           

a. Resale Price Method                     b. Fair Market Value Method                                                                                    

c. Stamp Duty Value Method                d. Indexed Cost of Acquisition Method 

Reason: The arm's length price in relation to an international transaction or specified domestic 

transaction shall be determined by any of the following methods, being the most appropriate 

method, having regard to the nature of transaction or class of transaction or class of associated 

persons or functions performed by such persons or such other relevant factors as the Board may 

prescribe, namely:                                                                                                                                                 

Transaction Based Methods a. comparable uncontrolled price method; b. resale price method; c. 

cost plus method;                                                                                                                                                               

Profit Based Methods d. profit split method; e. transactional net margin method; f. such other 

method as may be prescribed by the Board. 
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46. Advance Pricing Agreement shall be valid for such period not exceeding _____ consecutive 

previous years as may be specified in the agreement.                                                                                                                   

a. 5                            b. 3                              c. 10                            d. 2 

Reason: As per sec. 92CC, Advance Pricing Agreement shall be valid for such period not exceeding 5 

consecutive previous years as may be specified in the agreement. 

47. As per sec. 94B, interest expenses claimed by an entity to its associated enterprises shall be 

restricted to _____ of its earnings before interest, taxes, depreciation and amortization (EBITDA) 

or interest paid or payable to associated enterprise, whichever is less.                                                                               

a. 30%                      b. 25%                       c. 20%                      d. 50% 

Reason: As per sec. 94B, interest expenses claimed by an entity to its associated enterprises shall be 

restricted to 30% of its earnings before interest, taxes, depreciation and amortization (EBITDA) or 

interest paid or payable to associated enterprise, whichever is less. 

48. If any person fails to keep and maintain any such information and document as required by 

sec. 92D in respect of an international transaction or specified domestic transaction, the Assessing 

Officer or Commissioner (Appeals) may direct that such person shall pay, by way of penalty, a sum 

equal to _____                                                                                                                                                                                     

a. 5,00,000                                                                                                                                                                         

b. 2% of the value of each international transaction or specified domestic transaction 

entered into by such person                                                                                                                                                                         

c.  1,00,000                                                                                                                                                                                                       

d. 1% of the value of each international transaction or specified domestic transaction entered into 

by such person 

Reason: If any person fails to keep and maintain any such information and document as required by 

sec. 92D in respect of an international transaction or specified domestic transaction, the Assessing 

Officer or Commissioner (Appeals) may direct that such person shall pay, by way of penalty, a sum 

equal to 2% of the value of each international transaction or specified domestic transaction entered 

into by such person 

49. Uncontrolled transaction means a transaction between ____, whether resident or non-resident 

a. enterprises other than associated enterprises               b. associated enterprise                                                       

s c. any enterprises                                                                             d. none of the above 

Reason: Uncontrolled transaction means a transaction between enterprises other than associated 

enterprises, whether resident or non-resident 

50. Information and documents required to maintained u/s 92D shall be kept and maintained for a 

period of _______ from the end of the relevant assessment year.                                                                        

a. 8 years                       b. 5 years                          c. 10 years                           d. 16 years 

Reason: Information and documents required to maintained u/s 92D shall be kept and maintained for 

a period of 8 years from the end of the relevant assessment year. 
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51. The return of income is to be furnished in _______.                                                                                          

a. ITNS 281                   b. Form 26AS               c. Form 26Q                  d. None of these 

Reason: Form ITNS 281 is used for payment of tax deducted at source. Form 26AS. Form 26AS, also 

called as Annual Statement, is a consolidated tax statement which has all tax related information 

(TDS, TCS, Refund etc) associated with a PAN. Quarterly TDS return (other than salary) is required to 

be filed in Form 26Q. 

52. When an assessee has paid advance tax more than the tax due on the returned income and the 

return is filed before the ‘due date’ specified in section 139(1), the refund amount is eligible for 

interest @ —                                                                                                                                                                                                                                                 

a. 1% per month                   b. ½% per month                                                                                                                        

c. ¾% per month                   d. 1.50% per month 

Reason: As per sec. 244A, interest @ ½% p.m. is payable on refund due to the assessee. 

53. Assessing Officer or the assessee, as the case may be, on receipt of notice that an appeal 

against the order of the Commissioner (Appeals) has been filed by the other party, may file a 

memorandum of cross objection with the Tribunal in Form _____ and within _________ days of 

receipt of notice that appeal has been filed by the other party.                                                                              

a. Form 36A; 15 days                     b. Form 36A; 45 days                                                                                                     

c. Form 36A; 30 days                  d. Form 36; 60 days 

Reason: Memorandum of cross objection shall be filed in Form 36A within 30 days of receipt of notice 

that appeal has been filed by the other party. 

54. Where revision u/s 264 has been initiated by the assessee, the application must be made 

within __________ from the date on which the order in question was communicated to the 

assessee or the date on which he otherwise came to know of it, whichever is earlier.                                   

a. 1 year                   b. 4 years                     c. 2 years                    d. 30 days 

Reason: Where revision u/s 264 has been initiated by the assessee, the application must be made 

within 1 year from the date on which the order in question was communicated to the assessee or the 

date on which he otherwise came to know of it, whichever is earlier. 

55. A survey is conducted in the premises of the assessee and assessments are reopened for some 

assessment years. An application for settlement could be made to the Settlement Commission 

when the additional amount of income-tax payable on the income disclosed in the application 

exceeds ` —                                                                                                                                                                                

a. 50 lakhs                     b. 25 lakhs                        c. 10 lakhs                      d. 100 lakhs 

Reason: Where an application before the Commission is filed in a case where proceedings for 

assessment or reassessment have been initiated as a result of search or as a result of requisition of 

books of account or assets, etc., additional amount of income tax payable on the income disclosed in 

application should exceeds 50 lakh. In any other case, additional amount of income tax payable on 

the income disclosed in application should exceeds  10 lakh. 
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56. When an assessee fails to furnish any information relating to a specified domestic transaction, 

the quantum of penalty as a percentage of value of the transaction would be —                                                         

a. 2%                               b. 1%                        c. 5%                         d. 3% 

Reason: As per sec. 271AA, if any person in respect of an international transaction or specified 

domestic transaction fails to maintains or furnishes an incorrect information or document, the 

Assessing Officer or Commissioner (Appeals) may direct that such person shall pay, by way of 

penalty, a sum equal to 2% of the value of each international transaction or specified domestic 

transaction entered into by such person. 

57. Countries that employ explicit policies designed to attract international trade oriented 

activities by minimization of taxes and reduction or elimination of other restrictions on business 

operations is described as _______.                                                                                                                            

a. Tax Havens                    b. Tax Planning                  c. Tax Evasion                  d. Tax Management 

Reason: Many fiscally sovereign territories and countries use tax and non-tax incentives to attract 

activities in the financial and other services sectors. These territories and countries offer the foreign 

investor an environment with a no or only nominal taxation which is usually coupled with a reduction 

in regulatory or administrative constraints. The activity is usually not subject to information exchange 

because, for example, of strict bank secrecy provisions. These jurisdictions are known as tax havens. 

In other words, any country which modifies its tax laws to attract foreign capital could be considered 

a tax haven. The central feature of a haven is that its laws and other measures can be used to evade 

or avoid the tax laws or regulations of other jurisdictions. A tax haven is a state or a country or 

territory where income tax are levied at a low rate or no tax at all is levied. 

 

106. Find the most suitable alternative and give brief justification/working for your answer :  

(i) Tax payable by a firm whose total income is Rs. 11 crores isRs. ________ crores.                                       

(A) 3.7389                                                                                                                                                                                

(B) 3.390                                                                                                                                                                               

(C) 3.80688                                                                                                                                                                                           

(D) None of the above.                                                                                                                                                             

#(C) 3.80688                                                                                                                                                              

Where the total income of a firm exceeds Rs 1 crore, surcharge of 12% is payable. Tax is Rs. 3.3 crore. 

SC at 12% is 0.396 cr. On 3.696cr, Cess at 3% is payable. Total amount is the tax due. 
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(ii) A businessman at Delhi is using a car exclusively for business purposes.  As per Union Territory 

rule, his car can be used in Delhi only on alternate days.  Car is the only asset in the block.  Car has 

thus been used for only 50% of the number of days in the year.  WDV of the car as on 1.4.2017 is 

Rs. 10 lakhs.  Rate of depreciation is 15%.  Depreciation allowable is Rs. _________.                                            

(A) 75,000                           (B) 1,50,000                                                                                                                                      

(C) 1,00,000                        (D) None of the above.                                                                                                 

#(B)Rs. 1,50,000                                                                                                                                                       

Where an asset is put to use during the year, there is no provision in the Act for proportionate 

disallowance, based on the number of days used.  Hence full depreciation of Rs. 1,50,000 is to be 

allowed.  

 (iii) Safe Harbour Rules are relevant in the context of                                                                                              

(A) Maritime Law (Maintenance of sea harbours in a safe manner).                                                               

(B) Customs Act, 1962                                                                                                                                                           

(C) Transfer pricing.                                                                                                                                                                    

(D) None of the above.                                                                                                                                                         

#(C)  Transfer pricing                                                                                                                                                  

Safe Harbour Rules were framed in the context of advance pricing agreements, relevant to transfer 

pricing provisions.   

(iv) Mr. A acquired a house property on 12.3.1990 for Rs. 5 lakhs.  He gifted the same to his 

brother on 16.5.1993, who gifted it to his son S on 22.7.2015, when the stamp valuation was Rs.12 

lakhs.  S sold the house on 14.5.2016 for Rs.24 lakhs, which was also the stamp duty value.  For 

computing capital gain, the date of acquisition is                                                                                                                           

(A) 1.4.1981                         (B) 12.3.1990                                                                                                                                          

(C) 16.5.1993                       (D) 22.7.2015                                                                                                                     

#(B)  12-3-1990                                                                                                                                                               

The issue has to be seen I the light of the provisions of section 47 read with section 49.  Where any 

asset is acquired through modes like gift, partition, etc. for determining the date of acquisition, one 

has to go back to the date when it was acquired in a mode other than these specified modes.  Hence, 

the date of acquisition of Mr. A is relevant here. This view is supported by several decisions.  

(v) When total income of resident assessee, Mr. Ram (age 50) is Rs.50,65,000, his net tax liability 

(including cess) and after marginal relief would be _____________.                                                                  

(A) Rs.14,18,830                                                                                                                                                                   

(B) Rs.13,31,000                                                                                                                                                                                      

(C) Rs.13,70,930                                                                                                                                                                                      

(D) Rs.12,84,500                                                                                                                                                                  

#(A)  Rs. 14,18,830                                                                                                                                                              

Brief answer :  When the income of an individual resident assessee exceeds Rs. 50 lakhs, surcharge @ 

10% is payable.  However, marginal relief is to be given.  The excess tax payable by way of surcharge 

must not exceed the excess income less tax thereon.  Excess income Rs. 65,000 less tax thereon is Rs. 

19,500 and hence the surcharge levy is limited to Rs. 45,500 instead of 10%.  The total tax liability on 

total income of Rs. 50,65,000 would be Rs. 13,32,000 + surcharge Rs. 45,500 + cess @ 3% which 

would be the final tax liability.   
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(vi) Mr. Cheema withdrew Rs. 2 lakhs out of his own contribution with National Pension System 

Trust.  On the date of withdrawal, the balance in the account consisted of his own contribution of 

Rs.6 lakhs and Employer’s contribution of Rs.8 lakhs.  The amount of withdrawal liable to tax in 

the hands of Mr. Cheema would be                                                                                                                             

(A) Nil                          (B) Rs.3,00,000                           (C) Rs.1,50,000                             (D) Rs.50,000                   

# (D)  Rs. 50,000                                                                                                                                                            

Brief answer : As per section 10(12B) amount withdrawn from NPS trust to the extent it does not 

exceed 25% of the contributions made by the assessee is exempt from tax.  The amount of 

withdrawal eligible for exemption would be Rs. 1,50,000 (25% of Rs. 6 lakhs) and excess of Rs. 50,000 

is taxable.  

(vii) Mahan Charitable Trust (registered under section 12AA) is engaged in running education 

institutions.  It paid Rs.5 lakhs to Malar Charitable Trust (registered under section 12AA) as corpus 

donation out of its income of the previous year 2017-18.  The amount of corpus donation is                             

(A) Taxable in the hands of both the trusts.                                                                                                                     

(B) Exempt in the hands of both the trusts.                                                                                                                

(C) deductible for prayer as application and taxable for the payee.                                                                                    

(D) not deductible for prayer as application but exempt for payee.                                                                    

# (D) Not deductible for payer as application but exempt for payee                                                                    

Brief answer : As per Explanation 2 to section 11 amount paid as contribution with a specific direction 

that it shall form part of the corpus of the trust, shall not be treated as application of the donor-trust.  

In the hands of done-trust, the said corpus donation is exempt under section 11(1)(d).  

(viii)  Real Builders (A partnership firm) admitted income under section 44AD up to the assessment 

year 2017-18 resorted to determination of income as per regular provisions by getting the books 

of account audited for the assessment year 2018-19.  The assessee firm cannot revert to 

presumptive provisions contained in section 44AD up to the assessment year ___________.                       

(A) 2023-24                            (B) 2024-25                        (C) Indefinitely                         (D) 2019-20                                                                                                                          

# (A)  2023-24                                                                                                                                                               

Brief  answer :  As per section 44AD(4) when a taxpayer declares profit under section 44D and 

subsequently departs from the presumptive provision and opts for regular provision, he is not eligible 

to claim the benefit of presumptive provision for 5 assessment years subsequent to the assessment 

year in which the profit has not been declared in accordance with section 44AD.  

(ix) In the assessment of Mr. Amar, the Assessing Officer has observed that he has purchased 

diamonds for Rs.18 lakhs on 1st October, 2017 which was not recorded in the books of account 

and he is unable to offer any explanation.  Applicable rate of income tax leviable under section 

115BBE is _____________ plus surcharge and education cess as applicable.                                                      

(A) 20%                        (B) 30%                        (C) 40%                       (D) 60%                                                          

#(D) 60%                                                                                                                                                              

Justification of correct answer : Unexplained / unrecorded investment in diamond attracts provisions 

of section 69.  When income is taxed under section 68 to 69D, tax is calculated as per provisions of 

section 115BBE.  Rs. 18 lakhs would be taxable @ 60%.  
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(x) M/s. KLM Ltd. a company having international transactions of Rs. 7 crores related to purchase 

of raw materials from its subsidiary company.  M/s. BL Inc., in USA.  M/s. KLM Ltd. is required to 

keep and maintain certain information and documents under section 92D for period of ____ years.  

(A) five                              (B) eight                                                                                                                                 

(C) ten                               (D) fourteen                                                                                                                       

# (B)   Eight                                                                                                                                                           

Justification of correct answer : Section 92D of income tax act provides for keeping & maintaining 

information and documents in case the aggregate value of international transaction entered into 

exceeds Rs. 1 crore, which shall be available by the due date of submission of return of income.  The 

information and document are specified in section 92D of income tax act.  Since the company has 

entered into international transactions with its Subsidiary Company in USA for purchase of raw 

materials having aggregate value of Rs. 7 crores during the previous year 2017-18 is required to 

comply with the provisions of section 92D.  This information and documents shall be kept and 

maintained for a period of eight years from the end of the relevant assessment year.   

 107. Choose the most appropriate alternative and give justification in brief/brief working 

for your answer:                       

 (i)  When Mr. Hari engaged in manufacturing activity with turnover of 125 lakhs has realized sale 

proceeds through banking channel of 90 lakhs and balance by cash, his income under section 44AD 

would be                                                                                                                                                                           

(A) 10 lakhs                                                                                                                                                                         

(B)7.50 lakhs                                                                                                                                                                          

(C) 8.20 lakhs                                                                                                                                                                             

(D) Not eligible for presumptive income under section 44AD                                                                      

#(C)8.20 lakhs                                                                                                                                                                                       

Brief answer: When the sale proceeds are realized through banking channel, 6% of the amount shall 

be deemed to be the income and for the balance amount realized otherwise than through banking 

channel 8% shall be deemed to be the presumptive income under section 44AD. Hence 5,40,000 + 

2,80,000 =  8,20,000 is the presumptive income under section 44AD.  

(ii)  When a company engaged in the business of bio-technology incurs                                                                      

(i) expenditure on scientific research towards land and building 20 lakhs;                                                         

(ii) other capital expenditures 10 lakhs and                                                                                                                                          

(iii) revenue expenditure of 8 lakhs.                                                                                                                                     

The quantum of deduction under section 35 (2AB) shall be                                                                                                    

(A) Nil                                                                                                                                                                                   

(B) 16 lakhs (200% of revenue expenditure)                                                                                                  

(C)27 lakhs (150% of total expenditure other than cost of land and building)                                                         

(D) 38 lakhs (100% of capital expenditure including cost of land and building)                                                       

# (C)  27 lakhs (150% of total expenditure other than cost of land and building)                                                        

Brief answer: The quantum of deduction in respect of the company engaged in the business of bio 

technology is limited to 150% of the total expenditure excluding the cost of land and building.  
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(iii) Mr. Malik received a notice under section 148 for the assessment year 2013-14 in March, 2018. 

He wants to make application to the Settlement Commission. The additional amount of income-

tax payable on the income disclosed in the application to the Settlement Commission must exceed 

_________ .                                                                                                                                                                        

(A) 5 lakhs                        (B)10 lakhs                           (C)25 lakhs                             (D)50 lakhs                              

# (B) 10 lakhs.                                                                                                                                                             

Brief answer: Where the application is filed in a case not being a case in which assessment under 

sections 153A, 153B or 153G are initiated, the additional amount of income-tax payable on the 

income disclosed in the application must exceed 10 lakhs.  

(iv) ABC & Co. Ltd. earned 15 lakhs by way of transfer of carbon credit. The tax liability in respect 

of carbon credit is                                                                                                                                                             

(A) Nil                                            (B) 1,54,500 (@ 10.3%)                                                                                                                                        

(C)  4,63,500 (@ 30.9%)             (D) 2,31,750 (@ 15.45%)                                                                                       

#(B) 1,54,500 (@ 10.3%)                                                                                                                                                                    

Brief answer: As per section 115BBE carbon credit is taxable at the concessional rate of 10.3% on the 

gross amount of such income.  

(v) When Mr. Atul doing business has gross total income of  9 lakhs, the maximum amount he can 

claim deduction in respect of the pension scheme of the Central Government under section 80CCD 

would be                                                                                                                                                                             

(A) 50,000 (monetary limit)                    (B) 90,000 (10% of gross total income)                                                             

(C) 1,00,000 (monetary limit)                 (D)1,80,000 (20% of gross total income)                                                   

# (D)1,80,000 (20% of gross total income)                                                                                                                 

Brief Answer: As per section 80CCD in the case of a person other than an employee contribution to 

Central Government Pension Scheme is deductible up to a maximum of 20% of the gross total income 

of the assessee.  

(vi) When interest paid by an Indian company to a foreign company being an associated 

enterprise, such interest must not exceed ________% of the Indian company's earnings before 

interest, taxes, depreciation and amortization (EBITDA).                                                                                         

(A) 10                   (B) 20                    (C) 30                      (D) 40                                                                                             

#(C) 30                                                                                                                                                                             

Brief answer: As per section 94B any expenditure by way of interest paid by Indian company to a 

foreign associated enterprise in excess of 30% of the EBITDA is liable for disallowance. It is to be 

carried forward to subsequent year and could be allowed in that year to the extent of the maximum 

allowable interest expenditure of that year.  

(vii)Secondary adjustment has to be made when the primary adjustment exceeds .                                         

(A)50 lakhs                    (B)  100 lakhs                              (C) 300 lakhs                           (D) 500 lakhs                 

#(B) 100 lakhs                                                                                                                                                              

Brief answer: When the primary adjustment i.e. adjustment towards arm's length price exceeds  1 

crore, the secondary adjustment must be made in the books of account to remove imbalance 

between cash account and actual profit of the assessee.  
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 (viii)When Mr. Singhania having total income exceeding 10 lakhs files the return of income for the 

assessment year 2018-19 in January, 2019, the fee payable under section 234F for the delayed 

filing of return would be                                                                                                                                                   

(A)1,000                               (B)5,000                       (C)10,000                           (D) 20,000                                        

#(C) 10,000                                                                                                                                                                     

Brief answer: As per section 234F when the total income of the assessee exceeds 5 lakhs and the 

return is filed after 31st December of the relevant assessment year, the assessee shall pay a fee of 

10,000  

(ix) When Mr. Gautam doing business paid hall rent of  80,000 for 3 days for doing Diwali sale, the 

amount of tax deductible at source under section 194-IB would be                                                                       

(A) 8,000 @ 10%                      (B)16,000 @ 20%                      (C) Nil                           (D)4,000 @ 5%               

#(D)  4,000 @ 5%                                                                                                                                                            

Brief answer: As per section 194-IB when rent paid per month or part of a month exceeds 50,000 and 

the payer is individual or HUF assessee, tax is deductible at source at 5% of the amount.  

(x) When an Indian company pays 5 lakhs to a foreign company for online advertisement of its 

products, it has to deduct                                                                                                                                                    

(A) tax at source @ 2%                     (B) tax at source @ 10%                                                                                       

(C) equalization levy @ 6%              (D) equalization levy @ 8%                                                                                 

# (C) Equalization levy @ 6%                                                                                                                                           

Brief answer: As per the Finance Act, 2017 when an Indian company pays to a foreign company 

towards online advertisement a sum exceeding  1 lakh, it has to pay equalization levy at 6% of the 

amount paid.  

108. Choose the most appropriate alternative and give justification in brief/brief working 

for your answer:                        

(i) BG(P) Ltd. received royalty 10 lakhs in respect of a patent developed and registered in India. 

The income-tax payable on the royalty shall be at                                                                                                    

(A) 10%                    (B) 15%                    (C) 20%                        (D) 30%  

(ii) In the case of assessee who is covered under section 44AD the amount of tax payable by way of 

advance tax shall be paid on or before                                                                                                                       

(A) 15th day of March.               (B) 31st day of March.                                                                                               

(C) 31st day of December.         (D) the date of filing the return of income. 

 (iii) When a motor car is acquired for 12 lakhs by Mr. Johnson on 01.11.2016 by availing bank loan 

of 10 lakhs for such acquisition, the car dealer selling the motor car must collect tax at source of 

(A) Nil                                                                        (B)10,000 @ 1% exceeding 2 lakhs.                                                                                                     

(C) 12,000 @ 1% on the entire sale price.         (D) 24,000 @2% on the entire sale consideration.  

(iv) When Mr. Arun (age 50) has business loss of  15 lakhs and unexplained cash credit of 20 lakhs, 

the total tax liability including cess would be                                                                                                            

(A)  4,37,750                        (B)  6,18,000                                                                                                                                                   

(C) 25,750                             (D) 1,54,500 
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 (v) In December, 2016 Excel Ltd. and Exceed Ltd. got amalgamated to form Excellence Ltd. The 

expenditure for the purpose of amalgamation was 10 lakhs. The amount of amalgamation 

expenditure deductible for the assessment year 2017-18 would be                                                                        

(A) 10 lakhs                  (B)2 lakhs (one-fifth)               (C)1 lakh (one-tenth)            (D) 5 lakhs (one-half)  

(vi) Venus Traders engaged in turmeric trade with a turnover exceeding 200 lakhs dispatched its 

goods through Indian Railways. The amount of freight payable as on 31.03.2017 was 1,40,000. It 

wants to claim the freight as expenditure. To satisfy such claim, it has to pay the freight to Indian 

Railways                                                                                                                                                                               

(A) before due date specified in Section 139(1).                                                                                                         

(B) before the end of the previous year.                                                                                                                     

(C) before the end of the assessment year.                                                                                                                   

(D) and there is no time restriction.  

(vii)A capital asset being shares in a private company held for more than _______ months shall be 

a long term capital asset.                                                                                                                                                 

(A) 12                     (B) 24                      (C) 36                       (D) 6 

 (viii)When wife Laxmi being legal heir of Udayakumar received  10 lakhs from National Pension 

System Trust referred to in Section 80CCD, the amount of receipt chargeable to tax is                                          

(A) 10 lakhs                   (B)4 Lakhs @ 40%                    (C) Nil                    (D)7,50,000 @ 75% 

 (ix) In the case of non-government employee the monetary limit for exemption in respect of leave 

salary at the time of retirement is                                                                                                                     

(A)5 lakhs                         (B) 50,000                      (C) 3 lakhs                  (D) 1.50 lakhs 

 (x) Penalty for failure to furnish statement of financial transaction is                                                                                          

(A)5,000                (B)10,000               (C)200 for every day of delay           (D)100 for every day of delay  

  

Answer:  

(i)       (A) 10%                                                                                                                                                             

Justification for the answer: As per section 115BBF income by way of royalty in respect of a patent 

developed and registered in India shall be chargeable to tax at the rate of 10%.  

                                                                                                                                                                                         

(ii)      (A) 15th day of March                                                                                                                                         

Justification for the answer: In the case of persons admitting income under section 44AD, the entire 

amount of tax by way of advance tax must be paid before 15th day of March of the previous year as 

per section 211(1)(b).  

                                                                                                                                                                                            

(iii)     (C) 12,000 @ 1% on the entire sale price                                                                                              

Justification for the answer: As per section 206C(1F) every person being a seller who receives any 

amount as consideration for sale of motor vehicle exceeding 10 lakhs shall collect from the buyer 1% 

of the sale consideration as income-tax at the time of receipt of Such amount.  
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 (iv)     (B)6,18,000                                                                                                                                                    

Justification for the answer: When an income is taxable at 30% under Section 115BBE such income 

shall not be reduced by way of set off of losses against any other income or head of income. This is 

provided in section 115BBE(2) of the Act.  

 (v)      (B) 2 lakhs (one-fifth)                                                                                                                                  

Justification for the answer: As per section 35DD expenditure incurred in the case of amalgamation is 

eligible for amortization over a period of 5 years in equal installments beginning with the previous 

year in which the amalgamation takes place.  

 (vi)     (A) before due date specified in section 139(1)                                                                                                          

Justification for the answer: Section 43B has amended by Finance Act, 2016 provides for deduction of 

any sum payable to Indian Railways for the use of railway assets only if it is paid before the due date 

for furnishing the return specified in section 139(1).  

 (vii)    (B) 24                                                                                                                                                         

Justification for the answer: As per the third proviso to section 2(42A), shares in a private Company 

shall be treated as long-term Capital asset if it is held for more than 24 months. [The period of 

holding has been reduced from 36 months to 24 months from the AY 2017-18 onwards.]  

 (viii)   (C) NIL                                                                                                                                                          

Justification for the answer: As per proviso to section 80CCD(3) amount received by the nominee 

legal heir on the death of the assessee shall not be deemed to be the income of the nominee.  

 (ix)      (C) 3 lakhs                                                                                                                                                 

Justification for the answer: As per section 10(10AA) leave salary received by a nongovernment 

employee is eligible for monetary limit of exemption of  3 lakhs.  

 (x)      (D) 100 for every day of delay                                                                                                                

Justification for the answer: As per section 271FA for delay of every day in statement of financial 

transaction, the penalty leviable is 100 for every day. 

109.  Choose the most appropriate alternative and give justification in brief/brief working 

for your answer:                                                                                                                                              

(a) Health insurance premium paid for Mr. Ram being non-resident (age 70) is deductible up to 

______________.                                                                                                                                                             

(A) 25,000                       (B) 30,000                       (C) 5,000                         (D) 50,000  

(b) Mr. Xavier (age 55) a non-resident individual received dividend of 12 lakhs from Fair Trading Co 

(P) Ltd. in August, 2016. He has no other income in India. His tax liability for the dividend income 

would be                                                                                                                                                                                                

(A) Nil                    (B) 1,90,550                    (C) 61,800                        (D)3,70,800 

(c) XYZ (P) Ltd. decided to buy-back shares from the shareholders. It bought 30000 shares of 10 

each by paying 40 per share. The accumulated profits of the company on the date of buy-back was 

30 lakhs. The buy-back was 30% of the total paid up capital. The tax liability on the company for 

buy-back of shares would be                                                                                                                                          

(A) Nil                         (B)12,36,000                          (C)4,32,600                             (D) 1,85,400  
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(d) Kumar Industries is engaged in manufacture of leather products. It was set up in backward area 

and became eligible for subsidy @25% for the generator acquired by it for 12 lakhs on 15.12.2016. 

It received the subsidy in March 2017. The amount of depreciation for the year at the applicable 

rate would be                                                                                                                                                                     

(A) Nil                        (B)  90,000                                                                                                                                                                            

(C) 67,500                 (D) 1,80,000 

(e) Ms. Pinky resigned from employment from Zeet University after serving for 4 years and 8 

months. She received 1,40,000 from recognized provident fund. The amount of tax deductible at 

source under section 192A would be                                                                                                                        

(A) Nil                                                                                                                                                                                             

(B) @ 20% being 28,000                                                                                                                                                 

(C) @ 30% being  42,000                                                                                                                                                        

(D) @ 10% being 14,000  

(f) Mr. Murali employed in a company constructed a residential house property for self- 

occupation by availing bank loan of 50 lakhs. Interest on the loan for the year amounts to 

2,60,000. He paid 1,70,000 up to 31.03.2017. The amount of interest eligible for deduction in the 

hands of Mr. Murali would be                                                                                                                                       

(A) 30,000                         (B) 2,60,000                                                                                                                          

(C) 2,00,000                      (D) 1,70,000  

(g) Mr. Santhanam is employed in Gama Ltd. He opted for transfer of funds from superannuation 

fund to National Pension Systems Trust referred to in section 80CCD and accordingly 5 lakhs was 

transferred from approved superannuation fund to an account held with National Pension 

Systems Trust. His salary income (excluding the said transfer) amounts to 9,40,000 (computed). His 

total income after considering the transfer would be                                                                                           

(A)  9,40,000                            (B) 10,90,000                                                                                                                                         

(C) 12,90,000                           (D) 14,40,000  

(h) Pai Softwares Ltd. is engaged in BPO at Bengaluru. It acquired computers for 20 lakhs on 

10.05.2016. It also acquired computer softwares for 10 lakhs in July 2016. The total amount of 

depreciation claim in respect of these assets would be                                                                                        

(A) 4,50,000                         (B) 12,00,000                                                                                                                                                                                            

(C) 7,50,000                          (D)14,50,000 

 (i) Beta Ltd. of Mumbai is subsidiary of Unity Inc. of USA. Beta Ltd. purchased goods from Unity 

Inc. Transfer pricing adjustment would arise between them when                                                                         

(A) Sale price is less than arm's length price.                                                                                                                     

(B) Sale price is equal to Indian market price.                                                                                                         

(C) Purchase price is more than arm's length price.                                                                                                  

(D) Purchase price is less than arm's length price. 

 (j)  An advance pricing agreement is valid for a period specified in APA but not exceeding 

__________ consecutive financial years.                                                                                                                 

(A) 1                       (B) 5                     (C) 3                         (D) 10  
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 Answer:                                                   

 1. (a) (A) 25,000                                                                                                                                                      

Justification for the answer: Explanation to section 80D says senior citizen means an individual 

resident in India who is of the age of 60 years or more during the relevant previous year. Thus a non-

resident though has completed 60 years is not eligible for enhanced deduction of 30,000 but eligible 

for regular deduction of 25,000.  

 (b)      (A)   NIL                                                                                                                                                          

Justification for the answer: Section 115BBDA does not cover non-resident individuals, HUF or firm 

(including LLP). Therefore, the dividend distributed by the domestic company for which DDT is paid 

under section 115-0 is eligible for exemption under section 10(34). 

 (c)  (D)1,85,400                                                                                                                                                        

Justification for the answer: Under section 115QA, when shares are liable for buyback in the case of 

company not being a listed company, the company has to pay 20.6% on the distributed income as 

tax. In this case the company pays 12 lakhs of which 9 lakh belongs to accumulated profits. Tax at 

20.6% being 1, 85,400 is the liability on the company.                                                                              

Alternatively, the workings are as under:                                                                                                                        

FSC                   30,000 x 40                                         12,00,000                                                                                   

Less: COA        30,000x 10                                           3,00,000                                                                                          

9,00,000 x 20.60% =   1,85,400  

 (d)    (C)   67,500                                                                                                                                                   

Justification for the answer: The amount of subsidy received from the State Government or any other 

authority shall go to reduce the actual cost of asset computed under section 43(1) and hence the 

applicable depreciation would be computed on the resultant value. Depreciation at 15% on 9 lakhs 

being 1,35,000 and 50% thereon being 67,500 would be the eligible amount.  

 (e)     (D)   @ 10% being 14,000                                                                                                                                            

Justification for the answer: Amount received from accumulated balance by the employee when it is 

taxable as per the provisions of rule 8 of Part A of the 4th Schedule, tax is deductible at source @ 10% 

when the aggregate payment exceeds 50,000.  

 (f)    (C)  2,00,000                                                                                                                                                           

Justification for the answer: Where a house property acquired or constructed with borrowed capital 

on or after 01.04.1999 and is used for self residential use, the maximum amount of deduction 

allowable would be 2,00,000. The balance amount is eligible for carry forward and set off in the 

subsequent assessment years.  

(g)    (A)  9,40,000                                                                                                                                                   

Justification for the answer: Section 10(13)(v) was amended to provide exemption in respect of 

transfer from approved superannuation fund to National Pension Systems Trust referred to in section 

80CCD. Hence the amount transferred is not chargeable to tax.  
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 (h)   (B)   12,00,000                                                                                                                                           

Justification for the answer: Depreciation On computers is 60% of 20 lakhs, which works out to  12 

lakhs.       Software 10 lakhs is a deductible business expenditure u/s 37(1).      

(i)     (C)   Purchase price is more than arm's length price.                                                                                                 

Justification for the answer: When the purchase price is more than arm's length price the income of 

the Indian undertaking chargeable to tax in India is understated. Hence, the transfer pricing 

adjustment would arise.  

(j)     (B)   5                                                                                                                                                          

Justification for the answer: As per section 92CC(4) an advance pricing agreement is valid for a period 

but not exceeding 5 consecutive financial years.  
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Paper 15 - Strategic Cost Management and Decision Making 

1. If the first time you perform a job takes 60 minutes, how long will the eighth job take if you are 

on an 80% learning curve?                                                                                                                                                   

(a) 48 minutes      (b) 30.72 minutes     (c) 31 minutes    (d) None of the above                                                                                                                                                                                                  

# (b) 30.72 minutes                                                                                                                                                     

Three doublings from 1 to 2 to 4 to 8 implies .83.                                                                                  

Therefore, we have  60 × (.8)3 = 60 × .512 = 30.72 minutes   

2. NPL Ltd. Uses a JIT system and back flush accounting. It does not use a raw material stock 

control account During May, 8000 units were produced and sold. The standard cost per unit is 100; 

this includes materials of  45. During May, 4,80,000 of conversion costs were incurred.  The debit 

balance on cost of goods sold account for May was                                                                                                                    

(a) 8,00,000       (b) 8,40,000          (c) 8,80,000         (d) 9,20,000                                                                       

(ii) (b) 8,40,000                                                                                                                                                               

Cost of goods sold  8,00,000 (Less) Material cost  (3,60,000)                                                              

=Conversion cost allocated  4,40,000                                                                                                                                                                        

Conversion cost incurred  4,80,000                                                                                                                                       

Excess charged to cost of goods sold account  40,000                                                                                          

Total debit on cost of goods sold account = Rs. 8,00,000 + Rs. 40,000 = Rs. 8,40,000 

3. The single price of the selling product manufactured by a company is fixed at `1500 per unit. In 

the coming year, 500 units of the product are likely to be sold. If the total value of investments of 

the company is  15 lakhs and it has a target ROI of 15%, the target cost would be:                                               

(a)  9.30                 (b)  9.50                     (c)  1050                (d) None of these                                                      

#c    1,050                                                                                                                                                                    
Particulars                                                                                                                                                                    

Sales Revenue = 500 × 1,500  7,50,000                                                                                                                           

Less: ROI 15% on  15 Lakhs =  2,25,000                                                                                                                                 

Target Cost                                   5,25,000                                                                                                                  

Target Cost per unit = Target cost / 500 = 5,25,000 / 500 = 1,050. 

4.Which of the following would decrease unit contribution margin the most?                                                     

(a) 15% decrease in selling price                     (b) 15% increase in variable costs                                                                  

(c) 15% decrease in variable costs                   (d) 15% decrease in fixed costs                                                  

# (a)     A given percentage change in unit sale price must have greater effect on contribution margin 

than any other factor affected by the same percentage change.  

5. A company determines its selling price by making up variable costs 60%. In addition, the 

company uses frequent selling price mark down to stimulate sales. If the mark down average 10%, 

what is the company’s contribution margin ratio?                                                                                                                                             

(a) 30.6%           (b) 44%           (c) 86.4%         (d) None of these                                                                                           

# (a)      When V (Var. cost) = 100, SP = 160, M.Cost/SP = 60/100  SP after 10% mark down of SP = 

144, Cost = 60-16=44  Contribution Margin Ratio = 44/144=0.3056=30.6%  
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 6. Back flush costing is most likely to be used when                                                                                              

(a) Management desires sequential tracking of costs                                                                                               

(b) A Just-in-Time inventory philosophy has been adopted                                                                                     

(c) The company carries significant amount of inventory                                                                                         

(d) Actual production costs are debited to work-in-progress.                                                                          

#(b)     Back flush costing is most likely to be used when Just-in-Time inventory philosophy has been 

adopted.                                                                                           

7. A company produces two joint products, P and V. In a year, further processing costs beyond 

split-off point spent were  8,000 and  12,000 for 800 units of P and 400 units of V respectively. P 

sells at  25 and V sells at  50 per unit. A sum of  9,000 of joint cost were allocated to product P 

based on the net realization method. What were the total joint cost in the year?                                                                              

(a) 20,000                 (b)  10,000                      (c) 15,000                     (d) None of these                                     

# (c)                                                                                                                                                                              

Products                     P                       V                    Total                                                                                                               

Units                          800                  400                                                                                                                             

S.P.                            25                    50                                                                                                                              

Sales                         20,000            20,000                                                                                                                     

Further costs          8,000               12,000                                                                                                                          

NRV                          12,000              8,000              20,000                                                                                             

Joint cost appropriated   9,000                                                                                                                                    

Total Joint Cost = (9,000/12,000) x 20,000 = 15,000  

                                                                                                                                                                                          

8. When allocation service department cost to production departments, the method that does not 

consider different cost behavior patterns is the                                                                                                   

(a) Step method          (b) Reciprocal method          (c) Single rate-method         (d) Dual rate-method 

# (c)     The single rate method combines fixed and variable costs without regard to cost behaviour 

patterns. A and B do not exactly fit in with the given question as they can be used on a single or dual 

rate; and Ans D allows variable costs to be allocated on different basis from fixed costs. 

 9. ABC Ltd. has developed a new product just complete the manufacture of first four units of the 

product. The fist unit took 2 hours to manufacture and the first four units together took 5.12 hours 

to produce. The Learning Curve rate is                                                                                                                               

(a)  83.50%                (b) 80.00%                 (c) 75.50%                (d) None of (a), (b) or (c)                                    

# (b) 80%     Let the learning rate be x.                                                                                                                          

Since the first unit took 2 hours, average time for the first two units = 2x and  The average time for 

the first 4 units = 2x × x = 2x2. 2x2 = 5.12 ÷ 4 = 1.28.  Or, x = √1.28÷ 2  = √0.64 = 0.80 i.e. 80%.  

10.In calculating the life cycle costs of a product, which of the following item would be included?         

A) Planning and concept design costs       B) Preliminary and detailed design costs                      C) Testing costs                                             

D) Production costs                                        E) Distribution costs                                                                                           

(a)  All of the above                       (b)  D and E                                        (c)  B, D and E                         (d)  D                                                                                             

# (a) All of the above                                                                                                                                                            

All the costs mentioned in the question are parts of the total life cycle costs.  



 

Final group3      
 

11. A Ltd., developing a new product, makes a model for testing and goes for regular production. 

From past experience of similar models, it is known that a 90% learning curve applies. If the time 

taken to make the model is 300 hours, what will be the total time taken to produce 3rd to 4th unit 

of the product?                                                                                                                                                                

(a)  540 hours       (b)  486 hours        (c)  432 hours       (d)  None of the above                                                                                                                                                                                         

# (c) 432 hours                                                                                                                                                          

Cumulative output               Average time/unit (hrs.)          Total time (hrs.)        Incremental Time (hrs.)           

1                                                           300                                                300                                              

 2                                                          270 (0.9 × 300)                            540  

4                                                         243 (0.9 × 270)                             972                         432 (972 – 540)  

12.ABC Ltd., has current PBIT of 19.20 Lakhs on total assets of 96 Lakhs. The company proposes to 

increase assets by 24 Lakhs, which is estimated to increase operating profit before depreciation by 

`8.40lakhs-a net increase in Depreciation by 4.80 Lakhs. This will result in ROI.                                         

(a)  To decrease by 1 %       (b)  To increase by 1%       (c)  To remain same        (d)  None of the above    

# (a) To decrease by 1%  

                                            ROI ( Lakhs)                                                                                                                                                                                                                                                                                                                    

Without Investment                                               With Investment                                                                                             

PBIT                       19.20                                     (+8.40 – 4.80) 22.80                                                                                    

Total Assets          96.00                                                              120.00                                                                       

ROI (%)                   20.00                                                              19.00                 Hence, ROI decreases by 

1%. 

13. A particular job required 800 kgs of material – P.                                                                                           

500 kgs. of the particular material is currently in stock.                                                                                         

The original price of the material – P was `300 but current resale value of the same has been 

determined as `200. If the current replacement price of the material – P is `0.80 per kg., the 

relevant cost of the material – P required for the job would be:                                                                                      

(a)  640                 (b)  440                  (c)  300              (d)  None of these                                                                 

# (b)  440                                                                                                                                                                         

Particulars                                                                                           Amount                                                                                   

500 kgs. of material in stock at resale value                                   200                                                                                                                  

Balance 300 kgs. of material at current price of ` 0.80                 240                                                                                          

Relevant Cost of the material                                                            440  

14. If the direct labour cost is reduced by 20% with every doubling of output, what will be the cost 

of labour for the sixteenth unit produced as an approximate percentage of the cost of the first unit 

produced?                                             (a) 51.2%                        (c) 62%             (d) None of these                            

# (b) 40.96%                                                                                                                                                                           

1st  100%                          2nd  80% x 100%                            4th  80% of 2nd                                                                        

8th  80% of 4th               16th  80% of 8th                                                                                                                                                                       

= 0.80 x 0.80 x 0.80 x 0.80 = 40.96%         Say, 41% of the time required for the 1st unit. 
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15. A company has 2000 units of an obsolete item which are carried in inventory at the original 

purchase price of `30,000. If these items are reworked for `10,000, they can be sold for `18,000. 

Alternatively, they can be sold as scrap for `3,000 in the market. In a decision model used to 

analyze the reworking proposal, the opportunity cost should be taken as:                                                                          

(a)   8,000                    (b)   12,000                (c)   3,000                    (d)  10,000                                                              

# (c)  8,000                                                                                                                                                                       

Original price is not relevant                                                                                                                                                        

Rework income                         18,000                                                                                                                                                                

Deduct cost of rework             10,000                                                                                                                                                    

New inflow                                 8,000             It is relevant cost                                                                           

The other alternative relevant cash flow is from sale as scrap = 3,000.                                                                         

Hence, the opportunity cost is  3,000.  

16.A company has estimated the selling prices and the variable costs of one of its products as 

under :                                                                                                                                                                    

Probability          Selling price  (per unit)              Probability                  Variable cost (per unit)                                           

0.25                                         60                                                0.25                                        30 

 0.45                                        75                                                0.40                                        45 

 0.30                                        90                                                0.35                                        60                                            

The company will be able to produce and sell 4,000 units in a month irrespective of the selling 

price. The selling price and variable cost per unit are independent of each other. The specific fixed 

cost relating to this product is `20,000. The probability that the monthly net profit of the product 

will be ≥1,20,000 is                                                                                                                                                                                                 

(a) 0.2525              (b)  0.4512                (c)  0.3825                     (d)  0.3075                                                                    

# (d) 0.3075                                                                                                                                                                          

The sales demand is 4,000 units per month. The monthly contribution must absorb the fixed costs of  

20,000 and leave at least a surplus of  1,20,000 profit.                                                                                                                    

So the contribution per unit must be  1,40,000/4,000 units =  35 in the minimum.                                           

The following selling price and variable cost pairs will produce a contribution of more than  35.               

Selling Price                 Variable Cost               Contribution          Joint Probability of SP & VC          Total                    

75                                           30                               45                              0.45 × 0.25 = 0.1125                                                                                                                                         

90                                           30                               60                              0.30 × 0.25 = 0.0750                                                                                                                                                  

90                                           45                               45                              0.30 × 0.40 = 0.1200            0.3075                                 

17.ANKIT LTD,,operates Throughput Accounting System,The details of product A per unit are as 

under:                                                                                                                                                                             

Selling Price                                      75                                                                                                                                                                                 

Material Cost                                   30                                                                                                                                                             

Conversion Cost                              20                                                                                                                                                           

Time to bottleneck resources      10 minutes                                                                                                                   

The return per hour for product A is                                (a)  270          (b) 150          (c) 120            (d)  90  

#(a)  270                                                                                                                                                                                  

(Selling Price – Material Cost) / Time on bottleneck resources.                                                                                                                                                         

= [(75 – 30)/ 10 minutes] × 60                                               =270  
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18. A company is to market a new product. It can produce up to 1,50,000 units of this product. The 

following are the estimated cost data:                                                                                                                                  

Particulars                                                      Fixed Cost                  Variable Cost                                                         

For production up to 75,000 units             8,00,000                          60%                                                                               

Exceeding 75,000 units                               12,00,000                         50%                                                                    

Sale price is expected to be  25 per unit.                                                                                                                       

How many units must the company sell to break even?                                                                                             

(A) 1,00,000 units              (B) 1,11,000 units             (C) 1,27,000 units            (D) 75,000 units                       

#  (b) 1,11,000 units.                                                                                                                                                               

At a production of 75,000 units or less,  the fixed costs amount to 8 lakh,                                                 

Contribution is 10 per unit (25 - 60% of 25).        Production will however, be more than this level.                                                                                                 

Total fixed cost is then  12 lakh.                              Contribution for first 75,000 units = `7,50,000                                           

Hence, to meet `12 lakh fixed cost, further `4,50,000 contribution is required.                                                 

Contribution beyond 75,000 units is  12.5 (25 - 50% of 25).                                                                                          

Additional units to be sold = 4,50,000 / 12.50 = 36,000units = 1,11,000 units.    

19.If the time taken to produce the first unit of a product is 4000 hrs, what will be the total time 

taken to produce the 5th to 8th unit of the product, when a 90% learning curve applies?                                   

(A) 10,500 hours            (B) 12,968 hours              (C) 9,560 hours            (D) 10,368 hours                                        

# (d) 10368 hours                                                                                                                                                                                     

Units                   Average Time (hours)                 Total time (Hours)                                                                           

1                                       4000                                           4000                                                                                                            

2                                       3600                                           7200                                                                                                      

4                                       3240                                          12960                                                                                                  

8                                       2916                                          23328                                                                                             

Total time for 5th to 8 units = 23328 – 12960 = 10368 hrs. 

20. Division A of a company manufactures a single product and the following data are provided:              

Sales = 25,000 units                 Fixed Cost = `4,00,000                                                                                      

Depreciation = 2,00,000          Residual Income = `30,000            Net Assets = `10,00,000                              

Head Office assesses divisional performance by the method of Resudual Income and uses cost of 

capital of 12%                              (a) 25              (b) 30                       (c)  35                  (d)  None of these.              

# (b)  30.                                                                                                                                                                                                   

Total contribution required:                                                                                                                                                                        

12% of ` 10 lakhs = ` 1,20,000 + 30,000(RI) + 2,00,000(Depr.) + 4,00,000(FC)                                                                                                                        

=  7,50,000 ÷ 25,000        = 30. 

21. A company makes components and sells internally to its subsidiary and also to external 

market. The external market price is `24 per component, which gives a contribution of 40% of 

sales. For external sales, variable costs include `1.50 per unit for distribution costs. This is, 

however not incurred in internal sales. There are no capacity constraints. To maximize company 

profit, the transfer price to subsidiary should be:                                                                                                          

(a)  9.60                  (b) 12.90                  (c) 14.40               (d)  None of these                                                                              

# (b)  12.90                                                                                                                                                                            

Transfer Price = Marginal Cost – Opportunity Cost        = ( 24 × 60% )- 1.50 = 12.90. 
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22. No. Units Sold Per Day  500  Sales Price 25  Direct Materials Cost per unit 10  Other Factory 

Costs per Day    6000  No. Hours of bottleneck used per day  8 The Return per Factory Hour for 

product is                                                                      (a) 925              (b) 938               (c) 883            (d) 750                                                                                                     

# (c)                                                                                                                                                                                 

Particulars                        Working             Amount                                                                                                            

Sales per Day                    (500 x 25)            12,500                                                                                                             

Direct Materials                (500 x 10)           -5,000                                                                                                                                 

Contribution                                                     7,500                                                                                                                                                                                                    

Usage of bottleneck hours per day  8                                                                                                                      

Return per Factory Hour (7,500/8)= 938 

23. A company makes and sells a single product. The selling price and marginal revenue equations 

are: Selling Price = 50 - 0.001X               Marginal Revenue = 50 - 0.002X                                                                           

Where X is the product the company makes. The variable cost amount to 20 per unit and the fixed 

costs are `1,00,000.  In order to maximize the profit, the selling price should be                                                                        

(a) 25                                     (b) 30                                                  (c) 35                                               (d) 40 

#(c)  35                                                                                                                                                                    

Selling price = 50 – 0.001x                                                                                                                                                     

Marginal Revenue = 50 –  0.002x                                                                                                                                

Variable cost per unit = Marginal Cost per unit = 20                                                                                               

Optimal output for maximum profit: 20 = 50 – 0.002x,                                                                                                

Hence, x = 30/0.002 = 15,000 units                                                                                                                                     

SP = 50 – 0.001x = 50 – 0.001 (15000) = 50 – 15 = 35.  

24. B Ltd. Has earned net profit of  1 lakh, and its overall P/V ratio and margin of safety are 25% 

and 50% respectively. What is the total fixed cost of the company?                                                                     

(a) 2,50,000                       (b) 2,00,000                        (c)  3,00,000                        (d) 1,00,000                                                             

#(d) 100000                                                                                                                                                                                     

MS=Profit/PV Ratio = 4 Lakh: MS=50%; BE Sales = (1-0.50) = 0.50                                                                   

Hence BES = 4 lakh             Fixed Cost 25% of  4,00,000 = 1,00,000 

25. A company manufactures two products using common material handling facility.                                    

The total budgeted material handling cost is `60,000. The other details are:                                                                       

particulars                                                        Product X                             Product Y                                                     

Number of units produced                                  30                                          30                                                                      

Material moves per product line                         5                                           15                                                                

Direct labour hour per unit                                200                                        200                                                   

Under activity based costing system the material handling cost to be allocated to product X (per 

unit) would be:                                                                                                                                                                  

(a) 1,000                 (b)  500                 (c) 1,500                    (d) 2,500                                                                                

#) (b)500                                                                                                                                                                                        

Total moves in material handling = 5+15=20                 Percentage move for Product X = 5/20=25%  

Material handling cost allocated to Product X = 60,000/25%=Rs.15,000          i.e,  15,000/30=500 per 

unit.  
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26. A company has the capacity of production of 80,000 units and presently sells 20,000 units at  

100 each. The demand is sensitive to selling price and it has been observed that with every 

reduction of  10 in selling price the demand is doubled. What should be the target cost at full 

capacity if profit margin on sale is taken as 25%?                                                                                                    

(a) 75                 (b) 90                     (c) 60                    (d) 25                                                                                                       

# (c)60                                                                                                                                                                            

Demand           Price                                                                                                                                                                   

20,000                100                                                                                                                                                            

40,000                  90                                                                                                                                                                                         

80,000                  80                                                    

          Target Cost = 80 - (25% of 80) =  80 - 20 =  60 

27.The total cost of manufacturing a component is as under at a capacity of 50,000 units of 

production:                                                                                                                                                                                    

Prime cost                                10.00                                                                                                                                                                 

Variable overheads                2.40                                                                                                                                                    

Fixed Overheads                     4.00    16.40                                                                                                                             

The selling price is  21 per unit. The variable selling and administrative expenses is  60 paise per 

component extra. During the next quarter only 10,000 units can be produced and sold. 

Management plans to shut down the plant estimating that the fixed manufacturing cost can be 

reduced to  74,000 per quarter. When the plant is operating, the fixed overheads are incurred at a 

uniform rate throughout the year. Additional costs of plant shutdown for the quarter are 

estimated at  14,000. The shut down pint for the quarter in units of product will be:                                                                                       

(a)  25,000               (b) 14,000                (c) 11,000                (d)  20,000                                                                 

# (b)14000                                                                                                                                                                                 

Contribution per unit of component                                              Amount      Amount                                              

Variable Prime cost                                                                                10.00                                                                 

Variable overhead                                                                                    2.40                                                

Selling/Administrative expenses                                                           0.60          13.00                                 

Contribution                                                                                                            Rs. 8.00                                             

Avoidable fixed cost per quarter  = total fixed cost-(unavoidable fixed cost + additional shut down 

cost)  =(50,000 x 4)- (74,000 + 14,000) = 1,12,000.  The required shut down point for the quarter = 

1,12,000 / 8 = 14,000 units 

28. The information relating to the direct material cost of a company is as under:                                      

Standard price per unit                                                                       3.60                                                                                             

Actual quantity purchased in units                                                1,600                                                                                

Standard quantity allowed for actual production in units        1.450                                                                       

Material price variance on purchase (favourable)                         240                                                                                    

What is the actual purchase price per unit?           (a) 3.45              (b) 3.75          (c) 3.20          (d)  3.25                                                                                  

#(a)3.45                                                                                                                                                                                            

Actual quantity bought x standard price  = 1,600 x 3.60 = Rs. 5,760                                                                    

Deduct favorable price variance 240                                                                                                                              

Actual quantity x actual price = 5,520                              Or, 1,600 x actual price =  5,520                                               

So,  Actual price  5,520/1,600 = 3.45 
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29. The following details relate to two competing companies, Alps and Himalayas, for identical  

projects: I. The net present value (NPV) of Alps is ` 20,000 and its internal rate of return (IRR) is 

18%. II. For the same life period, Himalayas’ estimated cash flows are:                                                                               

Year               ‘000                                                                                                                                                                           

0                    (450)                                                                                                                                                                                

1                      300                                                                                                                                                                              

2                      200                                                                                                                                                                             

3                      100                                                                                                        And its cost of capital is 

15%.  Which one of the following combinations is correct concerning the NPV and the IRR of the 

two projects?  

                 Projects                                                                                                                                                             

Alps                              Himalayas                                                                                                                                                   

A) Higher NPV            Higher IRR                                                                                                                                            

B) Higher NPV            Lower IRR                                                                                                                                                 

C) Lower NPV             Higher IRR                                                                                                                                             

D) Lower NPV             Lower IRR                                                                                                                                              

#  C) Lower NPV             Higher IRR                                                                                                                                                                             

                                     Working for Himalayas                                                                                                                                                                                                                                                                  

Year         CF Rs        DF at 15%        PV Rs         DF at 20%          PV Rs                                                                                     

0               (450)           1.000             (450)             1.000                (450)                                                                                               

1                300            0.870               261               0.833                 250                                                                                 

2                200            0.756               151               0.694                 139                                                                                

3                100            0.658                66                  0.57                   58   

                                     NPV                  28                                            (3)                                                                                                                                                                                                                                                                                                                                                                                                                                                       

Hence IRR = 20% (approx.)                                                                                                                                                    

Project s                                                                                                                                                                                                 

Alpas                       Himalayas                                                                                                                                                                  

Lower NPV             Higher IRR  

30. Which of the following would decrease unit contribution margin the most?                                         

(a) 15% decrease in selling price                            (b) 15% increase in variable costs                                       

(c) 15% decrease in variable costs                         (d) 15% decrease in fixed costs                                               

#(a) 15% decrease in selling price                                                                                                                                    

A given percentage change in unit sale price must have greater effect on contribution margin than 

any other factor affected by the same percentage change. 

31. A company has forecast sales and cost of sales for the coming year as 25 lakhs and  18 lakhs 

respectively. The inventory turnover has been taken as 9 times per year.  In case the inventory 

turnover increases to 12 times and the short term interest rate on working capital is taken as 10%, 

what will be saving in cost?                                                                                                                                                  

(a) 10,000             (b)  20,000             (c)  15,000            (d)  5,000                                                                                             

# (d)5000                                                                                                                                                                

Saving Cost =[ (18,00,000/9)*(10/100)] – [(18,00,000/12)*( 10/100)] 
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 32.A company produces a product which is sold at a price of 80. Its Variable cost is 32. The 

company’s Fixed cost is 11, 52,000 p.a. The company operates at a margin of safety of 40%.  The 

total sales of the company are:                                                                                                                                        

(a) 4000 units                   (b) 40,000 units                   (c) 30,000 units                       (d) 20,000 units                      

#(b) 40,000 units                                                                                                                                                              

SP 80 – VC 32 = Contribution 48                   F.C. 11,52,000                                                                             

B.E.P. =  11,52,000/48 = 24,000 units                 MOS = 40% and hence B.E.P. = 60%                                                       

Total sales = = 40,000 units. (24,000 × 100/60 = 40,000)  

33.For a Learning Curve percentage of 72%, the time to be taken to complete the 4th unit of a 12-

unit job involved in the assembly line, if the initial unit requires 80 hours, will be                                          

(a) 43.50 hrs                  (b) 41.47 hrs                  (c) 46.71 hrs                  (d) 40.95 hrs                                                       

# (b) 41.47 hrs                                                                                                                                                                   

At 72% Learning Curve, T-4 - Time taken by the 4th Unit = 80 (.72)(.72) = 41.47 hrs.                            

Note: In the arithmetic method followed above, every time the number of repetitions doubles, the 

time to perform the activity is reduced by the Learning Curve Coefficient. 

 34.The following information relates to ABC Ltd.                                                                                                              

Activity level                              60%            80%                                                                                                                                  

Variable costs (Rs)                 12,000        16,000                                                                                                                 

Fixed costs (Rs)                       20,000       22,000                                                                                                              

The differential cost for 20% capacity is:                                                                                                                                                        

(a)4,000     (b)2,000    (c)6,000    (d)5,000                                                                                                               

#(c) 6000                                                                                                                                                              

Explanation: Differential Costs = Differences in Fixed and Variable Cost = (4000 + 2,000)                                                                                                                                           

= 6,000.  

35. Which of the following is NOT a method of transfer pricing?                                                                       

(a) Cost plus transfer price                      (b) Internal price plus transfer price                                              

(c) Market-based transfer price             (d) Two part transfer price                                                                       

#(b) Internal price plus transfer price                                                                                                        

Internal price plus transfer price  The internal price is just another name for the TP. So it is not a 

method of transfer pricing.   

36.If project A has a net present value (NPV) of  30,00,000 and project B has an NPV of 50,00,000, 

what is the opportunity cost if project B is selected?                                                                                    

(a)23,00,000                        (b)30,00,000                        (c)20,00,000                     (d) 50,00,000   

#(b)30,00,000                                                                                                                                                       

Explanation: Opportunity cost represents the next best alternative foregone.   If B is chosen, A is 

being foregone and hence the NPV of 30,00,000 is the present value of the opportunity lost.  

37. Which of the following is not a quality parameter for service organizations?                                                   

(a) Consistency                  (b) Friendliness                    (c) Durability                       (d) Promptness                    

#(c) Durability                                                                                                                                                     

Opportunity Cost of Project B is  (50,00,000 – 30,00,000) =  20,00,000  
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38.Desktop Co. manufactures and sells 7,500 units of a product. The full cost per unit is 100. The 

Company has fixed Its price so as to earn a 20% return on an Investment of 9,00,000. Target selling 

price will be                                                                                                                                                                    

(a)100                (b)124               (c) 200              (d) None of these                                                                                   

# (b) 124                                                                                                                                                                           

Target Sale Price per unit = Full Cost + Target Profit    = 100 + {(9,00,000X 20%)}/7500 = (100 + 24) 

=124  

39. Twin Ltd. uses JIT and back flush accounting. It does not use a raw material stock control 

account. During March 2019, 10000 units were produced and sold. The standard cost per unit is 

150 which includes materials of  60. During March 2019, 9,90,000 of conversion costs were 

incurred. The debit balance in cost of goods sold account for March 2019 should be                                        

(a)14,10,000                  (b)14,80,000                (c)15,90,000                (d) 16,20,000                                         

#(c)15,90,000                                                                                                                                                                      

Standard cost of goods sold (10,000 units @150) 15,00,000                                                                              

Less : Std. material cost (10,000 @ 60) 6,00,000                                                                                                   

Standard conversion cost  9,00,000                                                                                                                 

Conversion cost incurred 9,90,000                                                                                                                           

Excess charged to cost of goods sold a/c. (debit) 90,000                                                                                

Total debit balance of cost of goods sold Account = 15,00,000 +90,000    = 15,90,000  

40.The preparation and use of standard costs, their comparison with actual costs and the 

measurement and analysis of variances to originating causes is defined as:                                                        

(a) Marginal Costing          (b) Standard Costing          (c) Throughput Costing         (d) Kaizen Costing 

# (b) Standard Costing                                                                                                                                   

Explanation: It is standard costing that involves the process described.  

41.In the context of Critical Path Analysis, the portion of the float of an activity which cannot be 

consumed without affecting adversely the float of the subsequent activities is called                                  

(a) Free float                (b) Interfering float                 (c) Independent float                  (d) Total float                

# (b) Interfering float                                                                                                                                     

Explanation : Interfering float is that part of the total float which causes a reduction in the float of 

the successor activities. It is the difference between the latest finish time of the activity in question 

and the earliest starting time of the following activity or zero, whichever is larger.  

42. Company ‘B’ uses throughput accounting system. The details of product X per unit are as 

follows:                                                                                                                                                                                

Selling price                                            Rs50                                                                                                                                                                                        

Material cost                                         Rs16                                                                                                                                                                         

Conversion costs                                  Rs20                                                                                                                                                             

Time on bottleneck resource            8 minutes                                                                                                                                

The throughput return per hour for product X is:          (a) 105          (b)225           (c) 255          (d)375  

#(c)255                                                                                                                                                                 

Explanation:                                                                                                                                                                      

Return per minute = (Selling price - Material cost)/Time on bottleneck resource =(5016)/8 = 4.25; 

Return per hour = 4.25 × 60 = 255  
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43.Back flush costing is most likely to be used when                                                                                                         

(a) Management desires sequential tracking of costs                                                                                                

(b) A Just-in-Time inventory philosophy has been adopted                                                                                                                                            

(c)  The company carries significant amount of inventory                                                                                            

(d) Actual production costs are debited to work-in-progress                                                                                     

# (b) A Just-in-Time inventory philosophy has been adopted  

44.Empire Hotel has a capacity of 100 single rooms and 20 double rooms. Average occupancy is 

70% for 365 days of the year. The rent for a double room is kept at 130% of a single room. The 

total room occupancy days in a year in terms of single room is                                                                                       

(a) 32193                     (b) 30660                       (c) 31660                       (d) 30993                                                                      

# (a)32193                                                                                                                                                                   

Explanation:                                                                                                                                                                                             

1 double room = 1.3 single in terms of revenue.                                                                                                           

Capacity = 100 + 1.3 × 20 = 100 + 26 = 126 equivalent single rooms.                                                                              

Total Room Occupancy p.a. = 126 × 365 × 70% = 32193 days.                                                                                     

Note: This can be arrived at by other ways also, taking for example 70% of only single rooms and 

then double rooms, etc.   

45.Which of the following is correct in the context of network analysis?                                                       

(a) There can be one or more activities without a predecessor in a network.                                                       

(b) Where two activities have the same start and end events, the end event of one activity is 

numbered differently and then connected by a dummy to the original start event.                                             

(c) When crashing is carried out, the non-critical paths have to remain non critical.                                                           

(d) If the critical path is longer than the other paths, the project may be completed by using a path 

having a shorter duration.                                                                                                                                                                      

# (a )There can be one or more activities without a predecessor in a network.                                                                                                                                                                                                                             

Explanation:    More than 1 activity can begin at the first node, say 1 – 2, 1 – 3, 1 – 4, etc. Each of 

these will have no predecessor.   

46. A Ltd. manufactures 4 products A,B,C & D with sales value mix of 33 1/3%, 41 2/3%, 16 2/3% & 

8 1/3% and variable cost of 60%, 68%, 80% & 40% of selling price respectively. Budgeted sale value 

is  60,000. Overall P/V ratio is                                                                                                                                           

(a) 40%                               (b) 35%,                            (c) 28%                                 (d) 32%                                                    

# (b) 35%,                                                                                                                                                                          

Product                        A (Rs)              B (Rs)                  C (Rs)               D (Rs)         Total (Rs)                                          

Sale value                   20,000           25,000                  10,000             5,000            60,000                                                

Variable cost             12,000           17,000                    8,000               2,000           39,000                                

Contribution                                                                                                                    21,000  

  P/V ratio = 21000/60000 × 100 = 35%  

47. Hungarian method is a way to solve problem related to:                                                                                    

(a) Transportation                (b) Assignment                 (c) Learning Curve                (d) None of These 

#(b) Assignment  
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48.Efficiency Ratio is                                                                                                                                                                 

(a) Available working days/ Budgeted working days x100                                                                                            

(b) Budgeted hours / Maximum hours in budgeted period x 100                                                                             

(c) Standard hours / Actual hours x 100                                                                                                                      

(d) None of the above                                                                                                                                                    

# (c) Standard hours / Actual hours x 100  

49.Linear Programming is a technique for                                                                                                                   

(a) Optimization             (b) Minimization                                                                                                                                        

(c) Maximization            (d) None of These                                                                                                                            

# (a) Optimization   

50.Which of the following statements is correct?                                                                                                   

(a) Standard costing facilitates the integration of accounts so that reconciliation between cost 

accounts and financial accounts may be eliminated.                                                                                                  

(b) Standard costs are planned costs determined on a scientific basis and they are based upon 

certain assumed conditions of efficiency and other factors.                                                                                             

(c) Standard costing is defined as the preparation and use of standard costs, their comparison with 

actual cost and the measurement and analysis of variances to their cause and points of incidence. 

(d) All of the above.                                                                                                                                                                 

# (d) All of the above.  

51.A company produces two joint products, P and V. In a year, further processing costs beyond 

split-off point spent were  8,000 and  12,000 for 800 units of P and 400 units of V respectively.             

P sells at 25 and V sells at 50 per unit. A sum of  9,000 of joint cost were allocated to product P 

based on the net realization method. What was the total joint cost for the year?                                                     

(a) 20,000                      (b)10,000                        (c)15,000                       (d) None of these                              

# (c) 15,000                                                                                                                                                               

Products                                       P                        V                  Total (Rs)                                                                          

Units                                            800                  400                                                                                                            

S.P. (`)                                          25                     50                                                                                                                 

Sales (`)                                     20,000            20,000                                                                                                    

Further Costs (`)                      8,000              12,000                                                                                                                

NRV (`)                                     12,000              8,000               20,000   

 Joint cost to be allocated in 3: 2   Total Joint cost = 9000 /3×5 =15000 

52. Choose the most appropriate answer to the following questions giving justification :  

(i) A company has a break even point when sales are Rs. 3,20,000 and variable cost at that level of 

sales are Rs. 2,00,000.  How much would contribution margin increase or decrease if variable 

expenses are dropped by Rs.30,000 ?.                                                                                                                          

(A) Increase by 27.5%                                                                                                                                                          

(B) Increase by 9.375%                                                                                                                                                                 

(C) Decrease by 9.375%                                                                                                                                                                  

(D) Increase by 37.5%  
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(ii) Twin Ltd. uses JIT and back flush accounting.  It does not use a raw material stock control 

account.  During September 2018, 10000 units were produced and sold.  The standard cost per unit 

is Rs. 150 which includes materials of Rs. 60.  During September 2018, Rs. 9,90,000 of conversion 

costs were incurred.  The debit balance in cost of goods sold account for September 2018 was                    

(A) Rs.14,00,000                     (B) Rs.14,80,000                                                                                                                    

(C) Rs.15,90,000                     (D) Rs.16,20,000  

(iii) A company operates a standard absorption costing system.  The budgeted fixed production 

overheads for the company for last year were Rs. 3,30,000 and budgeted  output was 220,000 

units.  At the end of the company’s financial year, the total of the fixed production overheads 

debited to the Fixed Production Overhead Control Account was Rs. 2,60,000 and the actual output 

achieved was 2,00,000 units.  The under/over absorption of overhead was                                                                                       

(A) Rs. 40,000 over absorbed.                   (B) Rs. 40,000 under absorbed.                                                                    

(C) Rs. 50,000 over absorbed.                    (D) Rs. 50,000 under absorbed.  

(iv) A company has the capacity of producing 80000 units and presently sells 20000 units at Rs. 100 

each.  The demand is sensitive to selling price and it has been observed that with every reduction 

of Rs. 10 in selling price the demand is doubled.  What should be the target cost in selling price if 

the demand is doubled at full capacity and profit margin on sale is taken at 25%?                                             

(A) Rs.75                        (B) Rs.90                          (C) Rs.25                          (D) Rs.60  

(v) A factory can make only one of the three products X, Y or Z in a given production period.  The 

following information are given :              

                                                                
Assume that there is no constraint on resource utilization or demand and similar resources are 

consumed by X,Y and Z.  The opportunity cost of making one unit of Z is                                                          

(A) Rs. 850                             (B) Rs. 800                            (C) Rs. 1800                        (D) Rs. 1500  

(vi)  AB company is a supermarket group that incurs the following costs :                                                                       

(A) The bought-in price of the goods                                                                                                                                   

(B) Inventory finance costs                                                                                                                                                   

(C) Self refilling costs                                                                                                                                                                 

(D) Costs of repacking or ‘pack out’ prior to storage before sale                                                                                                                                                                          

AB company’s calculating of direct product profit (DPP) would include                                                              

(A) Costs (a) and (c) only.                                                                                                                                                                 

(B) All of the above cost except (b)                                                                                                                                        

(C) All of the above costs except (d)                                                                                                                                                   

(D) All of the above costs.  

(vii) S Ltd. manufactures a product whose time for the first unit is 1000 hours.  It experience a 

learning curve of 80%,  What will be the total time taken in  hours for unit 5 to 8 ?                                                           

(A) 4096 hours                   (B) 3200 hours                                                                                                                                         

(C) 1536 hours                   (D) 2000 hours  
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(viii) H Group has two divisions, Division P and Division Q.  Division P manufactures an item that is 

transferred to Division Q.  The item has no external market and 6000 units produced are 

transferred internally each year.  The costs of each division are as follows ? 

                                                   
Head Office management decided that a transfer price should be set that provides a profit of Rs. 

30,000 to Division P.  What should be the transfer price per unit ?                                                                     

(A) Rs.145                   (B) Rs. 125                   (C) Rs. 120                    (D) Rs. 135 

(ix) In the context of Critical Path Analysis, the portion of the float of an activity which cannot be 

consumed without affecting adversely the float of the subsequent activities is called                                       

(A) Free float                 (B) Interfering float              (C) Independent float                  (D) Total float  

 (x) In CPA (Critical Path Analysis) which of the following is not a correct step in sequence?                                   

(A) Understanding the logic of the system under consideration                                                                                       

(B) Constructing the net work                                                                                                                                           

(C) Providing estimates for activity duration.                                                                                                                

(D) Implementing and controlling the net work.  

Answer:                                                                       
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(iv) (d) as per following :                                                                                                                                          

Demand              price (Rs.)                                                                                                                                              

20,000                   100                                                                                                                                                                           

40,000                    90                                                                                                                                                              

80,000                    80                                                                                                                                                                   

Target cost = Rs. 80 – (25% of 80) = Rs. 60/-  

(v) (a) Opportunity cost is the cost of next best alternative foregone.  Between X and Y, y has a better 

contribution i.e. Rs. 850 as against X (Rs. 1500 – 700) = Rs. 800.  

(vi) (d) Because all of the costs mentioned can be identified with specific goods/product and would be 

deducted from the selling price to determine the direct product profit.  

(vii) (c) as per the following : At 80% Learning Curve, the total time for 8 units will be 8*512 i.e. 4096 

hours and for 4 units it is 4*640 i.e. 2560 hours.                                                                                                           

Hence the time taken for units 5 to 8 will be 1536            (4096 – 2560)   

(viii) (b)  variable cost + (Fixed cost + Profit Desired) ÷ Volume                                                                                    

= Rs. 100 + (1,20,000 + 30,000) ÷ 6000 = Rs. 125/-  

(ix) (b)  Interfering float is that part of the total float which causes a reduction in the float of the 

successor activities.  It is the difference between the latest finish time of the activity in question and 

the earliest starting time of the following activity or zero, whichever is larger.  

(x) (d)  Because step no. 4 i.e. (d) should be satisfying the objectives.  Implementing and controlling 

the network would be the final step.  

53.Choose the most appropriate answer to the following questions giving justification:   

(i)  A Company requires 85,00,000 in sales to meet its target net profit. Its contribution margin is 

30% and the fixed costs are 15,00,000. What is the target net profit?                                                        

(a) 10,50,000                      (b)19,50,000                        (c)25,50,000                      (d)35,00,000  

(ii)  In a factory where standard costing system is followed, the production department consumed 

1100 kgs of a material @ 8 per kg for product X resulting in material price variance of 2200 (Fav) 

and material usage variance of  1000 (Adv). What is the standard material cost of actual 

production of product X?                                                                                                                                              

(a) 11,000                       (b) 20,000                        (c) 14,000                         (d) 10,000  

(iii)  The following information relate to ABC                                                                                                                 

Activity level                                  60%                 80%                                                                                           

Variable costs                               12,000            16,000                                                                                                        

Fixed costs                                     20,000            22,000                                                                                               

The differential cost for 20% capacity is                                                                                                                    

(a) 4,000                 (b)2,000                  (c)6,000                  (d)5,000  

(iv) By making and selling 9,000 units of a product, a company makes a profit of 10,000, whereas in 

the case of 7,000 units, it would lose 10,000 instead. The number of units to break-even is               

(a) 7,500 units                    (b) 8,000 units                     (c) 7,750 units                  (d) 8,200 units  
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 (v) 1200 units of microchips are required to be sold to earn a profit of  1,06,000 in a monopoly 

market. The fixed cost for the period is  74,000. The contribution in the monopoly market is as 

high as 3/4th of its variable cost. Determine the target selling price per unit.                                                      

(a) 450                      (b) 325                       (c) 400                           (d) 350  

(vi) An operation has a 90% learning curve and the first unit produced took 28 minutes. The labour 

cost is  20 per hour. How much should the second unit cost?                                                                                      

(a) 9.80                             (b) 7.60                               (c)  8.40                                  (d) 6.60  

(vii) If project A has a net present value (NPV) of 30,00,000 and project B has an NPV of 50,00,000, 

what is the opportunity cost if project B is selected?                                                                                         

(a) 23,00,000                     (b)30,00,000                       (c) 20,00,000                       (d) 50,00,000  

(viii)A company operates an activity based costing (ABC) system to attribute its overhead costs to 

cost objects. In its budget for the year-ending 31st August, 2018. The company expected to place a 

total of 2000 purchase orders at a total cost of  1,00,000. This activity and its related costs were 

budgeted to occur at a constant rate throughout the budget year which is divided into 13 four 

week periods. During the four week period ended 30th June 2017, a total of 200 purchase orders 

were placed at a cost of  9,000. The over recovery of these costs for the four week period was                                   

(a)2,000                   (b) 3,000                   (c) 1,500                       (d) 1,000  

(ix) Empire Hotel has a capacity of 100 single rooms and 20 double rooms. Average occupancy is 

70% for 365 days of the year. The rent for a double room is kept at 130% of a single room. The 

total room occupancy days in a year in terms of single room is                                                                                

(a) 32193                       (b) 30660                           (c) 31660                        (d) 30993  

(x)  Which of the following is correct in the context of network analysis?                                                             

(a) There can be one or more activities without a predecessor in a network.                                                   

(b) Where two activities have the same start and end events, the end event of one activity is 

numbered differently and then connected by a dummy to the original start event.                                        

(c) When crashing is carried out, the non-critical paths have to remain non critical.                                                            

(d) If the critical path is longer than the other paths, the project may be completed by using a path 

having a shorter duration.  

 Answer:  

(i) (a) Explanation:  10,50,000 = (85,00,000 × 30%) – 15,00,000 = 10,50,000 Or  Sales × Contribution 

margin ratio or P.V. Ratio – Fixed Cost   

(ii) (d) Explanation:   Actual Cost + Favourable Cost Variance = Standard Cost                                                           

1100 × 8 + 2200 – 1000      = 8800 + 1200 =  10,000  

(iii) (c) Explanation: Differential Costs = Differences in Fixed and Variable Cost = 4000 + 2,000 = 6,000.  

 (iv) (b) Explanation:  Contribution for 2000 units = 20,000 (difference in profits for two output levels) 

Hence, contribution per unit = 10. Substituting in equation 1,00,000 = F + 10,000. Or F = 80,000.               

BEP = 80000 / 10 = 8000.  
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 (v) (d) Explanation: Contribution = 1,06,000 + 74,000 = 1,80,000 Contribution/Unit = 180000/1200 = 

150 Variable cost/unit = 150 ÷ ¾ = 200 Selling price = 350  

 (vi) (b) Explanation: 1st unit = 28 min. Average time p.u. for 2 units = 0.9 × 28 = 25.2 Total time for 2 

units = 25.2 × 2 = 50.4 Time for second unit = 50.4 – 28 = 22.4 minutes Cost for second unit = 22.4 × 

20 Rs/hr./60 minutes = 7.47 Since, (b) is close to 7.47, b is acceptable. Otherwise, none of the given 

data.  

(vii) (b) Explanation: Opportunity cost represents the next best alternative foregone. If B is chosen, 

only A is being foregone and hence the NPV of 30,00,000 is the present value of the opportunity lost.   

(viii) (d) Explanation:  For 2,000 purchase orders, cost budgeted is 1 lac. For 200, corresponding 

amount would be 10,000. But actual = 9,000. Hence over recovered is 10,000 – 9000 = 1000.                         

Or                                                                                                                                                                                                  

Cost driver rate for order = 1,00,000 / 2,000 = 50 per order.  Cost recovered = 50 × 200 = 10,000. 

Actual = 9,000 Over recovery = 1000  

 (ix) (a) Explanation:  1 double room = 1.3 single in terms of revenue.                                                                    

Capacity = 100 + 1.3 × 20 = 100 + 26 = 126 equivalent single rooms.                                                                     

Total Room Occupancy p.a. = 126 × 365 × 70% = 32193 days.  Note: This can be arrived at by other 

ways also, taking for example 70% of only single rooms and then double rooms, etc.    

 (x) (a) Explanation:  More than 1 activity can begin at the first node, say 1 – 2, 1 – 3, 1 – 4, etc. Each 

of these will have no predecessor.   

54. Choose the most appropriate answer to the following questions giving justification.  

(i) The following figures are extracted from the books of a company:  Budgeted O/H 10,000 (Fixed  

6,000, Variable 4,000)  Budgeted Hours 2000  Actual O/H 10,400 (Fixed 6,100, Variable 4,300)  

Actual Hours 2100  Variable O/H cost variance and Fixed O/H cost variance will be:                                          

(a) 100 (A) and 200 (A)                                (b) 100 (F) and 200 (F)                                                                                      

(c) 100 (A) and 200 (F)                                 (d) 200 (A) and 100 (F)  

(ii) A company produces a product which is sold at a price of  80. Its Variable cost is 32. The 

company’s Fixed cost is 11,52,000 p.a. The company operates at a margin of safety of 40%. The 

total sales of the company is:                                                                                                                                      

(a) 4,000 units                (b) 40,000 units               (c) 30,000 units                    (d) 20,000 units  

(iii) The P/V ratio of a firm dealing in Electrical equipment is 50% and the margin of safety is 40%. 

BEP of the firm at a sales volume of 50,00,000 will be                                                                                              

(a) 25,00,000                    (b) 35,00,000                      (a) 30,00,000                         (b) 36,00,000  

(iv) ABC Limited has current PBIT of 19.20 lakhs on total assets of 96 lakhs. The company has 

decided to increase assets by 24 lakhs, which is expected to increase the operating profit before 

depreciation by 8.40 lakhs. There will be a net increase in depreciation by 4.80 lakhs. This will 

result in ROI                                                                                                                                                                       

(a) to increase by 1%                           (b) to decrease by 1%                                                                                           

(c) to decrease by 1-5%                       (d) to remain the same  
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(v) For a Learning Curve percentage of 72%, the time to be taken to complete the 4th unit of a 12-

unit job involved in the assembly line, if the initial unit requires 80 hours, will be                                         

(a) 43.50 hrs                   (b) 41.47 hrs                    (c) 46.71 hrs                 (d) 40.95 hrs  

(vi) Marketing department of an organisation estimates that 40,000 of new mixers could be sold 

annually at a price of 60 each. To design, develop and produce these new mixers an investment of 

40,00,000 would be required. The company desires a 15% return on investment (ROI). Given these 

data, the target cost to manufacture, sell, distribute and service one mixer will be                                         

(a) 37.50                         (b) 40.00                      (c) 45.00                             (d) 48.60  

(vii) When you wait until the manufacture of a product has been completed and then record all of 

the related issuances of inventory from stock that were required to create the product, it is called 

(a) Forensic Accounting            (b) Back-flush Accounting                                                                                                       

(c) Tax Accounting                     (d) Lean Accounting 

                                               
The correct order is                                                                                                                                                          

(a) A-3, B-2, C-1, D-4                                                                                                                                                     

(b) A-2, B-3, C-4, D-1                                                                                                                                                              

(c) A-2, B-3, C-1, D-4                                                                                                                                                               

(d) A-4, B-3, C-1, D-2 

(ix) Sab Ltd. fixes the inter-divisional transfer prices for its products on the basis of cost plus a 

return on investment in the division. The budget for division X for 2016-17 appears as under:  

Fixed Assets                                          5,00,000                                                                                                                                                       

Current Assets                                      3,00,000                                                                                                                         

Debtors                                                  2,00,000                                                                                                                          

Annual Fixed cost of the Division     8,00,000                                                                                                      

Variable cost per unit of product           10                                                                                                           

Budgeted Volume                                400000 units per year                                                                                   

Desired R.O.I.                                            28%                                                                                                                     

Transfer price for division X is                                                                                                                                        

(a)12.70                        (b)10.70                     (c) 8.70                       (d)14.70  

(x) A company uses traditional standard costing system. The inspection and set-up costs are 

actually 1,760 against a budget of 2,000. ABC system is being implemented and accordingly the 

number of batches is identified as the cost driver for inspection and set up. The budgeted 

production is 10,000 units in batches of 1,000 units whereas actually 9,000 units were produced in 

11 batches. The cost per batch under ABC system will be                                                                                          

(a) 160                       (b)200                                                                                                                                                      

(c)180                        (d) 220  
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Answer:                                                                                                                                                                                        

(i) (c) Variable O/H Cost variance = Recovered O/H - Actual O/H   = 4200 – 4300 = 100(A)   Fixed O/H 

Cost variance = 6300 - 6100 = 200 (F). 

(ii) (b) SP 80 – VC 32 = Contribution 48   F.C. 11,52,000   B.E.P. = 11,52,000/48 – 24,000 units                               

MOS = 40%;  B.E.P. = 60%   

  ∴ Total sales =
24000∗100

60
 = 40,000 units.  

(iii) (c) Actual Sales - M.O.S. = BEP Sales                                                                                                                          

Sales                                                            =  50,00,000                                                                                                                      

Less: Margin of safety 40% on sales     = 20,00,000                                                                                                     

Break even sales                                       =30,00,000  

 

(v)  (b) At 72% Learning Curve,   T-4 - Time taken by the 4th Unit = 80 (.72)(.72) = 41.47 hrs.              

Note: In the arithmetic method followed above, every time the number the number of repetitions 

doubles, the time to perform the activity is reduced by the Learning Curve Coefficient.  

(vi) (c) Projected sales (40,000 mixers X 60 per mixer) (A)                  = 24,00,000                                                                            

Less desired profit (15% of 40,00,000) (B)                                               = 6,00,000                                                                         

Target Cost for 40,000 mixers (A - B)                                                        =18,00,000                                                               

Target cost per mixer ( 18,00,000 / 40,000 mixer)                                =  45.00 per unit  

 (vii) (b) Back-flush Accounting  

 (viii) (c) A-2,  B-3,  C-1,  D-4  

 

(x) (b) Number of batches under ABC = 9000 ÷ 1000 = 9                                                                                                       

Std. Cost under ABC = Budg Cost / Batch × ABC number of batches                                                                           

= 200 × 9 = 1800                                                                                                                                                     

Production 9000 Units                  Number of batches 9                      Cost /Batch  200 
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55.  Choose the most appropriate answer to the following questions giving justification. 

(i)  Stock Control data for Material P are: Annual usage: 3600 units; Cost per unit: 100/-; Cost of 

placing an order: 40; Stockholding Cost: 20% of the overall stock volume; Lead time: One month 

The EOQ based on the above data is:                                                                                                                        

(a) 210 units                       (b) 175 units                                                                                                                                        

(c) 90 units                          (d) 120 units                        

(ii)  Which of the following would take place if a company is able to reduce its variable cost? 

 

(iv) A company makes a single product which it sells at 10 per unit. Fixed costs are 48,000 per 

month and the product has a contribution to sales ratio of 40%. In a period when actual sales were 

1,40,000, the company's margin of safety in units was:                                                                                        

(a) 2000                             (b) 3000                                                                                                                                                     

(c) 3500                             (d) 4000  

(v)  The following tasks are associated with ABC system:                                                                                         

I. Allocation of costs to products                                                                                                                                     

II.   Identification of cost pools                                                                                                                                          

III. Identification of cost drivers                                                                                                                           

IV. Calculation of pool rates                                                                                                                                         

The proper order of the preceding tasks is:                                                                                                              

(a) III, II, IV, I                        (b) I, II, III, IV                                                                                                                                                                   

(c) III, IV, II, I                        (d) IV, III, II, I 

(vi) A company has the capacity of production of 80000 units and presently it sells 20000 units at 

100 each. The demand is sensitive to selling price and it has been observed that every reduction of 

10 in selling price the demand is doubled. What should be the target cost at full capacity it profit 

margin on sales is taken at 25%?                                                                                                                                                 

(a) 58 lakhs                     (b) 52 lakhs                      (c)48 lakhs                         (d)50 lakhs  
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(vii)The information relating to the direct material cost of a company is as follows:                                 

Standard price per unit                                                                        7.20                                                                                                         

Actual quantity purchased in units                                                   1600                                                                                                                          

Standard quantity allowed for actual production in units           1450                                                             

Material price variance on purchase (Favourable)                         480                                                               

What is the actual purchase price per unit?                                                                                                             

(a) 7.50                 (b)6.40                  (c)6.50                       (d)6.90  

(viii)Backflush costing is most likely to be used when:                                                                                              

(a) Management desires sequential tracking of costs                                                                                                

(b) A Just-in-Time inventory philosophy has been adopted                                                                                  

(c) The company carries significant amount of inventory                                                                                   

(d) Actual production costs are debited to work-in-progress 

(ix) The preparation and use of standard cost, their comparison with actual costs and the 

measurement and analysis of variances to originating causes is defined as:                                                     

(a) Marginal Costing                          (b) Standard Costing                                                                                            

(c) Throughput Costing                     (d) Kaizen Costing 

 

 

Answer: 

  

 (ii) (c) Explanation: Contribution margin = Sales Less Variable Cost So, reduction in variable cost will 

increase contribution. BEP = FC/Contribution Margin                                                                               

Hence, increase in contribution will reduce BEP.  
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(v) (a) Explanation: Because cost is allocated based on the cost pool rates. So, whole process starts 

with identification of cost drivers followed by identification of cost pools, determination of rates and 

then allocation.    

(vi) (c) Explanation:                                                                                                                                               

Maximum Capacity                                     80,000 Units                                                                                              

Present Sale                                                  20,000 Units @  100/-per Unit                                                             

Selling Price/Unit                                         Demand                                                                                                                   

100                                                                    20,000                                                                                                         

90                                                                      40,000                                                                                                         

80                                                                      80,000                                                                                                             

Target Price                                                         80                                                                                                     

Target Cost/Unit  80 - 25% of Sales = 80 - 20 = 60/- per unit                                                                               

Total Target Cost  80,000 Units ×60/- per unit = 48 lakhs.  

(vii) (d) Explanation:  Material Price Variance (MPV) = Standard cost of Actual Quantity - Actual Cost                                               

480 = 7.20 × 1,600 - Actual Cost                                                                                                                                    

or, Actual Cost = 11,520 - 480 = 11,040 Actual Price / Unit      = 11,040 ÷ 1,600 = 6.90.          

(viii) (b) Explanation: A Just-in-Time inventory philosophy has been adopted. The reason for this is 

that JIT assumes zero inventory for raw materials, work-in-progress and finished goods and the 

system of backflush accounting records the transaction only at the termination of the production and 

sales cycle.  

 (ix) (b) Explanation: Because standard costing only involves the process described. 

 

                                                               *** 
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Paper – 14   Strategic   Financial    Management 

1. Given that the strike price is  240, the current stock price is  225, and risk-free interest rate is 

5%p. a., calculate the theoretical minimum price of a put option after 6 months.                                           

(A)  9.07                (B) 10.07               (C) 11.07             (D) 12.07                                                                                                    

# (A)  9.07                                                                                                                                                                   

Exercise Price                                   240                                                                                                                                                 

Current Stock Price                         225                                                                                                                                    

Risk free rate of return                  5% of 0.05                                                                                                                                 

Time in year (t)                                6/12 : 0.5                                                                                                       

Theoretical Minimum Price = Present Value of Exercise Price – Current Stock Price.                                                     

= 240 × e–rt – 225                                    (240 ÷ 1.02532) – 225 = 234.07 – 225 = 9.07  

2. An investor holds two equity shares A and B in equal proportion with the following risk and 

return:       E (RA)  = 26%       σA = 20%      E(RB)  = 22%       σB = 24%                                                             

The returns of these securities have a positive correlation of 0.7.                                                            

Calculate the portfolio return and risk .                                                                                                                                                                                           

(A) 25% (expected return), 29% risk                                     (B) 24% (expected return), 30% risk                                   

(C) 24% (expected return), 20.30% risk                                (D) 25% (expected return), 20.30% risk        

#  (C)  24%( expected return ),20.30% risk 

 

                                                                                                                                                                                                    

3. The foreign exchange market prices for US dollar ($) against Indian rupees (Rs) are quoted as 

under:                                           Buying      Selling                                                                                                                                           

*Spot                                                65.30        65.50                                                                                                                                                                     

*Three months’ forward              66.35        67.20                  Calculate the cost of the forward cover. 

(A) 8.33%              (B) 8.22%               (C) 8.11%             (D) 8.00%                                                                                      

# (B) 8.22%                                                                                                                                                                      

When customer is buying dollar under three month forward cover:                                                                

(1.05/66.35)  *( 12/3)*100=6.33%                                                                                                                                                                                                                  

When customer is selling dollar under three month forward cover:                                                                                              

(1.70/67.20)*(12/3)*100 = 10.12%                                                                                                                            

Cost of forward cover will be: ( 6.33%+ 10.12%)/2 = 8.22%  
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4. S invested in a mutual fund when the NAV was 13.50 per unit. 90 days later, the NAV was  12.45 

per unit. During the period  S  got a cash dividend of  1.25 per unit and capital gain distribution of 

0.25. Calculate the annualized return.                                                                                                                       

(A) 16.51%          (B) 15.51%         (C) 14.51%        (D) 13.51%                                                                                     

# (D) 13.51%                                                                                                                                                             

Returns = 1.25 + 0.25 – 1.05      = 0.45                                                                                                                                           

Return ÷ Opening NAV = (0.45/13.50)= 0.033 = 3.33%                                                                               

Annualised return = 3.33*(365/90) = 13.51% p.a.  

5. Presently, the company's share price is  120. After 6 months, the price will be either  150 with a 

probability of 0-8 or  110 with a probability of 0-2. A European call option exists with an exercise 

price of ` 130. What will be the expected value of call option at maturity date?                                                

(A) 20               (B)  16              (C) 18                    (D) 10  

# (B)  16                                                                                                                                                                   

Expected value of call option                                                                                                                                                 

Expected share price           Exercise price          Call value             Probability              Call option value                                

150                                                   130                       20                           0.8                                        16                            

110                                                   130                         0                           0.2                                          0        16         

 6. Consider the following quotes:                                                                                                                                          

Spot (Euro/Pound) = 1-3904 — 1-3908                                                                                                                           

Spot (Pound/NZ $) = 0-5020 — 0-5040             What will be the possible % spread on the cross rate 

between Euro and NZ $?                              (A) 0.40                (B) 0.39               (C) 0.41                (D) 0.43 

# (D) 0.43                                                                                                                                                                                   

The % spread on Cross rate between the Euro and NZ $. Let us find out the Cross rate first.                    

SPOT (Euro / NZ $) = (0.5020 × 1.3904) : (0.5040 × 1.3908) = 0.6980 : 0.7010                                                   

So, % Spread on Euro to NZ $ = [(0/7010 – 0.6980) / 0.6980] × 100 = 0.4298 = 0.43.     

7.A project had an equity beta of 1.4 and was going to be financed by a combination of 25% Debt 

and 75% Equity (Assume Debt Beta as zero). Hence, the required rate of return of the project is  

(A) 16.72%                    (B) 18.30%                 (C) 17.45%               (D) 12.00%                                                        

(Assume Rf = 12% and Rm = 18%).                                                                                                                                       

# (B) 18.30%                                                                                                                                                                          

We know, BP = [β EQUITY × {E / (D+E)}] + [β DEBT × {D / (D + E)}]                                                                                 

= (1.4 × 0.75) + (0 × 0.25) = 1.05;                                                                                                                                          

Rate of return of the Project = RP = RF + Bp (RM – RF)                                                                                                        

= 12% + 1.05 (18% – 12%)                                                              = 12% + 6.30% = 18.30%  

8. Given for a project:                - Annual Cash inflow   80,000         -Useful life 4 years                                                          

-Pay-Back period 2.855 years                                                                    What is the cost of the project?                                                                                       

(A) 2,28,500                       (B) 2,28,400                            (C) 2,28,600                          (D)  2,28,700                                 

# (B)  2,28,400                                                                                                                                                                     

Pay-back period = Cost of project / Annual  cash inflow                                                                                                      

So, Cost of project = Annual cash inflow × Pay-back period                  = 80,000 × 2.855 = 2,28,400  
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9.Government securities are free from                                                                                                             

(A) Default risk          (B) Purchasing power risk         (C) Interest rate risk          (D) Re-investment risk 

# (A) Default risk                                                                                                                                                              

Government securities are free from default risk since government does not default payment.  

10. Beta of a security measures its                                                                                                                                      

(A) Diversifiable risk                (B) Market risk                (C) Financial risk            (D) None of the above. 

# (B) Market risk                                                                                                                                                            

Beta of a security measures its vulnerability of security to market risk. In other words, beta measures 

the market risk or non-diversifiable risk.                                                                                               

11. Unlevered beta and effective tax rate of S Ltd is 0.8 and 35 percent respectively. The company 

intends to undertake a project with 60 percent debt financing. Assuming risk free rate of 7.5 % and 

market premium 8 %, calculate cost of equity (rounded up to two decimal points)                                      

(A) 13.90%                         (B) 20.14%                       (C) 16.40%                       (D) none of (A), (B) or (C)          

#   (B) 20.14%                                                                                                                                                                      

Levered beta= 0.8*[1+ (1- 0.35)*(60/40)] = 1.58                          Cost of Equity = 7.5 +1.58*8 = 20.14 

 12.The spot and 6 months forward rates of US $ in relation to the rupee(Rs/$) are 

40.9542/41.1255 and 41.8550/9650 respectively. What will be the annualized forward 

margin(premium with respect to Bid Price)?                                                                                                             

(A) 4.10%                              (B) 4.40%                             (C) 4.50%                     (D) None of (A), (B) or (C)  

#  (B) 4.40%                                                                                                                                                                

Forward Margin(premium with respect to Bid Price):      = [(41.8550 - 40.9542)/40.9542]*12/6*100      

= 0.04399*100=43.99    i. e 4.40% per annum  

13. A mutual Fund had a Net Asset Value (NAV) of 72 at the beginning of the year. During the year, 

a sum of 6 was distributed as Dividend besides  4 as Capital Gain distributions. At the end of the 

year, NAV was  84. Total return for the year is :                                                                                              

(A)  30.56%                  (B)  31.56%                          (C) 40.56%                          (D) 41.56%                                        

#  (A) 30.56%                                                                                                                                                                           

Capital Appreciation = Closing NAV- Opening NAV = 84 - 72 = Rs12.                                                                     

Return = [Cash Dividend + Capital Appreciation + Capital gain]/Opening NAV.                                                              

= [6 + 4 + 12]/72 = 22/72 = 0.3056 = 30.56%  

14. Your customer requests you to book a sale forward exchange contract for US $ 2 million 

delivery 3rd month.                                                                                                       The quotes are:                                                                                                                                                                                

Spot US $ 1= Rs48.050/0.060                                                                                                                             

1month margin= 0.0850/.0900                                                                                                                                      

2 month margin=0.2650/0.2700                                                                                                                                    

3 month margin=0.5300/0.5350                                                                                                                                             

You are required to make an exchange profit of 0.125%. Ignore telex charges and brokerage.                                                                           

(A)120000                       (B) 230000                    (C) 75000              (D)100000                                                       

#(A)120000                                                                                                                                                                          

3 month interbank rate(ask) with margin= (48.060+0.5350)                       = Rs48.5950                                    

With exchange profit @ 0.125%, the quote will be Rs48.5950 × 1.00125 = Rs48.66                                                              

Profit = Rs(48.66 - 48.60)*2m             USD= Rs120000. 
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15. The standard deviation of Greaves Ltd. Stock is 24% and its correlation coefficient with market 

portfolio is 0.5. The expected return on market is 16% with the standard deviation of 20%. If the 

risk free return is 6%, what will be the required rate of return on Greaves Ltd. Script?                             

(A)12%                    (B) 11%                      (C) 13%                    (D) 11.5%                                                                       

#  (A)12%                                                                                                                                                                   

Given,              Rf (risk free return)=6%                   Rm (market return)=16%                                                     

σ m(standard deviation of market return)= 20%                                                                                                                             

σ g (standard deviation of Greaves stock)= 24%                                                                                                                 

ρ gm (correlation coefficient of Greaves with the market -0.5                                                                                     

Beta of Greaves stock(βg) = ρ gm * σ g * σ m/ ( σ m)2                                                                                                       

= 0.5*0.24*0.20/(0.20)2          = 0.6                                                                                                                            

The required return  = Rf + βg(Rm - Rf)                                                                                                                                   

= 6% + 0.6(16-6)%                          =12% 

16.The Sterling is trading at  Rs1.6100 today. Inflation in UK is 4%and that in USA is 3%. What 

could be spot rate($/£) after 2 years?                                                                                                                       

(A) 1.5792                       (B) 1.5892                       (C) 1.5992                            (D) 1.5939                                                 

#  (A) 1.5792                                                                                                                                                                

S($/£)= F($/£) *(1 + r$)2 /(1 + r£)2                    = 1.61*(1 + 0.03)2 /(1 + 0.04)2               = 1.5792  

17. The capital structure of a company is as under:                                                                               

300000 Equity shares of Rs10 each                                                                                                                           

32000, 12% Preference shares of Rs100 each                                                                                                   

General Reserve Rs1500000                                    Securities Premium Account Rs500000                                

25000, 14% Fully Secured Debentures of Rs100 each                                                                                                                            

Term Loan of  Rs1300000.                                                                                                                                                         

Based on these, the leverage of the company is:                                                                                                            

(A) 60.22%                       (B) 58.33%                     (C) 55.21%                         (D) 62.10%                                          

# (B) 58.33%                                                                                                                                                                                 

a. Fixed Income Funds= Rs(32,00,000 + 25,00,000 +13,00,000)                                                                                    

b. Equity Funds= Rs(30,00,000 +15,00,000 + 5,00,000)                                                                              

Leverage=a/(a + b)= 70,00,000/120,00,000 =58.33%  

18.The beta co-efficient of equity stock of ARISTO LTD is 1.6. The risk free rate of return is 12% and 

the required rate of return is 15% on the market portfolio. If dividend expected during the coming 

year Rs2.50 and the growth rate of dividend and earnings is 8%, at what price the stock of ARISTO 

LTD. Can be sold (based on CAPM)?                                                                                                                              

(A) Rs 12.50                    (B) Rs 16.80                     (C) Rs 28.41                (D) Insufficient Information.      

# (C) Rs28.41                                                                                                                                                          

Expected rate of Return (CAPM)               Re  = Rf + β(Rm - Rf)                                                                            

=12% + (1.6(15% - 12%) =12% + 4.8% = 16.85%                                                                                                        

Price of stock (Dividend Growth Formula) Re = D1/(P0+g)                                                                                            

0.168 = 2.50/(P0 + 0.08)                     Or, 0.168 - 0.08 = 2.50/P0               Or, P 0  = 2.50/0.088 = Rs28.41  
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19.Historically, when the market return changed 10%, the return on stock of Arihant Ltd changed 

by 16%. If variance of market is 257.81, what would be the systematic risk for Arihant Ltd?                         

(A) 320%                    (B) 480%                  (C) 660%                         (D) Insufficient information.                             

# (C) 660%                                                                                                                                                                        

10% increase in Market return resulted in 16% increase in Arihant Ltd. Stock .                                               

Thus the Beta(β) for Arihant Ltd. Stock is 1.60(i. e 16%/10%)                                                                                   

Now Systematic Risk is β2 σ m2 = (1.60)2(257.81)=659.99%=660% 

20.The ratio of current assets (Rs3,00,000) to current liabilities (Rs2,00,000) is 1.5 : 1.                                           

The accountant of this firm is interested in maintaining a current ratio of 2 : 1 by paying some part 

of current liabilities. Hence, the amount of current liabilities which must be paid for this purpose is  

(A) Rs1,00,000                     (B) Rs2,00,000                                                                                                                        

(C) Rs 2,50,000                    (D) Rs 1,50,000                                                                                                                               

# (A) Rs1,00,000                                                                                                                                                                                                          

Current Ratio = Current Asset/Current Liabilities                                                                                                                

= 300000-X/200000-X =2                           Or,(300000 - X) =2(200000-X)                            Or, X =100000 

21. The following two types of securities are available in the market for investment:                                           

Security                                                      Return %                   Standard Deviation%                                                     

Gilt-edge Security                                          7                                        0                                                                             

Equity                                                            25                                       30  

 Using the above two securities, if you are planning to invest Rs1,00,000 to construct a portfolio 

with a standard deviation of 24%, what is the return of such portfolio?                                                             

(A) 21700                            (B) 21600                                                                                                                                               

(C) 21500                           (D) 21400                                                                                                                                      

#(D) Rs21400                                                                                                                                                                           

  

22.  A characteristic line is formed by regressing                                                                                                              

(A) Stock prices with market index                                                                                                                                    

(B) Beta with required rate of return                                                                                                                               

(C) Standard deviation with required rate of return                                                                                                       

(D) Stock returns with market returns                                                                                                                         

# (C) Standard deviation with required rate of return                                                                                                                                  

Characteristic Line is a graph depicting the relationship between Security  Returns and Market Index 

Returns.  
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23.Which of the following is not a source of systematic risk?                                                                              

(A) Market risk                             (B) Interest rate risk                                                                                                                      

(C) Purchasing power risk          (D) Financial risk                                                                                                             

# (D) Financial risk                                                                                                                                                                      

Financial risks arises when companies resort to financial leverage or use of debt financing. The more 

the company resorts to debt finance, the greater is the financial risk. Financial risk is an unsystematic 

risk, which can be diversified.  

24.A Call Option at a strike price of Rs280 is selling at a premium of Rs23. At what share price on 

maturity will it break-even for the buyer of the option?                                                                                     

(A) 303/-                         (B) 257/-                          (C) 300/-                         (D) 280/-                                                     

# (A) Rs303/-                                                                                                                                                                    

To recover Call Option Premium of Rs 23,                                                                                                                    

the share price on the date of expiration should rise to [Rs 23 + Rs280] = Rs303.                                                   

The buyer of the Call Option would be at break-even if the share price (S1) ends up at Rs303.      

25.Consider the following quotes:                                                                                                                                      

Spot (Euro/Pound) =    1.6543/1.6557                                    Spot (Pound/NZ's) =    0.2786/0.2800                                       

Calculate the % spread on the Euro/Pound Rate.                                                                                                                

(A) 0.0805%                           (B) 0.0080%                           (C) 0.8501%                           (D) 0.0850%                  

# (D) 0.0850%                                                                                                                                                                  

% spread on Euro/Pound rate =[( 1.6557-1.6543)/1.6543]*100 

26.Initial Investment 20 lakh. Expected annual cash flows  6 lakh for 10 years.                                                   

Cost of capital @ 15%. What is the Profitability Index?                                                                                                          

The cumulative discounting factor @ 15% for 10 years = 5.019.                                                                                    

(A) 1.51                         (B) 1.15                            (C) 5.15                           (D) 0.151                                                   

# (A) 1.51                                                                                                                                                                            

Pv. of inflows  = 6.00 × 5.019 = Rs30.114 lakhs  

Profitability Index = 
𝑃𝑣 𝑜𝑓 𝑖𝑛𝑓𝑙𝑜𝑤𝑠

𝑃𝑣 𝑜𝑓 𝑜𝑢𝑡𝑓𝑙𝑜𝑤𝑠
 =

30.114

20
=1.51 

27.The following details relate to an investment proposal of XYZ Ltd,Investment outlay— 100 lakhs  

Lease Rentals are payable at Rs180 per Rs1,000     Term of lease—8 years         Cost of capital—12%           

What is the present value of lease rentals, if lease rentals are payable at the end of the year? 

[Given PV factors at 12% for years (1-8) is 4.9676.                                                                                                                   

(A) 98,14,680                          (B) 89,41,680                        (C) 94,18,860                       (D) 96,84,190                             

#(B)  89,41,680                                                                                                                                                                       

P. V. of lease rentals = 18 lakhs × PVI FA (12%, 8)       = 18 lakhs × 4.9676                  = 89,41,680  

28.Following information is available regarding a mutual fund:                                                                             

Return   13           Risk (σ)  16            Beta (β)  0.90           Risk free rate  10          Calculate Sharpe ratio. 

(A) 0.18                          (B) 0.19                                                                                                                                             

(C) 0.20                         (D) 0.21                                                                                                                                                      

#(B) 0.19                                                                                                                                                                   

Sharpe's ratio = (RP - RF) / σ       = [ 13 -10 ] / 16             = 0.19  
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29..A project had an equity beta of 1.3 and was going to be financed by a combination of 30% debt 

and 70% equity. Assuming debt-beta to be zero, calculate the project beta and return from the 

project taking risk free rate of return to be 10% and return on market portfolio of 18%.                                 

(A) 17.28%                    (B) 18.28%                      (C) 19.28%                        (D) 16.28%                                            

# (A) 17.28%                                                                                                                                                                  

Bp is to be ascertained as -                                                                                                                                                                       

= [ βequity + E / (D +E) ] + [ βdebt + E /(D + E)]                 = (1.30 × 0.70) + (0 × 0.3) =0.91                 

Computation of return from the project = RF + Bp (RM - RF)                                                                                                

= 0.10 + 0.91 × (0.18 - 0.10)  = 0.1728 = 17.28 %.  

30. Dividend-Payers Ltd. has a stable income and stable dividend policy. The average annual 

dividend payout is  Rs27 per share (Face Value = Rs100). You are required to find out Dividend 

payout in year 2, if the company were to have an expected market price of Rs160 per share at the 

existing cost of equity. [The market price in year 1 is Rs 150]                                                                                                 

(A)  28.88                      (B) 26.86                           (C)28.80                           (D) 26.98                                              

#  (C) Rs28.80                                                                                                                                                               

Ke = 27/150 × 100 = 18%              Ke = DPS 160 = 18%                       ∴DPS= 160 × 18% = 28.80  

31.The interest rate in Germany is 11 per cent and the expected inflation rate is 5 per cent. The 

British interest rate is 9 per cent. How much is the expected inflation rate in Britain?                            

(A)  3.0%                                (B)  3.1%                          (C)  4.5%                          (D)  2.9%                              

#(B) 3.1%        

 

32. A project had an equity beta of 1.2 and was going to be financed by a combination of 30% debt 

and 70% equity (assume debt beta = 0). Hence, the required rate of return of the project is 

(assume Rf = 10% and Rm  =18%)                                                                                                                                       

(A) 16.27%                      (B) 17.26%                   (C) 16.72%                    (D) 12.76%                                                                     

# (C) 16.72%    

 

33. A company has expected Net Operating Income – 2,40,000; 10% Debt – 7,20,000 and Equity 

Capitalisation rate - 20% what is the weighted average cost of capital for the company?                                   

(A)  0.15385                            (B)  0.13585                         (C) 0.18351                          (D)  0.15531 

# (A) 0.15385 
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34.The price of Swedish Krones is $ 0.14 today. If it appreciates by 10% today, how many Krones a 

dollar will buy tomorrow?                                                                                                                                              

(A) 6.49351               (B) 4.69351                                                                                                                                       

(C) 3.49513               (D) 5.64913                                                                                                                                             

#(A)  6.49351                                                                                                                                                                     

The price of Swedish krones = $0.14                                                                                                                                          

At 10% appreciation, it will be worth = $0.154                                                                                                                           

A dollar will buy 1/0.154=6.49351 krones tomorrow  

 35.A firm has sales of  75,00,000 variable cost of 42,00,000 and fixed cost of 6,00,000.It has a debt 

of 45,00,000 at 9% interest and equity of 55,00,000.                                                                                                                  

At what level of sales, the EBIT of the firm will be equal to zero?                                                                     

(A) 28,48,500                     (B)28,84,500                    (C)22,84,500                      (D)26,48,500                             

#(C) 22,84,500  

 

36.E Limited has earnings before interest and taxes (EBIT) of 10 million at a cost of 7%.,                            

Cost of equity is 12.5%. Ignore taxes. What is the overall cost of capital?                                                         

(A) 11.26%                       (B) 11.62%                     (C) 16.12%                       (D) 12.61%                                      

#(A)   11.26%                                                                                                                                                                                              

Market Value of equity(S) =(EBIT-1)/ke =(10,000,-1,400,000)/0.125                          = 68,800,000                                

Total value of Firm(V) = S+ D = 68,800,000 + 20,000,000                                              =88,800,000                  

Overall cost of capital (K0) =(EBIT-1)/V =10,000,000/88,800,000 = 11.26%   

37.The following various currency quotes are available from the State Bank of India:                                        

Rs/£ 81.31/81.33                        £/$ 0.6491/0.6498                      $/¥ 0.01098/0.01102                                        

The rate at which yen(¥) can be purchased with rupees will be:                                                                       

(A)  1.5270                   (B)  1.5890                     (C)  0.5824                     (D) 0.7824                                               

#(C)   0.5824                                                                                                                                                                      

To purchase ¥, we need to have a quote of ¥ in terms of  Rs.                                                                                                 

We need only the ‘ask’ quote         Ask (Rs/¥) = Ask (Rs/£) × Ask (£/$) × Ask ($/¥)                                                      

= 81.33 × 0.6498 × 0.01102 = 0.5824         

38.The dollar is currently trading at  Rs 40. If rupee depreciates by 10%, what will be the spot rate? 

(A)  0.0525                   (B) 0.0552                        (C) 0.0225                   (D) 0.0522                                                

#(C)   Rs0.0225                                                                                                                                                                                                                   

Re quote : Rs1 = $1/40  = 0.25     If rupee depreciates by 10%, then = 0.025 – 0.0025 = Rs0.0225 
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39. A safety mutual fund that had a net asset value of  Rs20 at the beginning of a month, made 

income and capital gain distribution of Rs0.06 and Rs0.04 respectively per unit during the month 

and then ended the month with a net asset value of  Rs20.25. The monthly return is:                                           

(A) 2.25%                    (B) 1.75%                  (C) 1.25%                   (D) 1.65%                                                                                 

# — (B) 1.75%                                                                                                                                                                                

Capital Appreciation = Closing NAV – Opening NAV = 20.25 – 20 = 0.25                                                                               

Total return = Capital Appreciation + Income + Capital Gain = 0.25 + 0.06 + 0.04  =0.35                               

Monthly Return = Total Return/Opening NAV = 0.35/20 = 0.0175 = 1.75%   

40.Mr. Ravi is planning to purchase the shares of X Ltd. which had paid a dividend of  Rs2 per share 

last year. Dividends are growing at a rate of 10%. What price would Mr. Ravi be willing to pay for X 

Ltd.’s shares if he expects a rate of return of 20%?                                                                                                             

(A)22                           (B)24                             (C)20                              (D)21                                                                      

# — (A)22                                                                                                                                                                                                          

P0 = D1 /(Ke – g)              D1 = D0(1+g) = 2(1+0.10) = Rs2.20           P0 = 2.20/(0.20 – 0.10) = Rs22.  

41.The spot price of securities of X Ltd. is Rs160. With no dividend and no carrying cost, compute 

the theoretical forward price of the securities for 1 month. You may assume a risk free interest 

rate of 9% p.a.                          (A)160                     (B)162.75                  (C)161.20                 (D)159.20             

#— (C)161.20                                                                                                                                                                                          

Theoretical forward price of security of X Ltd. [Fx]  = Sx × e rt                                                                                            

= Rs160  × e 0.09 × 0.0833 = 160 × e 0.0075             = 160 × 1.007528        = Rs161.20  

42.It is given that Rs/£ quote is Rs94.30 – 95.20 and that Rs/$ quote is 66.25 – 66.45. What would 

be the $/£ quote?             (A) 1.42:1.44             (B) 1.44:1.42              (C) 1.44:1.52              (D) 1.52:1.44 

# —  (A) 1.42:1.44                                                                                                                                                                  

The rate for $/£ is to be calculated. The formula is –   

 

43.When are call options and put options said to be 'in the money' in the futures market?                        

(A) In call options when strike price is above the price of underlying futures, call option is                           

‘in the money’. In put options, when the strike price is below the price of underlying futures put 

option is ‘in the money’                                                                                                                                                                  

(B) In call options when strike price is below the price of underlying futures, call option is                        

‘in the money’. In put options, when the strike price is above the price of underlying futures put 

option is ‘in the money’                                                                                                                                                                    

(C) None of the above                                                                                                                                                            

(D) Both the above.                                                                                                                                                                     

# — (B)                                                                                                                                                                                                                                                                                                                                           

In call options when strike price is below the price of underlying futures, call option is ‘in the money’. 

In put options, when the strike price is above the price of underlying futures put option ‘is in the 

money’. 
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44.A firm has an equity beta of 1.40 and is currently financed by 25% debt and 75% equity. What 

will be the company's equity beta if the company changes its financing policy to 33% debt and 67% 

equity? [Assume corporate tax at 35% and zero debt beta]                                                                                                  

(A) 1.62                    (B) 1.72                        (C) 1.42                     (D) 1.52                                                                      

# —(D) 1.52                                                                                                                                                                                                                                                  

Debt Beta is 0, since it is not given.                                                                                                                      

Asset beta = Weighted Average Beta of Equity + Weighted Average Beta of Debt                                                  

= [βE × Equity]/[Equity + Debt × (1 -tax)]+[βD × Debt (1- tax)]/[Equity + Debt × (1 tax)]                                 

= {(1.40 × 0.75)/ [ 0.75 + 0.25 × (1 - 0.35)] } + 0          = 1.1507.                                                                   

Company's Beta = [βE × Equity]/[Equity + Debt × (1 -tax)] + {[ βD × Debt (1- tax)]/[Equity + Debt x (1 -tax)]}                                               

1.1507= [βE × 0.67] / [ 0.67 + 0.33 (1 - 0.35)] + 0 ;            βE = 1.52.  

45.XYZ Ltd. has a uniform income that accrues in a 4-year business cycle. It has an average EPS of 

Rs20 (per share of Rs100) over its business cycle. Find out the cost of equity capital, if market price 

is Rs175.                                                                                                                                                                            

(A) 11.43%                (B) 12.43%               (C) 10.43%                  (D) 13.43%                                                               

#—(A) 11.43%                                                                                                                                                                                 

KE = [Earnings per share / Market price per share]×100                                                                                                      

=[20 /175] × 100         = 11.43%.   

46.Compute the theoretical forward price of the following security for 6 months.                                               

Spot Price (Sx)   Rs160                     Risk free interest rate 9%               [Given: e0.045 = 1.046028]                                                                                                       

(A) 168.3645                     (B) 167.3645                       (C)166.3645                       (D)165.3645                                    

# —(B) 167.3645                                                                                                                                                                          

Forward price of securities  =  160 × e(009)(0.50)             =160 × e0.045             =  160 × 1.046028       =167.3645.  

47.A project had an equity beta of 1.3 and was going to be financed by a combination of  30% debt 

and 70% equity. Assuming debt-beta to be zero, calculate the project beta and return from the 

project taking risk free rate of return to be 10% and return on market portfolio of 18%.                                         

(A) 14.28%                          (B) 17.28%                            (C) 15.28%                          (D) 16.28%                         

# — (B) 17.28%                                                                                                                                                                                                             

Bp is to be ascertained as -                                                                                                                                                  

= [ βequity + E / (D +E) ] + [ βdebt + E /(D + E)]  = (1.30 × 0.70) + (0 × 0.3) =0.91                                                                                 

Computation of return from the project  = RF + Bp (RM - RF)                                                                                         

= 0.10 + 0.91 × ( 0.18 - 0.10)                   = 0.1728               = 17.28 %.  

48. You are a forex dealer in India. Rates of rupee and Euro in the international market are                   

US $ 0.01962905 and US $ 1.335603 respectively. What will be your direct quote of € (euro)                  

to your customer?                                                                                                                                                              

(A) 69.5900              (B)68.0420                                                                                                                            

(C)65.1010                (D) 70.905                                                                                                                                                      

# (B) —Rs68.0420                                                                                                                                                                            

Rs /US $ = 1/0.01962905 = Rs 50.9449                                                                                                                  

Now, US $ /€ = 1.335603                                                                                                                                                             

Therefore, The direct quote of €in India will be —                                                                                                        

Rs/€=Rs/$* $/€=Rs50.9449 × 1.335603 = Rs68.0420  
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49.Marison Ltd. is planning to invest in USA. The rates of inflation are 8 % in India and 3 % in USA. 

If spot rate is currently Rs46.50/$, what spot rate can the company expect after 5 years?                                             

(A) Rs57.93/$                    (B) Rs58.94/$                                                                                                          

(C)Rs59.00/$                     (D)Rs59/.13/$                                                                                                                              

# (B) Rs58.94/$                                                                                                                                    

E(Rs/$)=46.50*[(1.08)5/(1.03)5                                                                                                                                           

=46.5(1.08/1.03)5 =46.50*1.267455=Rs58.94                                                                                                     

Hence expected rate =Rs58.94/$  

50.The Beta co-efficient of equity stock of ECOBOARD LTD. Is 1.6. The risk free rate of return is 

12% and the required rate of return is 18% on the market portfolio. If dividend expected during 

coming year is Rs2.50 and the growth rate of dividend and earnings is 8%, at what price the stock 

of ECOBOARD ltd. Can be sold (based on CAPM)?                                                                                                 

(A) Rs18.38                        (B) Rs15.60                                                                                                                                  

(C) Rs12.50                        (D) None of the above                                                                                                                         

# (A) Rs18.38                                                                                                                                                              

Expected return(By CAPM)                                                                                                                                 

Re=Rf+β(Rm-Rf)                                                                                                                                                       

=12%+1.6(18%-12%)                                       =12%+9.6%                =21.6%                                                                                                

Price of stock(Dividend growth formula)                                                                                                                  

Re=D1/P0+g                                                                                                                                          

0.216=2.50/P0+0.08                                                                                                                                                                

.216-.08=2.50/P0                                                                                                                                                

.136=2.50/P0                                                                                                                                                                      

P0= 2.50/0.136 = Rs18.38  

51.The spot USD/Yen=190 Yen and one year forward rate of USD/Yen =210Yen The prime rate in 

US is 15%. What should be Japanese prime rate be?                                                                                             

(A) 20.11%                             (B) 25.22%                                (C) 27.11%                             (D) 29.55%                    

# (C) 27.11%                                                                                                                                                                 

From Interest Rate parity (¥210/$)/(¥190/$)=(1+i¥)/1.15                        Or, i¥=27.11%  

52.Which of the following investment avenues has the least  risk associated with it?                                         

(A) Corporate fixed deposits                                      (B) Deposits in commercial banks                                            

(C) Public Provident Fund                                           (D) Non convertible zero coupon bond.                        

# (C) Public Provident Fund                                                                                                                                       

PPF Account can be opened in a Head Post Office or branch of SBI or subsidiaries. The rate of interest 

on these accounts is determined by Central Government.  

 53.Consider the following data: Rate of inflation=5.1%        Beta=0.85       Real rate of return=4.2% 

Market return=12.6%      The risk premium for the above security will be:                                                                                   

(A)  2.5%                       (B)  2.65%                       (C) 2.805%                       (D)  2.95%                                              

# (C) 2.805%                                                                                                                                                                  

Risk free return=  Real rate of return + Rate of inflation                 = 5.1+4.2           =9.3                                                                  

Risk Premium= β(Rm-Rf)                = 0.85(12.6-9.3)                            =2.805  
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54.Covariance between a stock and a market index and variance of market index are 33.56 and 

19.15 respectively. The Beta of stock is:           (A) 1.55             (B) 1.75            (C) 1.85              (D) 1.95 

# (B) 1.75                                                                                                                                                                           

Β= Covsm/Variancem           =33.56/19.15         =1.75  

55.The face value of a 364day T-Bill is Rs100. If purchase price is Rs86,then the yield on such a bill 

is                                                (A) 12.5%                 (B) 13.36%                    (C) 16.32%                 (D) 16.56% 

# (C)16.32%                                                                                                                                                                 

[Rs(100-86)/Rs86]*365/364*100        =16.32%  

56.A company has obtained quotes from two different manufacturers for an equipment. The 

details are as follows:                                                                                                                                                       

Product                    Cost (Million)                     Estimated life (years)                                                                                  

Make X                      4.50                                              10                                                                                                                                  

Make Y                      6.00                                              15                                                                                                                             

Ignoring operation and maintenance cost, which one would be cheaper?      The company’s cost of 

capital is 10%. [Given: PVIFA (10%, 10 years) = 6.1446 and PVIFA (10%, 15 years) = 7.6061]                               

(A) Make X will be cheaper                                          (B) Make Y will be cheaper                                                  

(C) Cost will be the same                                              (D) None of the above                                                          

# (A) Make X will be cheaper                                                                                                                                  

Make X                                                                                                                                                                    

Purchase cost =Rs 4.50 million         Equivalent annual cost = 4.50/6.1446        =Rs0.73235million               

Make Y                                                                                                                                                                             

Purchase cost =Rs 6.00 million         Equivalent annual cost = 6.00/7.6061        =Rs0.78884million 

Therefore, equivalent annual cost of make X is lower than make Y, make X is suggested to purchase.  

57.The stock of ABC Ltd sells for Rs240. The present value of exercise price and value of call option 

are Rs217.40 and Rs 39.60 respectively. What is the value of put option?                                                      

(A) Rs16.50                    (B)Rs22.00                      (C)Rs17.00                       (D)Rs18.00                                            

# (C)Rs17.00.                                                                                                                                                                 

Value of put option = Value of Call option + PV of exercise price – Stock price                                                                                                               

= Rs(39.60+217.40-240) =Rs 17. 

58. X Ltd. Issued Rs100, 12% Debentures 5 years ago. Interest rates have risen since then, so that 

debentures of the company are now selling at 15% yield basis. What is the current expected 

market price of the debentures?                    (A) 75                 (B)80                    (C) 90               (D) 85             

# (B)80                                                                                                                                                                       

Market value of Debentures =
𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑜𝑛 𝑑𝑒𝑏𝑒𝑛𝑡𝑢𝑟𝑒

𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑦𝑖𝑒𝑙𝑑 𝑟𝑎𝑡𝑒
 =

12

0.15
=Rs80 

59..MI Ltd. has annual sales of Rs365 lacs. The company has investment opportunities in the 

money market to earn a return of 15% per annum. If the company could reduce its float by 3 days, 

what would be the increase in company's total return? (Assume 1 year = 365 days)                                                          

(A) 45,000                              (B) 40,000                               (C)54,000                                      (D)46,000            

#(A) 45,000                                                                                                                                                             

Average sales per day = 3.65 lakhs/365 days                                                                                                      

Increase in Total Returns = 1 lakhs @ 3days × 15% = 45,000. 
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60.Given:                                                  Last year                                Current year                                                  

Sales unit                                                    2000                                           2800                                                                              

Selling price per unit                                 10                                                10                                                                                 

EPS                                                                9.60                                           38.40                                                              

What is the Degree of Combined Leverage?          (A) 6-5            (B) 5-6                (C) 7-5              (D) 5-7            

#(C)7-5                                                                                                                                                                       

Degree of combined leverage= 

                    

61.In the inter-bank market, the DM is quoting Rs21-50. If the bank charges 0.125% commission 

for TT selling, what is the TT selling rate?                                                                                                                                                                         

(A)Rs 21-47/DM                   (B)Rs 21-53/DM               (C) Rs22-78/DM                   (D) Rs23-45/DM 

#(A)Rs 21-47/DM                                                                                                                                                             

TT selling rate = 21.50 (1 – 0.00125) = Rs21.47/DM 

62.The required rate of return on equity is 24% and cost of debt is 12%. The company has a capital 

structure mix of 80% of equity and 20% debt. What is the overall rate of return, the company 

should earn? Assume no tax.             (A) 21-6%               (B) 14-4%             (C) 18-6%              (D) 17-22% 

#(A) 21-6%                                                                                                                                                                    

Rate of return on equity fund                          = 24% × 0.80       = 19.2                                                                                                                                                                                                      

Cost of debt is                                                    = 12% × 0.20       =2.4                                                                                                                                                                                                                       

Overall rate of return Co. should earn                                          21.6 

 63.Initial Investment  Rs20 lakh. Expected annual cash flows  Rs6 lakh for 10 years. Cost of capital 

@ 15%. What is the Profitability Index? The cumulative discounting factor @ 15% for  10 years = 

5.019.                                    (A) 1.51                      (B) 1.15                   (C) 5.15                   (D) 0.151                  

#(A) 1.51                                                                                                                                                                                                 

P.V. of inflows  = 6.00 × 5.019 = Rs30.114lakhs                                                                                                                                              

Profitability Index = 
𝑃.𝑉 𝑜𝑓 𝑖𝑛𝑓𝑙𝑜𝑤𝑠

𝑃.𝑉 𝑜𝑓 𝑜𝑢𝑡𝑓𝑙𝑜𝑤𝑠
=

30.114

20
=1.51 

64.The following details relate to an investment proposal of XYZ Ltd.  Investment outlay—Rs 100 

lakhs  Lease Rentals are payable at Rs180 per Rs1,000  Term of lease—8 years  Cost of capital—

12% What is the present value of lease rentals, if lease rentals are payable at the end of the year? 

[Given PV factors at 12% for years (1-8) is 4.9676.                                                                                                                     

(A) 98,14,680                         (B)89,41,680                            (C)94,18,860                           (D)96,84,190 

#(B)89,41,680                                                                                                                                                                     

P. V. of lease rentals = 18 lakhs × PVI FA(12%, 8)         = 18 lakhs × 4.9676                    = 89,41,680 

65. Calculate P/E ratio, if dividend payout ratio is 55%, ROE is 16% and the required rate of return 

is 14%.                           (A) 8.09                         (B) 8.64                           (C) 9.12                     (D) 9.45                             

# (A) 8.09                                                                                                                                                                           

Growth rate= Retention ratio*ROE                      =0.45*0.16                    =0.072                                                                                                    

P/E=0.55/(0.14-0.072)                                           =0.55/0.068                   =8.08  
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66.An investor buys a call option contract for a premium of Rs200. The exercise price is Rs20 and 

the current market price of the share is Rs 17. If the share price after three months reaches Rs 25, 

what is the profit made by the option holder on exercising the option? Contract is for 100 shares. 

Ignore the transaction charges.                  (A) 200                     (B)250                 (C)300                 (D)350 

# (C) — 300:                                                                                                                                                         

Assuming in call option, the total outgo = Premium + Exercise Price = 200 + (20×100) = 2,200.                

After 3 months, if the share price is 2,500,     the net profit = 2,500 – 2,200            = 300. 

67.One year euro interest rate is 3% (compounded quarterly) One year rupee interest rate is 6 % 

(compounded quarterly) The forward six months exchange rate is Rs58.82/euro According to 

interest rate parity, the spot exchange rate is:                                                                                                       

(A)57.96                                  (B) 58.10                              (C)58.60                          (D) None of the above 

#(A) Rs57.96                                                                                                                                                                         

58.82/Spot rate       =[(1+(.06/4)]2 /[(1+(.03/4)]2                                                                                              

Spot rate=58.82*(1+.03/4)2 *1/(1+.06/4)2        =58.82*(1.015)*(1/1.030)          =57.96  

68. ANGEL LTD, an export customer who relied on the inter bank rate of Rs/$ 46.50/10 requested 

his banker to purchase a bill for USD 80000. What is the rate to be quoted to ANGEL LTD if the 

banker wants a margin of 0.08?                                                                                                                                                      

(A)46.40                              (B)46.46                         (C)46.60                        (D) None of the above.                         

# (C)46.60                                                                                                                                                                       

Profit margin of 0.08% is deducted from bid rate.                                                                                                  

That is 46.50*.0008=Rs0.04                      Spot bid rate=Rs46.50-.0.04                =Rs46.46.  

69. The net profit margin, total assets turnover ratio and total assets to networth of a company 

are 5%, 1.5 and 2.0 respectively. The ROE of the company will be                                                                            

(A) 5%                             (B) 15%                              (C) 7.5%                            (D) 10%                                                 

# (B) 15%                                                                                                                                                                      

ROE= PAT/Sales*Sales/Total Assets* Total Assets/Networth                                                                                                                                                     

Therefore ROE= 0.05*1.5*2=0.15 or 15%  

70.An investor wrote a naked call option. The premium was Rs2.50 per share and the market price 

and exercise price of the share are Rs37 and   Rs41 respectively. The contract being for 100 shares, 

what is the amount of margin under First Method, that is required to be deposited with the 

clearing house?                                                                                                                                                            

(A)590                       (B)250                       (C)740                         (D)400                                                                       

#(A)590                                                                                                                                                                                                            

Margin = (Option premium × 100) + {100 × 0.20 (market value of the share)} – {100 × (Exercise price – market price)}                                                                                                                                                                                                                            

= (2.50 × 100) + {100 × (0.20 × 37)} – 100 × (41 – 37)          =Rs590  

71.The stock is currently selling at Rs270. The call option to buy the stock at Rs265 costs Rs12. 

What is the Time Value of the option?                                                                                                                      

(A)13          (B)5             (C)17            (D) 7                                                                                                                             

# (D) Rs7                                                                                                                                                                        

Time Value of Option = Call premium-Intrinsic Value                   =(265+12)-(270)=7  
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72.The co-efficient of co-relation between returns of SPARK LTD and SENSEX is 1.10. The expected 

returns on the stock of Spark and Sensex are 18% and 14.37% respectively. The return on 182 day 

T –Bill is 6.31%. What would be standard deviation of the returns of Spark if the standard 

deviation of Sensex’s return is 17%                                                                                                                                                

(A) 20.12%                         (B) 22.41%                        (C) 26.46%                         (D) Insufficient data.                               

#(B) 22.41%                                                                                                                                                   

0.18=Rf+β(Rm-Rf)                                                                                                                             

0.18=0.0631+β(0.1437-0.0631)             Or,0.0806β=0.1169              Or,β=0.1169/0.0806=1.45                      

Again β=σiPim/σm                                                                                                                                                                         

Or σi= βσm/Pim                   =(1.45*0.17/1.1) =22.42%  

73.The spot Value Of Nifty is 4430. An investor bought a one month Nifty for 4410 call option for a 

premium of  Rs12. The option is:                                                                                                                             

(A)  In the money                  (B)At the money               (C)Out of the money            (D)Insufficient data. 

# (A) In the money                                                                                                                                                        

Spot Value > Exercise Price/Strike Value=> In the money                                                                                        

4430>4410  

74.LEENZA LTD. Currently pays a dividend of  Rs4 per share that is expected to grow at rate of 10% 

for the next year after which it is expected to grow at rate of 7% forever. What value would you 

place on the stock of this company if a rate of 15% return is required? (Round off your answer to 

the nearest integer).(Given PVIF(15% 1 year=0.8696)                                                                                                      

(A)53.05                             (B)55.00                          (C)58.10                               (D) None of the above.              

# (B)55.00                                                                                                                                                                      

The present value of dividend stream to an investor is given as:--                                                   

Rs4(1.10)*0.8696=Rs3.826                                                                                                                    

D2=Rs4*1.10*1.07=Rs4.708                                                                                                                                        

Price share=4.708/(0.15-0.07)*0.8696+3.826       =55.00 

75. Which of the following is not an investment constraint?                                                                               

(a) Liquidity                                                             (b) The absence of the need for regular income.                                                                   

(c) The preferred time horizon                            (d)  Risk tolerance.                                                                                                 

#  (b) The absence of the need for regular income.                                                                                                                                                                                  

The absence of the need for regular income. The investment constraints for investments are liquidity, 

age, need for regular income, time horizon, risk tolerance and tax liability.  

76. An investor buys a call option contract for a premium of Rs 150. The exercise price is Rs 15 and 

the current market price of the share is Rs 12. If the share price after three months reaches Rs 20, 

what is the profit made by the option holder on exercising the option? Contract is for 100 shares. 

Ignore the transaction charges.      (a)450                     (b)350                  (c)375                       (d)475                                       

#  (b)Rs350                                                                                                                                                                      

Assuming in call option, the total outgo                                                                                                          

Premium + Exercise Price = 150 + (15 × 100) =1650                                                                                             

After 3 months, if share price is Rs2000, the net profit                                                                                                     

= 2000 – 1650          = 350. 
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77.It is given that Rs/£ quote is Rs100.68 – 102.95 and Rs/$ quote is Rs61.86 – 62.87. What would 

be the $/£ quote? It is given that Rs/£ quote is Rs100.68 – 102.95 and Rs/$ quote is Rs61.86 – 

62.87. What would be the $/£ quote?                                                                                                                       

(a)  $1.6014 - $ 1.6642 (quote).                                (b) $1.6014-$1.6542(quote)                                                    

(c) $1.6014-$6352(quote)                                          (d) $1.6014-$6252(quote)                                                            

#(a) $1.6014 - $ 1.6642 (quote).                                                                                                                                                                                                          

$1.6014 - $ 1.6642 (quote).                                                                                                                                         

The synthetic rate for $ / £ is to be calculated. Here, rupee, the price currency (i.e. common 

currency)is the cheapest among the three currencies involved in the quotes. The formula is:                                          

$ / £ = [(Rs/ £bid)/ (Rs/ $ask)]: [(Rs/ £ask)/(Rs/ $bid )]                                                                                                         

= [100.68/ 62.87]: [102.95/61.86]          = 1.6014 :1.6642 ;     So, $/£ = $1.6014 - $ 1.6642 (quote).  

78.A project had an equity beta of 1.3 and was going to be financed by a combination of 30% debt 

and 70% equity. Assuming debt-beta to be zero, the project beta is :                                                                      

(a) 0.81                           (b) 0.71                                                                                                                                                                               

(c) 0.51                            (d) 0.91                                                                                                                                                                                      

#  (d) 0.91                                                                                                                                                                            

Bp is to be ascertained as -                                                                                                                                               

= [ βequity + E / (D +E) ] + [ βdebt + E /(D + E)] = (1.30 × 0.70) + (0 × 0.3)               =0.91  

79. Mr. X can earn a return of 18% by investing in equity shares on his own. Now he is considering 

recently announced equity based mutual fund scheme in which initial expenses are 6.70% and 

annual recurring expenses are 1.7%. How much should the mutual fund earn to provide Mr. X a 

return of 18 per cent?                                                                                                                                                                      

(a)22                    (b)19                                                                                                                                                       

(c)24                     (d)21                                                                                                                                                   

#  (d) 21                                                                                                                                                                            

Let the return on mutual fund be  Rsx. Investors expectation denotes the return from the amount 

invested.                                                                                                                                                                         

Return from mutual funds = 
𝐼𝑛𝑣𝑒𝑠𝑡𝑜𝑟′𝑠 𝐸𝑥𝑝𝑒𝑐𝑡𝑎𝑡𝑖𝑜𝑛 

(100 − 𝐼𝑠𝑠𝑢𝑒 𝐸𝑥𝑝𝑒𝑛𝑠𝑒𝑠) 
+ Annual Recurring Expenses                                                   

Or x = [18 /(100 - 6.7)% ]+ 1.7 = 19.29 + 1.7         = 21%                                                                                                                      

Hence, Mutual fund should earn so as to provide a return of 18%          = 21%.  

 80.CNX Nifty is currently quoting at 9100. Each lot is 75. An investor purchases a May Futures 

contract at 9200. He has been asked to pay 5% margin. What amount of initial margin is he 

required to deposit? To what level NIFTY futures should in increase to get a gain of 4%?                                

(a) 9318.4                          (b) 9218.4                                                                                                                                   

(c) 9218.5                          (d) 9118.4                                                                                                                                                

#  (b)  9218.4                                                                                                                                                                        

Initial margin =(5%*9200*75)=34500                                                                                                                                  

Gain     =4%                                                                                                                                                                             

Return (4% of Initial Margin) = 1380                                                                                                                      

Return per unit =1380/75=18.4                                                                                                                               

Index value should rise to = 9200+18.4=9218.4  
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81.P Ltd. has an EPS of  Rs75 per share. Its Dividend Payout Ratio is 30%. Earnings and dividends of 

the company are expected to grow at 6% per annum. Find out the cost of equity capital if its 

market price is Rs300 per share.       (a) 11.5%                (b) 12.5%                (c)  13.5%             (d) 14.5% 

#  (c)  13.5%.                                                                                                                                                                        

Ke = 
𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑 𝑝𝑒𝑟 𝑆ℎ𝑎𝑟𝑒 

𝑀𝑎𝑟𝑘𝑒𝑡 𝑃𝑟𝑖𝑐𝑒 𝑝𝑒𝑟 𝑆ℎ𝑎𝑟𝑒
+ g(Growth Rate)                                                                                                                                   

= 
75 × 30% 

300
+ 6%                    = 7.5% + 6%                 = 13.5%.  

82.An investor has three alternatives of varying investment values. The data available for each of 

these alternatives are given below:                                                                                                                          

Alternative                                             Expected Return (%)                Standard Deviation of Return              

I                                                                           23                                                              8.00                                                       

II                                                                          20                                                              9.50                                            

III                                                                         18                                                              5.00                                  

Which alternative would be the best if coefficient of variation is used?                                                         

(a)  Alternative III is the best as its co-efficient of variation is the lowest.                                                            

(b)  Alternative II is the best as its co-efficient of variation is the lowest.                                                           

(c)  Alternative I is the best as its co-efficient of variation is the lowest.                    (d)  None.      

#(a)  Alternative III is the best as its co-efficient of variation is the lowest.                                                            

 

83.A student ordered a book from USA on 01-05-2018 for $ 90, when the spot rate was Rs68.50/$. 

Payment was made ten days later, on 11-05-2018 when the book was delivered. By this time, the 

rupee had appreciated by 10%. How much did it cost the student in Rupees? (Ignore transaction 

and delivery cost).                (a)5304.55                   (b)5404.55                 (c)5504.55                (d) 5604.55 

#  (d) Rs5604.55                                                                                                                                                            

Rupee is appreciating by 10%,                                                                                                                                 

Value of dollar is =68.5/(1+10%)×90= Rs5604.55 

 

       

 

           FAILURE  IS  THE  OPPORTUNITY                                                                                                                                  

TO  BEGIN  AGAIN  MORE  INTELLIGENTLY. 
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Investment Decisions, Project Planning and Control 

84. If the cost of an investment is ₹ 25000 and it results in a net cash inflow of 1800 per annum 

forever, the Net Profitability Index of the investment is _________(assume a discount rate of 8%) 

a) 0.9                            b) (-) 0.1                            c) 1.11                                    d) 0.8                                                      

# b) (-) 0.1                             

 85.A project has the following cash flows:                                                                                                                

Year                                                  0               1             2              3                                                                                                                        

Cash Flow (` Lakh)                        -25            30          -15           40                                                                                    

If discount rate is 20%, then the NPV of the project is________                                                                              

a) 11.75                    b) 12.34                      c) 12.74                            d) 11.50                                                                      

# c) 12.74                             

 86. A project with an initial investment of ₹ 100 lakhs and life of 10 years generates cash flows 

after tax (CFAT) of ₹ 20 lakh per annum. The Payback Reciprocal is ___________                                                                

a) 25%                      b) 20%                  c) 10%                     d) 30%                                                                                

# b) 20%                   

 87. The NPV of a 5 year project is ₹ 250 lakh and PVIFA at 10% for 5 years is 3.79. The Equivalent 

Annual Benefit of the project is ___________                                                                                                                 

a) 65.96lakh                       b)947.5lakh                     c)56.96lakh                    d)96.65 lakh                             

# a) 65.96lakh                        

 88.For an investment project, the following information is available.                                                 

Annual Cost Savings =Rs 4,00,000; IRR = 15%; Useful life = 4 years; PVIFA (15%, 4) = 2.85.                          

The Payback Period is __________                                                                                                                                      

a) 2.85 years                       b) 2.89 years                       c) 3.54 years                        d) 2.95 years                                 

# a) 2.85 years                        

 89.The following information is available in case of an investment proposal:  NPV at discounting 

rate of 10% =Rs 1250 and NPV at discounting rate of 11% = Rs (-) 200. The IRR of the proposal 

is________                                                                                                                                                                                    

a) 11.86%                   b) 10.86%                   c) 9.87%                       d) 11.96%                              # b) 

10.86%                    

 90.The Profitability Index of a project is 1.28 and its cost of investment is  250000. The NPV of the 

project is ___________                                                                                                                                                    

a)  75,000                b)80,000                 c) 70,000              d) 65,000                                                                                   

# c) 70,000               

 91. From the following information calculate the MIRR of the project. Initial Outlay  50000,                

cost of capital 12% p.a., Life of the project 4 years, Aggregate future value of cash flows 

Rs104896.50.                                                                                                                                                                                           

a) 20.35%                 b) 21.53%                  c) 31.25%                  d) 12.25%                                                                                                           

# a) 20.35% 
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 Evaluation of Risky Proposals for Investment Decisions 

92.If the cash flows over the life of the project are perfectly correlated, the Standard Deviation is 

determined using the formula ______                                                                                               

                                                                                                                                                      

#d)   SD=∑
𝜎𝑡

(1+𝑖)𝑡
 

93. If nominal discounting rate is 15%, inflation rate is 5% , then real discounting rate will be 

___________                                                                                                                                                                                                              

a) 9.52%                  b) 9.25%             c) 10.25%             d) 10.52%                                                                                              

# a) 9.52%                   

                                                                                                                                                                                                

94.If project cost = Rs12,000, Annual cash flow =Rs 4,500 Cost of capital = 14% , life = 4 years, 

PVIFA (14%, 4) = 2.9137, then the sensitivity with respect to the project cost is                                               

a) 9.27%                    b) 10.27%                        c) 9.72%                 d) 10.72%                                                          

# a) 9.27%   

                                                                                                                                                                                             

95. The following information is available with respect to Project X                                                                             

NPV Estimate (Rs)       30000         60000         120000        150000                                                               

Probability                       0.1              0.4                 0.4              0.1                                                                         

The expected NPV will be _____________                                                                                                                 

a)100000           b)75000          c)90000        d)120000                                                                                                       

# c)90000 

                                                                                                                                                                                            

96.If expected NPV =Rs 120000 and S.D = Rs30000, then coefficient of variation will be 

_____________                                                                                                                                                                   

a) 25%                       b) 20%                     c) 30%                    d) 50%                                                                                                  

# a) 25% 

                                                                                                                                                                                   

97.Given, expected value of profit without perfect information = Rs1600 and expected value of 

perfect information = Rs300, then expected value of profit with perfect information will be 

________                                                                                                                                                                                      

a) 1300            b)1900            c)950           d) None of the above                                                                                   

# b)1900             
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Instruments in Financial Markets 

98.A person can earn 12 per cent by investing in equity shares on his own. Now he is considering a 

recently announced equity based mutual fund scheme in which initial expenses 5 per cent and 

annual recurring expenses are 1.5 per cent. How much should the mutual fund earn to provide him 

a return of 10 per cent?                                                                                                                                                     

a) 11.04 %           b) 12.02%         c) 12.63%            d) 12.98%                                                                                                

# b) 12.02%          

 99.XYZ mutual fund had a net asset value of ₹10 at the beginning of a month, made income and 

capital gain distribution of ₹0.05 and ₹0.02 respectively per unit during the month. The fund ended 

the month with a net asset value of ₹10.08. The monthly rate of return of XYZ mutual fund is-               

a) 1.5%             b) 1.9%              c) 2.0%               d) 2.2%                                                                                                                                      

# a) 1.5% 

 100.The following information is extracted from ABC Mutual Fund Scheme:                                           

Asset Value at the beginning of the month    ₹60                                                                                            

Annualized return       12 %                                                                                                                             

Distributions made in the nature of Income      ₹0.40 and ₹ 0.30                                                                      

and Capital gain (per unit respectively).  The month end net asset value of the mutual fund scheme 

is (limit your answers to two decimals)-                                                                                                                          

a) ₹ 58.38             b) ₹ 59.05             c) ₹59.90             d) ₹ 60.30                                                                                                                     

# c) ₹59.90       

 101.The following information is available to a mutual fund scheme:                                                     

Size of the scheme     ₹150 Lakhs                                                                                                                                     

Face value of the shares    ₹100                                                                                                                                    

Number of the outstanding shares   ₹1.5 Lakhs                                                                                                   

Market value of the fund’s investments  ₹220 Lakhs                                                                                   

Receivables     ₹1 Lakhs                                                                                                                                       

Liabilities      ₹50,000                                                                                                                                                  

The NAV of the scheme is-                                                                                                                                                                          

a) ₹ 145.00             b) ₹145.90             c) ₹146.60              d) ₹147.00                                                                            

# d) ₹147.00  

102.In case of an open ended Mutual Fund scheme the market price (ex-dividend) was ₹ 70.            

A dividend of ₹10 has just been paid and ex-divided price now is ₹ 82. The return has earned over 

the past year by the mutual fund is-                                                                                                                               

a) 30.30%              b) 30.90%              c) 31.00%            d) 31.43%                                                                                                         

# d) 31.43%  

103. Money Plant mutual fund had a Net Asset Value (NAV) of ₹ 60 at the beginning of the year. 

During the year a sum of ₹ 6 was distributed as dividend besides ₹ 2 as capital gains distribution. 

At the end of the year NAV was ₹72. The total return for the year-                                                                           

a) 33.33 %                          b) 33.95%                             c) 34.23%                             d) 34.78%                              

# a) 33.33 %                           
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104.Suppose the aforesaid mutual fund [question (101)] in the next year gives a dividend of ₹4 and 

no capital gains distribution and NAV at the end of second year is ₹66. So, the return for the 

second year would be–               a) 15.96 %                 b) 16.66 %                c) 16.98 %               d) 17.16 % 

# b) 16.66 % 

 105.Following information is available regarding a mutual fund:                                                                                               

Return    13%                     Risk (S.D. i.e. σ)  15%                  Beta (ß)  0.90             Risk Free Rate   10%  

The Sharpe Ratio of the mutual fund is             (a) 0.20             (b) 0.25            (c) 0.30           (d) 0.35 

#(a) 0.20              

 

 Security Analysis and Portfolio Management 

106.An investor owns a stock portfolio consisting of four stocks. He invested in stock 20% in stock 

A; 25% in stock B; 30% in stock C and 25% in stock D. The betas of these four portfolios are :0.9; 

1.3; 1.2 and 1.7 respectively. The beta of portfolio is-                                                                                                                                                   

a) 1.12           b) 1.29         c) 1.45          d) 1.76                                                                                                                  

# b) 1.29                  

107.Security Market Line (SML) shows the relationship between return on the stock and                                  

a) Return on the market portfolio                           b) Risk-free rate of return                                                              

c) Beta of the stock                                                     d) Variance of the stock returns                                              

# c) Beta of the stock                                                      

 108.Historically, when the market return changed by 10%, the return on the stock of A Ltd. 

changed by 16%. If the variance of the market return is 257.81, what would be the systematic risk 

for A Ltd.?                                                                                                                                                                                   

a) 320%                   b) 480%              c) 660%                   d) 720%                                                                                          

# c) 660% 

109.The intercept of the Security Market Line (SML) is:                                                                                                  

a) E(Rm) – Rf                    b) 1/(E(Rm) - Rf)                      c) Rf - E(Rm)                   d) Rf                                        

# d) Rf   

110.Residual analysis is a test of                                                                                                                                    

a) Weak-form of market efficiency                    b) Semi-strong form of market efficiency                                          

c) Strong form of market efficiency                   d) Super-strong form of market efficiency                             

# b) Semi-strong form of market efficiency                                           

 111.Securities A and B have a standard deviation of 10% and 15% respectively. The respective 

average returns are 12% and 20%. Investor X has limited funds. Which is safer security for 

investment?                                                                                                                                                                         

a) A is more secured.                                                        b) B is more secured.                                                                  

c) Both A & B are equally secured.                                d) Incomplete information.                                               

# b) B is more secured.                                                                                                   
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112.Which of the following is on the horizontal axis of the Security Market Line?                                          

a) Beta                    b) Standard deviation                  c) Expected return                     d) Required return 

# a) Beta                     

 113.The beta of stock of A Ltd. is 2.00 and is currently in equilibrium. The required rate of return 

on the stock is 12% and expected return on the stock is 10%. Suddenly, due to change in the 

economic conditions, the expected return on the market increases to 12%. Other things remaining 

the same, what would be new required rate of return on the stock?                                                                    

a) 15.0%                      b) 16.0%                      c) 20.0%                         d) 22.5%                                                          

# b) 16.0%   

    

Financial Derivatives – Instruments for Risk Management                 

 114.An investor bought 2,000 shares of X Ltd. for ₹90 per share. The initial margin is 50%. The 

maintenance margin is 40%. If the stock price decreases to ₹ 70 per share. The additional funds  

put by the investors to his margin account is –                                                                                                                              

a) ₹ 20,000                    b) ₹ 20,500                      c) ₹ 21,000                    d) ₹ 22,000                                                  

# a) ₹ 20,000                     

 115. An investor purchases a September Put Option of Y Ltd. with a strike price of ₹100 for a 

premium of ₹ 6. Till what level the investor will not realize his profit?                                                                   

a) ₹ 90                       b) ₹ 92                         c) ₹94                      d) ₹96                                                                         

# c) ₹94   

 116.An investor purchases a July Call Option of X Ltd. with a strike price of Rs100 for a premium of 

Rs7. Till what level the investor will not realize his profit.                                                                                               

a) ₹ 105                         b) ₹ 107                         c) ₹110                   d) ₹115                                                                                                     

# b) ₹ 107                          

 117.In a put-call parity, the pay-offs of buying stock can be replicated by:                                                        

a) Buying a call and buying a put option                      b) Buying a call and writing a put option                          

c) Writing a call and buying a put option                     d) Writing a call and writing a put option                      

# b) Buying a call and writing a put option                           

 118.A stock is currently sells at ₹350. The put option to sell the stock sells at ₹380 with a premium 

of ₹20. The time value of option will be                                                                                                                                               

a) ₹10                b) ₹-10            c) ₹20            d) 0                                                                                                                               

# d) 0 

 119.The spot value of NIFTY is 6430. An investor bought a two month NIFTY for 6410 call option 

for a premium of Rs24. The option is                                                                                                                                  

a) In-the Money                     b) At-the Money                                                                                                                                  

c) Out-of the Money             d) Insufficient Data                                                                                                                                     

# a) In-the Money                      
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 120.Shares of C Ltd. is traded at ₹1150. An investor is bullish about the market. He buys two one 

month call option contracts (one contract is 100 shares) on C Ltd. with a strike price of ₹1195 at a 

premium of ₹35 per share. Three months later, if the share is selling at ₹1240 what will be net 

profit/loss of the investor on the position?                                                                                                                                                      

a) ₹1000            b) ₹1200          c) ₹1500           d) ₹2000                                                                                                                                       

# d) ₹2000 

 121.A stock index currently stands at 7000. The risk free interest rate is 8% p.a. continuously 

compounded and the dividend yield on the index is 4% p.a. What should be the futures price for a 

four month contract? [Given e (.08-.04)4/12= 1.013423]                                                                                            

a) 7093.96                            b) 7097.34                             c) 7098.68                                 d) 7099.25                      

# a) 7093.96     

 

Financial Risk Management in International Operations                                                                                                        
122.Arbitrage pricing theory model helps to                                                                                                               

a) Reduce risk                                                         b) Eliminate arbitrage                                                                                                                 

c) Identify the equilibrium asset price              d) None of the above                                                            

# c) Identify the equilibrium asset price               

 123.In July, the one year interest rate is 4% on Swiss Francs and 13% on US dollars. If the current 

exchange rate SFr 1=$0.63, what is the expected future exchange rate in one year?                                

a) $ 0.5561                      b) $ 0.6845                      c) $ 0.8542                        d) $ 0.8283                                        

# b) $ 0.6845                       

 124.Between 2000 and 2015, the ¥/$ exchange rate moved from ¥226.63 to ¥93.96. During this 

same 15 year period, the consumer price index (CPI) in Japan rose from 91.0 to 119.2 and the US 

CPI rose from 82.4 to 152.4. If PPP held over this period, what would the ¥/$ exchange rate have 

been in 2015?                                                                                                                                                                                   

a) ¥ 140.13                 b) ¥ 152.15               c)  ¥160.51                 d)  ¥ 180.18                                                                    

# c)  ¥160.51                  

125.The 90-day interest rate is 1.85% in USA and 1.35% in the UK and the current spot exchange 

rate is $1.6/£. The 90-day forward rate is-                                                                                                                       

a) $1.607893                  b) $ 1.901221                     c) $ 1.342132                  d) $ 1.652312                                

# a) $1.607893                   

126.The current spot rate for the U.S. dollar is ₹ 66. The expected inflation rate is 6.5% in India and 

3% in USA. The expected rate of dollar a year hence is                                                                                               

a) ₹72.33                            b) ₹72.12                          c) ₹69.33                              d) ₹66.89                                    

# d) ₹66.89 

 127.The following rates are prevailing: Euro/$:1.1916/1.1925 and $/£:1.42/1.47 what will be the 

cross rate?                                                                                                                                                                           

a) 1.6921/1.7530           b) 1.7530/1.6921         c) 1.6921/1.1925       d) 1.7530/1.1916                                               

# a) 1.6921/1.7530            
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128.Liquidity risk is a financial risk due to uncertain liquidity. What can this cause to happen?                             

A. A firm’s credit rating fall.                                                                                                                                                

B. A firm experiences sudden unexpected cash outflow.                                                                                               

C. A firm’s market experiences a loss in liquidity.                                                                                                            

D. All of the above.                                                                                                                                                                      

# Correct option is D                                                                                                                                                    

Funding liquidity risk is a financial risk due to uncertain liquidity. An institution might lose liquidity if 

its credit rating falls, it experiences sudden unexpected cash outflows, or some other event causes 

counterparties to avoid trading with or lending to the institution. A firm is also exposed to liquidity 

risk if markets on which it depends are subject to loss of liquidity.  

129. What is inflation rate?                                                                                                                                                       

A. The increase in prices of goods and services in the economy.                                                                                 

B. The risk that the value of assets or income will decrease.                                                                                          

C. The risk that inflation will get out of control to become hyperinflation.                                                                            

D. The risk that is due to uncertainty of inflation.                                                                                                                                            

# Correct option is A                                                                                                                                                         

Inflation rate signifies the rate of increase in the prices of goods and services.  

130.What are the four options for dealing with a risk?                                                                                                          

A. Accept, Mitigate, Transfer and Avoid.                                                                                                                         

B. Accept, Insure, Transfer and Avoid.                                                                                                                   

C. Accept, Mitigate, Reduce and Avoid.                                                                                                                                      

D. Situation, Task, Action and Result.                                                                                                                

#Correct option is A                                                                                                                                                          

There are basically three options, viz. Accept Transfer, Mitigate and Avoid.  

131.A portfolio comprises two securities and the expected return on them is 12% and 16% 

respectively. Determine return of portfolio if first security constitutes 40% of total portfolio.                            

A. 12.4%                        B. 13.4%                                                                                                                                                 

C. 14.4%                        D. 15.4%                                                                                                                                          

#Correct option is C                                                                                                                                         

Portfolio return = 0.4 × 12 + 0.6 × 16 = 14.4%  

132.An option dealer took short positions in a call and a put options on dollar at the strike price of 

47.00. He received premiums of 2.50 for each option. For the dealer to make a gain in this option 

strategy, price should remain in the range of                                                                                                                    

A. 44.50 to 47.00                                                                                                                                                                                  

B. 47.00 to 49.50                                                                                                                                                                     

C. 44.50 to 49.50                                                                                                                                                            

D. 42.00 to 52.00                                                                                                                                                                    

#Correct option is D                                                                                                                                                                                          

He has initially received (2.50 + 2.50) =  5.00   When spot price is less than 47 put option is exercised 

and call option is not exercised and vice versa. Thus, the price should remain in the range of (47-5) to 

(47+5) i.e. 42 to 52 to ensure gain to the option writer.   
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133.What rate should a bank quote for a sale of 3 month forward exchange contract for US $1 

million given interbank quote spot US $ 1= Rs45.02-04 and forward premium 20-25 point?                              

A. 45.29                     B. 45.22                                                                                                                                                  

C.45.27                     D.45.24                                                                                                                                                    

# Correct option is A                                                                                                                                                             

Spot quote is US $ 1 = 45.02-45.04 and forward premium is 20-25.                                                                

So, forward quote will be =(45.02 + 0.20) – (45.04 + .0.25) i.e. 45.22-45.29                                                                   

So, bank will quote  Rs45.29 to sell a 3 month forward buying contract.   

134.By using the constant growth formula, find out the cost of equity of a company which has 

growth rate of 5%, last year’s dividend 1.00 and current market price of the company’s equity 

share is Rs20.                                                                                                                                                                                                                                         

A. 10.25                                 B.10.00                                                                                                                                     

C.8.25                                    D.12.00                                                                                                                         

#Correct option is A                                                                                                                                                                               

Cost of equity = Expected dividend/Current Market Price + Growth rate                                                                                                                                                                           

= 1(1+.05)/20 + 0.05 = 10.25%  

135.Consider the following of Target Ltd:                                                                                                            

Standard deviation of share = 4%,                                                                                                                     

Correlation coefficient = 0.8,                                                                                                                                   

Market standard deviation = 2.5%.                                                                                                                        

Based on CAPM, the Beta coefficient of the company’s share (which is traded in the stock market) 

is equal to                                                                                                                                                                                                                

A. 1.50                              B. 1.28                                                                                                                                                                        

C. 1.00                              D. 0.50                                                                                                                                

#Correct Option is B                                                                                                                                                                                                                                                                                                                                                              

  

 136.The probability distribution of NPV is given below:                                                                                                       

NPV (Rs)                   Probability                                                                                                                                       

30,000                            0.1                                                                                                                                                       

60,000                           0.3                                                                                                                                                

1,20,000                       0.4                                                                                                                                               

1,50,000                      0.2                                                                                                                                                      

If the cost of the project is Rs3,00,000, the Profitability Index is                                                                                                       

A. 1.23                           B. 1.33                            C. 1.43                              D. 1.53                                                      

# Correct option is B                                                                                                                                                   

Expected NPV = 30000 × 0.1 + 60000 × 0.3 + 120000 × 0.4 + 150000 × 0.2 = 99000                                                             

Cost of the project = 300000   Total PV = 300000 + 99000 = 399000   So, PI = 399000/300000 = 1.33  
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137.The following are the data on two Mutual Funds:  Fund Return % Beta  Vreedhi  Rs141.40  

Mitra  Rs161.50 If the risk-free rate is 6%, the Treynor’s ratios are                                                                                 

A. 5.71, 6.67                       B. 5.67, 6.71                      C. 6.71, 5.67                  D. 5.76, 6.76                                       

# Correct option is A                                                                                                                                                

Treynor ratio for Vreedhi = (14-6)/1.4 = 5.71 and for Mitra = (16-6)/1.5 = 6.67 

138. Choose the correct option from the four alternatives given :  

(i) M buys a call option contract for a premium of Rs. 200.  The exercise price is RS. 25 and the 

current market price of the share is Rs. 22.  If the share price after three months reaches Rs. 30, 

what is the profit made by M on exercising the option?  A contract is for 100 shares.  Ignore 

transaction charges.                                                                                                                                                        

(A) Rs. 200                       (B) Rs. 300                     (C) Rs. 100                        (D) Rs. 600  

(ii) You are a forex dealer in India.  Rates of rupee and pound in the international market are US 

$0.01386952  and US $1.3181401 respectively.  What will be your direct quote of £ (pound) to your 

customer.                                                                                                                                                                             

(A) Rs.54.6987                   (B) Rs.71.1408                    (C) Rs.95.0386                    (D) Rs.0.0105  

 (iii) ‘Bank rate’ published by the Reserve Bank refers to                                                                                        

(A) the repo rate transacted by RBI.                                                                                                                                           

(B) the rate at which housing or other long term loans shall be sanctioned by scheduled banks to 

their customers.                                                                                                                                                                 

(C) The rate at which RBI is willing to buy or rediscount bills of exchange or other commercial 

paper.                                                                                                                                                                                 

(D) the rate which RBI uses as cut-off for auction of Government securities.  

(iv) An investor has invested in a mutual fund when the NAG was Rs. 15.50 per unit.  After 90 days 

the NAV was Rs. 14.45 per unit.  During the period the investor got a cash dividend of Rs. 1.35 per 

unit and capital gain distribution of Re. 0.20.  The annualized return based on 360 days year count 

will be                                                                                                                                                                      

(A) 3.23%                       (B) 12.92%                        (C) 0.8075%                        (D) 16.45%  

(v) Initial investment of a project is Rs. 25 lakh.  Expected annual cash flows are Rs. 6.5 lakh for 10 

years Cost of capital is 15%.  The annuity factor for 15% for 10 years is 5.019.  The Profitability 

Index of the project will be                                                                                                                                

(A) 1.305                  (B) 3.846                    (C) 0.26                    (D) 0.7663  

(vi) Rate of inflation = 5.1%, β = 0.85, Risk premium = 2.295%, Market return = 12%.  The real rate 

of return will be                                                                                                                                                                

(A) 4.2%                   (B) 11.70%                       (C) 6%                      (D) 5.95%  

(vii) In a constant dividend model, the following estimates the difference between the required 

rate of return and the growth rate :                                                                                                                           

(A) Earnings Retention ratio                      (B) Leverage ratio                                                                                                  

(C) Dividend Pay-out ratio                          (D) Dividend yield ratio  
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(viii) Presently, a company’s share price is Rs. 120.  After 6 months, the price will be either Rs. 150 

with a probability of 0.8 or Rs. 110 with a probability of 0.2.  A call option exists with an exercise 

price of Rs. 130.  What will be the expected value of call option at maturity date?                                         

(A) Rs. 20                     (B) Rs. 16                   (C) Rs. 12                   (D) Rs. 10  

(ix) A stock is currently selling at Rs. 270.  The call option to buy the stock at Rs. 265 costs Rs. 12.  

What is the Time Value of the option ?                                                                                                                        

(A) Rs. 5                          (B) Rs. 17                           (C) Rs. 7                      (D) None of (A), (B) or (C)   

(x) A Ltd., an export customer requested his banker B to purchase a bill for USD 80,000.  Calculate 

the rate to be quoted to A Ltd. if B wants a margin of 0.08%, given that the inter bank rate is Rs./$ 

71.50/10.                                                                                                                                                                          

(A) Rs. 71.1569                    (B) Rs. 71.0431                      (C) Rs.71.5572                        (D) Rs.71.4428  

  

Answer:  

(i) (B) Strike price – price after 3 m = 25-30 = Rs. 5 increase.  Hence gain by exercising call option is 5 x 

100 shares = Rs. 500.  Less premium = Rs. 200.  Net gain = 500 – 200 = 300 

(ii) (C)  Rs./$ = 1/0.01386952 = Rs. 72.1005 ; $/£ = 1.3181401 Rs./£ = 72.1005 x 1.3181401 = 95.0386 

(iii) (C) This is the base rate upon which many other rates are determined.  It is a medium term policy 

rate. 

(iv) (B) -15.50 + 14.45 +1.35 + 0.20 = +0.50 Annualized return = 0.50 / 15.5 x (360/90) = 12.92% 

(v) (A) PI = 6.50 X 5.019 / 25 = 1.305 

(vi) (A) Rf = Real rate + Inflation rate Risk premium = β(Rm-Rf) 2.295 = 0.85 (12-Rf) 12- Rf= 2.295/0.85 

= 2.7 Rf= 12-2.7 = 9.3 Real Rate of return – 9.3 – 5.1 = 4.2%  

(vii) (D)  P = D/(ke-g) Hence, Ke-g = D/P = Dividend Yield ratio 

 

(ix) (C)   Time Value of option = Call premium – Intrinsic Value = Rs.(265+12)(Rs.270)=Rs. 7 

 (x) (B)  A’s banker will purchase $ from A and sell in the interbank market.  In the interbank market, B 

is a customer and hence he can sell at only 71.10 while B can purchase in the interbank market at 

71.50.  Hence , if B sells at 71.10, it has for itself only the margin of 0.08%.  Hence it will quote to A 

71.10 -.08% x 71.10 for purchasing the $ from A.            i.e. 71.10-0.0569 = 71.0431 
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139. Choose the correct option from the four alternatives given :  

(i)  A company has 7 crore available for investment. It has evaluated its options and has found that 

only four investment projects given below have positive NPV. All these investments are divisible 

and get proportional NPVs.                    

                                                             
Which investment projects should be selected?                                                                                                       

(A) Project W in full and X in part                    (B) Project Z in full and W in part                                                      

(C) Project W in full and Z in part                     (D) Project Z and Y in full and X in part  

(ii)  An investor is bullish about X Ltd. which trades in the spot market at 1,150. He buys two call 

option contracts with three months (one contract is 100 shares) with a strike price of 1,195 at a 

premium of 35 per share. Three months later, the share is selling at 1,240. Net profit/loss of the 

investor on the position will be                                                                                                                                   

(A) 1,000                          (B) 16,000                           (C) 11,000                            (D)2,000 

(iii) Duhita Ltd. intends to buy an equipment. Quotes are obtained for two different makes A and B 

as given below:                          Cost (Million)           Estimate life (years)                                                                            

A                                                            4.5                                  10                                                                                              

B                                                            6.00                                15                                                                           

Ignoring the operations and maintenance costs which will be almost the same for A and B, which 

one would be chapter? The company's cost of capital is 10% [Given: PVIFA (10%, 10 yrs.) = 6.1446 

and PVIFA (10%, 15 years) = 7.6061]                                                                                                                                     

(A) A will be cheaper                                                                                                                                                           

(B) B will be cheaper                                                                                                                                                                

(C) Cost will be the same                                                                                                                                             

(D) They are not comparable and therefore nothing can be said about which is cheaper.  

(iv) BLC Ltd. a valued customer engaged in import business, is in need to remit EURO 1 million to 

his European exporter. The spot rate of Rs/US$ is Rs 65.47/65.57 and that of US$/EURO is $ 

0.8053/0.8057. What rate will a banker quote to BLC Ltd. if the bank's margin is 0.50%?                               

(A) 53.09                      (B)53.067                     (C) 53.01                          (D) 52.99  

 (v)  Given for a project: Annual Cash inflow = 80,000, Useful life = 4 years  Undiscounted Pay-Back 

period = 2.855 years  What is the cost of the project?                                                                                           

(A)1,12,084                           (B)2,28,400                                                                                                                          

(C)9,13,600                           (D) None of the above  

(vi) A project had an equity beta of 1.4 and is to be financed by a combination of 25% Debt and 

75% Equity. Assume Debt Beta as zero, Rf = 12% and Rm = 18%. Hence, the required rate of return 

of the project is                                                                                                                                                                                

(A) 16.72%                     (B) 18.30%                      (C) 17.45%                       (D) 12.00%  
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(vii)An Indian Company is planning to invest in the US. The annual rates of inflation are 8% in India 

and 3% in USA. If the spot rate is currently 60.50/$, what spot rate can you expect after 5 years, 

assuming the inflation rates will remain the same over 5 years?                                                                            

(A) 88.89                           (B) 54.95                                                                                                                                  

(C) 76.68                           (D) 76.10  

(viii) Which of the following securities is most liquid?                                                                                                

(A) Money Market instruments                    (B) Capital Market instruments                                                               

(C) Gilt-edged securities                                 (D) Index futures  

(ix) While plotting a graph with risk on X-axis and expected return on Y-axis, a line drawn with co-

ordinates (0, rf) and (β, rm) is called                                                                                                                          

(A) Security Market Line               (B) Characteristic Line                                                                                           

(C) Capital Market Line                 (D) CAPM Line  

(x)  If the RBI intends to reduce the supply of money as part of anti-inflation policy, it might                     

(A) Lower the bank rate                    (B) Increase the Cash Reserve Ration                                                           

(C) Decrease the SLR                          (D) Buy Government securities in the open market.  

Answer:  

(i) (B)                                                                                                                                                                              

Justification:  Project Z in full and W in part All 4 projects have positive NPV. So PI is the selection 

criteria. Higher the PI, greater is the return for every rupee of investment. Z has highest and W has 

2nd highest PI. So, option B is selected.   

(ii) (D)                                                                                                                                                                         

Justification:  Investor’s Profit = (Spot Price – Strike Price – Premium) × No of Contracts × Lot Size = ( 

1,240 –  1,195 – 35) × 2 × 100 = ` 2,000  

(iii) (A)  Make – A will be cheaper                                                                                                                         

Justification:  Equivalent annual cost of Make – A = 45,00,000 ÷ 6.1446 = 7,32,350 Equivalent annual 

cost of Make – B = 60,00,000 ÷ 7.6061 = 7,88,841  

(iv) (A) 53.09                                                                                                                                                                      

Justification:  BLC Ltd. needs EURO to pay for import.  BLC Ltd. will purchase EUROS.  Hence bank 

would quote for selling  = (65.57 x 0.8057) + (0.5% commission)  = (52.83 x 1.005) =53.09/ EURO  

(v) (B) 2,28,400                                                                                                                                                           

Justification:  Pay-back period = Cost of project / Annual cash inflow So, Cost of project  = Annual cash 

inflow x Pay-back period  = 80,000 x 2.855 = 2,28,400  

(vi) (B)                                                                                                                                                                                    

Justification:                                                                                                                                                                  

We know, BP  = [ β EQUITY x {E / (D + E)}] + [ β DEBT x {D / (D + E)}] = (1.4 x 0.75) + (0 x 0.25) = 1.05 

Rate of return of the project  = Rp = Rf + Bp (Rm - Rf)                                                                                                                          

= 12% + 1.05 (18% - 12%) = 12%+ 6.30%  = 18.30%  
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(vii) (C) 76.68                                                                                                                                                            

Justification:                                                                                                                                                                  

F = S x [(1 + rA)n/ (1+ rB)n];  or, F(Rs/$) = 60.50 x [1 + 0.08)5 / (1+ 0.03)5] = 60.50 x 1.267455 =76.68 

(viii) (C)                                                                                                                                                                    

Justification:  Gilt-edged securities. Of all securities given, gilt edged securities are considered as most 

liquid because they are Government bonds and have active secondary market.  

(ix) (A) Security Market Line                                                                                                                                

Justification:  Security Market Line simply represents the average or normal trade-off between risk 

and return for a group of securities where risk is measured typically in terms of the securities betas.  

(x) (B)  Increase Cash Reserve Ratio                                                                                                                                 

Justification:  If the RBI intends to reduce the supply of money as part of anti-inflation policy, it might 

increase bank rate, increase Cash Reserve Ratio, increase SLR, sell Government securities in the open 

market.  

140. Choose the correct option from the four alternatives given :  

(i)  A project has a 10% discounted pay back of 2 years with annual after tax cash inflows 

commencing from year end 2 to 4 of 400 lacs. How much would have been the initial cash outlay 

which was fully made at the beginning of year 1?                                                                                              

(A) 400 lacs               (B) 452 lacs                                                                                                                                              

(C)  633.80 lacs         (D) 497.20 lacs                                                                                                                                   

(Use p.v. factors only up to 3 decimal places.)  

                       

(iii)  A firm has an asset β = 1.3, equity β = 1.5. Then, which of the following is true?                                      

(A) The firm is unlevered.                                                                                                                                                          

(B) Debt β is also 1.3.                                                                                                                                                                                              

(C) The above data is not possible.                                                                                                                                          

(D) The firm is leveraged and the debt β is lower than the asset β.  
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(iv) For a portfolio containing three securities A, B and C,  correlation coefficients ρAB = +0.4;           

ρAC = +0.75;     ρBC = - 0.4;  standard deviation σA = 9;     σB = 11;     σC = 6;  weights ωA = 0.2;      ωB = 

0.5;     ωC = 0.3;  the covariance of securities A and B is                                                                                    

(A) 3.96                       (B) 24.75                       (C) 39.6                             (D) 247.5  

(v) A  1,000 per value bond bearing a coupon rate of 14% matures after 5 years. The required rate 

of return on this bond is 10%. The value of the bond (to the nearest rupee) will be:                                         

(A) 1,125                      (B) 1,152                          (C) 1,512                        (D) 862.20  

(vi) The following information is available for a mutual fund: Return   13%    Risk (S.D. i.e. σ)      16% 

Beta (β)  0.90     Risk Free Rate         10%  Treynor's Ratio of the mutual fund is:                                       

(A) 3.85                  (B) 4.43                    (C) 3.33                        (D) 3.73  

(vii)The 90 day interest rate is 1.85% in USA and 1.35% in the UK and the current spot exchange 

rate is $ 1.6/£. The 90-day forward rate is                                                                                                             

(A) $ 1.607893                   (B) $ 1.901221                      (C) $ 1.342132                      (D) $ 1.652312  

(viii) The intercept of the Security Market Line (SML) on the y axis is                                                                          

(A) E(Rm) - Rf                    (B) 1/[E(Rm) - Rf]                        (C) Rf - E(Rm)                      (D) Rf  

(ix) A mutual fund wants to hedge its portfolio of shares worth 10 crore using the NIFTY Index 

Futures. The contract size is 100 times the index. The index is currently quoted at 6840. The Beta 

of the portfolio is 0.8. The beta of the index may be taken as 1. What is the number of contracts to 

be traded?                                                                                                                                                                        

(A) 110                        (B) 116                           (C) 145                           (D) 123  

(x)  A call option at a strike price of 200 is selling at a premium of 24. At what share price on 

maturity will it break-even for the buyer of the option?                                                                              

(A)200                     (B) 176                        (C) 224                           (D) 248  

 Answer:  
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(iii) (D)   The firm is leveraged and the debt β is lower than the asset β.                                                                                 

Justification: Debt β is lower than equity β. Asset β is the weighted average of debt and equity and it 

has to be between 1.5 and debt β.  

(iv) (C)   39.6                                                                                                                                                         

Justification: ρAB × σA × σB = 0.4 × 9 × 11 = 39.6  

(v) (B)   1,152                                                                                                                                                        

Justification: Value of the bond =  [140 × PVIFA10% 5 year + 1,000 × PVIF10% 5 year]  = 140 × 3.7907 

+ 1,000 × 0.6209 = 1,151.598 = 1,152   

(vi) (C)   3.33                                                                                                                                                       

Justification: Treynor’s Ratio = (Rp – Rf)/β = (13 – 10)/0.90 = 3.33 Where, Rp = Return; Rf = Risk Free 

Rate of Return; β = Beta  

(vii) (A)   $ 1.607893                                                                                                                                       

Justification: [Forward Rate / Spot Rate] = [(1 + domestic interest rate)/(1 + foreign interest rate)]  

F/$1.6 = [(1 + 0.0185)/(1 + 0.0135)] = $1.607893 

 

 

141. Choose the correct option from the four alternatives given :  

(i) Annual Cost Saving 4,00,000 Useful life 4 years Cost of the Project  11,42,000 The Pay back 

period would be                                                                                                                                                                            

(A) 2 years 8 months                (B) 2 years 11 months                                                                                                          

(C) 3 years                                  (D) 1 year 10 months  
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Answer:  

(i) (B)         Justification: Pay-back Period = Cost of Project/Annual Cost Saving                                                      

= 11,42,000/4,00,000 = 2.855 = 2 years 11 months.                                                                                                      

(ii) (D)       Justification: Coefficient of variation = Standard deviation/Expected NPV Coefficient of 

variation of X=37947/90000=0.422 Coefficient of variation of Y=44497/106000=0.420 Coefficient of 

variation of Z= 42163/100000=0.422 Coefficient of variation of U= 41997/90000=0.467 U has highest 

risk as it has highest coefficient of variation.   

(iii) (A)            Justification: The annualized premium = [(Forward rate-Spot Rate)/Spot Rate]*[12/ 

Forward Contract length in months]   =  65.90-65/65*12/4 = 4.2%.  

 

 

 

 

 

 

                                                                  *** 
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Paper-13: CORPORATE   LAWS      AND     COMPLIANCE 

1. Every listed Public Company shall have ‘Independent Directors’ of at least                                                    

(i)  1/3 rd of the total number of Directors                    (ii)  2/3 rd of the total number of Directors  

(iii)  ¼ th of the total number of Directors                     (iv) 2/4 th of the total number of Directors                     

# (A) (i) 1/3 rd of the total number of Directors                                                                                                                                                                                            

Justification: Under Section 149(4) of the Companies Act, 2013 it has been stated that every listed 

public company shall have at least 1/3 rd of the total number of directors as independent directors, 

hence answer is (i).  

 2.Export under Foreign Exchange Management Act, 1999 means:                                                                   

(i)  the taking out of India to a place outside India any goods.                                                                             

(ii)  provision of services from India to any person outside India.                                                                      

(iii)  both the above                          (iv) none of the above                                                                                          

# (i) the taking out of India to a place outside India any goods.                                                                              

Justification: Under Section 2(l) of FEMA, 1999,export with its grammatical variations and cognate 

expressions, means both (i) the taking out of India to a place outside India any goods, hence answer 

is (i).   

 3.Unless the Articles require a larger number of members, Quorum of a General Meeting of a 

Producer Company shall be                    (i)  5 members                   (ii)  one third of total membership                               

(iii)  one-fourth of total membership                                                 (iv) half of total membership                                               

# (iii) one-fourth of total membership                                                                                                        

Justification: ¼ th membership. (Sec 581 Y), hence answer is (iii).  

4. Unfair competition under the Competition Act, 2002 means adoption of practices like                           

(i) collusive price fixing     (ii)allocation of markets       (iii)discriminatory pricing      (iv) all the above  

# (iv) all the above                                                                                                                                             

Justification: The competition Act, 2002, has specified all of the practices mentioned here, as anti-

competitive practices, to be treated under “Unfair Competition‟, hence answer is (iv).   

5.Every company shall hold the first meeting of the Board of Directors within how many day’s of 

the date of incorporation:                                                                                                                                                    

(i)15 day’s             (ii)30 day’s             (iii)45 day’s                 (iv)60 day’s                                                                       

#(ii) 30 day’s                                                                                                                                                    

Justification: Section 173 of The Companies Act, 2013 states that every company shall hold the first 

meeting of the Board of Directors within 30 days of the date of its incorporation, hence answer is (ii).  

  6.Any person aggrieved by any order of Appellate Tribunal may file an appeal to the Hon’ble 

Supreme Court within how many days; from the date of receipt of the order of Appellate Tribunal 

(i)  30 days                         (ii)  60 days                    (iii)  90 days                      (iv) 120 days                                          

#(ii) 60 days                                                                                                                                                                          

Justification: 60 days. Sec. 423. However, If the Supreme Court seems that further time should be 

allowed, then the Supreme Court may allow further time of not more than 60 days, hence, answer 

is(ii).   
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7. The Insolvency and Bankruptcy Code, 2016, does not cover                                                                                          

(i)  Financial Institutions,                                             (ii) Insurance Company,                                                                       

(iii) Mutual Funds & Pension Funds.                        (iv) None of the above                   (v) All the above 

#(iv) None of the above                                                                                                                                          

Justification: The Insolvency and Bakruptcy Code, 2016 does not cover Financial Institutions, 

Insurance Company, Mutual Funds, Pension Funds etc., hence, answer is (iv).   

 8.The Companies Act, 2013 specified ‘Small Shareholder’ as a shareholder holding shares of 

nominal value of not more than:                                                                                                                              

(i)15,000               (ii)20,000                (iii)25,000                (iv)30,000                                                                                         

# (ii) 20,000                                                                                                                                                        

Justification: According to Section 151 of the Companies Act,2013, „small shareholder‟ means a 

shareholder holding shares of nominal value of not more than 20,000 or such other sum as may be 

prescribed, hence, answer is (ii).   

9. No banking company shall create any charge upon its                                                                                          

(i) Paid up capital                    (ii)  Unpaid capital,                (iii) Only (i) above            (iv) Only (ii) above 

# (ii) Unpaid capital,                                                                                                                                           

Justification: According to Section 14 of The Banking Regulation Act, 1949, no banking company shall 

create any charge upon its unpaid capital, and any such charge if created, shall be invalid, hence, 

answer is (ii).       

10.SEBI specified Listing pursuant to public issue as:                                                                                              

(i)  Minimum application size Rs1 million                 (ii)  Number of allottees shall be more than 200 

(iii)  Both the above                                                       (iv) None of the above                                                        

# (iii) Both the above                                                                                                                                               

Justification: As per SEBI Issue of Capital and Disclosure Requirements Regulations, 2009, both the 

conditions will apply for listing pursuant to public issue, hence, answer is (iii). 

11. ‘Small Company’ means a Company of which:                                                                                                   

(i)  Paid -up-share capital is Rs 50 Lakhs to 5 Crores                                                                                                              

(ii)  Turnover is `. 2Crores to 20 Crores                (iii) None of the above                (iv) Both the above 

#(A) (iv) Both the above                                                                                                                                    

Justification: As per Section 2(85) of The Companies Act, 2013, “small company‟ means a company, 

other than a public company where both the mentioned conditions apply, hence, answer is (iv).  

12. Any allotment of securities made on the basis of Prospectus should be void if permission of 

listing is not granted by the Stock Exchange before expiry of                                                                               

(i) 12 weeks from the closure of the issue                           (ii)10 weeks from the closure of the issue                                   

(iii)  8 weeks from the closure of the issue                          (iv) 30 days from the closure of the issue   

# (ii) 10 weeks from the closure of the issue                                                                                                 

Justification: Under Sec. 40 of The Companies Act, 2013 any allotment of securities made on the basis 

of Prospectus should be void if permission of listing is not granted by the Stock Exchange before the 

expiry of 10 weeks from the closure of the issue, hence, answer is (ii).   
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13.Every Company shall hold the first Board meeting within                                                                                   

(i) 3 months of its incorporation                                            (ii) 30 days of its incorporation                                              

(iii) 15 days of its incorporation                                             (iv) 4 months of its incorporation                    

# (ii) 30 days of its incorporation                                                                                                                                 

As per Sec. 173 (1) the Board Meeting shall be held within 30 days of the date of its incorporation, 

hence, answer is (ii).   

 14.Strategy to tackle black money under The Prevention of Money Laundering Act, 2002:                            

(i)  Preventing generation of black money                                                                                                                

(ii)  Effective detection, investigation & adjudication of black money                                                        

(iii)  Both the above                               (iv) None of the above                                                                                   

# (iii) Both the above                                                                                                                                          

Justification: The Prevention of Money Laundering Act, 2002, has identified all of the strategies 

mentioned here, are to be applied for tackling back money, hence, answer is (iii).  

15. According to The Insolvency and Bankruptcy Code, 2016, corporate insolvency resolution 

process shall be completed within a period of:                                                                                                            

(i) 365 days from the date of admission of the application to initiate such process,                                                        

(ii) 270 days from the date of admission of the application to initiate such process,                                                  

(iii)180 days from the date of admission of the application to initiate such process,                                     

(iv) 90 days from the date of admission of the application to initiate such process.                                          

#(iii) 180 days from the date of admission of the application to initiate such process,                                       

Justification: According to the Insolvency and Bankruptcy Code, 2016 corporate insolvency resolution 

process shall be completed within a period of 180 day’s from the date of admission of the application 

to initiate such process, hence, answer is (iii).  

16. As per SEBI (ICDR) Regulations, 2009 in case of Initial Public Offer /IPO, the minimum 

Promoters’ contribution should not be:                                                                                                                    

(i)  less than 15% of the post issue capital                       (ii)  less than 20% of the post issue capital                   

(iii)  less than 25% of the post issue capital                     (iv) less than 30% of the post issue capital 

#(ii) less than 20% of the post issue capital                                                                                               

Justification: Under Regulation 32 of the SEBI Issue of Capital and Disclosure Requirements 

Regulations 2009, it has been stipulated that in case of an IPO, the minimum  contribution of the 

promoters should not be less than 20% of the post issue capital, hence, answer is (ii).   

17.Every Nidhi shall maintain Net Owned Funds (excluding the proceeds of any preference share 

capital) of not less than                                                                                                                                       

(i)10,00,000          (ii) 15,00,000             (iii)20,00,000              (iv)25,00,000.                                                                   

# (i) 10,00,000                                                                                                                                                               

Justification: Every Nidhi shall maintain Net Owned Funds (excluding the proceeds of any preference 

share capital) of not less than ten lakh rupees or as specified by the Central Government , from time 

to time, hence, (i).  

18. Companies Act, 2013 contemplated Penalties which are of                                                                            

(i) 10 types                    (ii) 5 types                   (iii) 7 types                     (iv) 3 types                                                  

#(ii) ) 5 types                                                                                                                                                    

Justification: Companies Act, 2013 contemplated penalties which are of 5 types. hence, answer is (ii).  
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19.Rule 3 of the Companies (Appointment and Qualification of Directors) Rules, 2014 provides that 

companies shall appoint at least one woman director:                                                                                        

(i) Where paid-up share capital is at least Rs100 crore                                                                                                         

(ii)Turnover of the company is at least Rs300 crore                                                                                            

(iii) Both the above                    (iv) None of the above                                                                                              

#(iii) Both the above                                                                                                                                                  

Justification: Rule 3 of the Companies (Appointment and qualification of Directors) Rules, 2014 

provides that the following class of companies shall appoint at least one woman director:  (1)  every 

listed company.  (2)  every other public company having  (a) paid–up share capital of one hundred 

crore rupees or more or (b) turnover of three hundred crore rupees or more ,hence, answer is (iii).  

20. As per The Securities Exchange Board of India Act, 1992 Revised Clause 49 (VI) is applicable to:  

(i) Top 100 companies by market capitalisation                                                                                                      

(ii) Top 200 companies by market capitalisation                                                                                                                 

(iii) Only (i) above                    (iv) Only (ii) above.                                                                                                  

#(i) Top 100 companies by market capitalisation                                                                                                      

Justification: As per Clause 49(VI) of the Revised Clause 49 of the Listing Agreement and Guidelines 

Issued Under Clause 49; risk management is applicable only to the top 100 companies by market 

capitalisation as at the closing of immediate previous financial year, hence, answer is (i).   

21. Matters not to be dealt with in a meeting through video conferencing or other audiovisual 

means:                                                                                                                                                                                     

(i) The approval of annual financial statements                (ii) The approval of the Board’s report                           

(iii) The approval of the prospectus                                     (iv) All the above                                                           

# (iv) All the above                                                                                                                                                       

Justification- As provided in Rule 4 of the Companies (Meetings of Board and its Powers) Rules, 2014, 

all the said matters are not to be dealt with in a meeting through video conferencing or other audio-

visual means.  

 22.Cost Records are to be maintained as per Companies Act, 2013:                                                                 

(i)U/s 146(1)                     (ii)U/s 147(1)                       (iii) U/s 148(1)                 (iv) None of the above 

#(iii) U/s 148(1)                                                                                                                                               

Justification- Central Govt. has specified maintenance of Cost Records u/s 148(1) of Companies Act, 

2013.  

23. Types of penalties have been contemplated under the Companies Act, 2013 are of:                                    

(i) Three types                   (ii) Four types                      (iii) Five types                        (iv) Six types                    

#(iii) Five types                                                                                                                                                         

Justification- Five types of Penalties have been contemplated under the Companies Act, 2013 of 

which three are compoundable and other two are not compoundable.  

 24.Authorised Person under FEMA means:                                                                                                                      

(i) An authorised dealer          (ii) Money changer         (iii) Both the above        (iv) None of the above 

#(iii) ) Both the above                                                                                                                                                    

Justification- „Authorised person‟ u/s 2(c ) has been specified under FEMA, 1999 who can deal  in 

foreign exchange or foreign securities under section 10(1).  
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25.No banking company shall create any charge upon its:                                                                                   

(i)  Paid up capital             (ii)Unpaid capital,                   (iii)Only (i) above              (iv) Only (ii) above                 

#(ii) Unpaid capital,                                                                                                                                            

Justification- According to Section 14 of The Banking Regulation Act, 1949, no banking company shall 

create any charge upon its unpaid capital, and any such charge if created, shall be invalid.  

26. Minimum Paid-up equity capital for any Health Insurance company to register in India is:                       

(i) 100 Crore                        (ii)200  Crore                        (iii)300 Crore                       (iv)500 Crore                         

# (i) 100 Crore                                                                                                                                                 

Justification- The Insurance Act, 1938, has specified u/s 6 that no insurer [other than an insurer 

defined u/s 2(9)(d)]shall be registered for Health Insurance after the commencement of IRDA, 1999, 

unless he has minimum paid up capital of Rs 100 Crore.  

27. Strategy to tackle black money under The Prevention of Money Laundering Act, 2002:                        

(i) Preventing generation of black money                                                                                                                  

(ii) Effective detection, investigation & adjudication of black money                                                                        

(iii) Both the above                                    (iv) None of the above                                                                         

#(iii) Both the above                                                                                                                                         

Justification- The Prevention of Money Laundering Act, 2002, has identified all of the strategies 

mentioned here, are to be applied for tackling back money.  

 28.‘Unfair Competition’ under the Competition Act, 2002 includes                                                                    

(i) Collusive price fixing   (ii) Tie in sales    (iii) Predatory & discriminatory pricing    (iv) All the above   

#(iv) All the above                                                                                                                                             

Justification- The competition Act, 2002, has specified all of the practices mentioned here, as anti-

competitive practices, hence, to be treated under „Unfair Competition‟.   

29.SEBI specified Listing pursuant to public issue as:                                                                                                         

(i) Minimum application size   1 million                       (ii) Number of allottees shall be more than 200                                 

(iii) Both the above                                                           (iv) None of the above                                                  

#(iii) Both the above                                                                                                                                               

Justification- As per SEBI Issue of Capital and Disclosure Requirements Regulations, 2009, both the 

conditions will apply for listing pursuant to public issue. 

30.Where a member wishes to transfer only a part of his shareholding or wishes to sell them to 

two or more persons, he is required to submit the share certificate with the company. This 

certificate is known as __________________.                                                                                                                   

(a) Lodging Certificate                           (b) Endorsement Certificate                                                                                          

(c) Forwarding Certificate                     (d) None of the above                                                                                                        

#(a) Lodging Certificate                            

 31. ___________________ means a person liable to contribute towards the assets of the company 

in the event of its wound up.                                                                                                                                       

(a) Share Holder                   (b) Contributory                      (c) Promoter                   (d) Any of the above 

#(b) Contributory                 



 

Final group3      
 

 32. An arrangement provided by the issuer under which a person offers to purchase specified 

securities from the original resident retail individual allottees at the issue price is known as 

____________.                                                                                                                                                                      

(a) Hedging                (b) Pledging               (c) Safety net arrangement             (d) None of the above                                         

#(c) Safety net arrangement      

 33.Gold includes gold in the form of _______________ whether legal tender or not, or in the form 

of bullion or ingot, whether refined or not.                                                                                                                                                          

(a) Biscuits        (b) Bricks      (c) Bars       (d) Coins                                                                                                                                                                                                                              

#(d) Coins 

 34.National Voluntary Guidelines, 2011 have been articulated in the form of __________ 

Principles with the Core Elements to actualize each of the principles.                                                                           

(a) 9         (b) 10         (c) 12         (d) 15                                                                                                                                                            

#(a) 9          

35.When only a part of the shares is transferred, the company issues a ticket for the balance of 

shares not transferred. Such a ticket is known as                                                                                                             

(a) Issue Ticket                  (b) Balance ticket              (c) Balance Certificate             (d) Issue Certificate 

#(b) Balance ticket               

 36. _______________ means prohibition of transfer, conversion, disposition or movement of 

property by an order issued under PMLA 2002.                                                                                                   

(a) Lock-out                 (b) Underwriting                   (c) Attachment                     (d) Scrutiny                            

#(c) Attachment                      

 37.A _____________________ includes an agreement or arrangement in writing for transfer of 

assets, or funds, goods or services, from or to the corporate debtor.                                                                    

(a) Transaction                    (b) Transfer                  (c) Liquidation                  (d) None of the above             

#(a) Transaction                     

38. According to the Companies (Registration of Foreign Companies) Rules, 2014, every foreign 

company shall prepare _________________                                                                                                              

(a) financial statement of its Indian business operations in accordance with Schedule III                              

(b) financial statement of its Indian business operations                                                                                          

(c) its cash transaction records                                                                                                                                          

(d) financial statement of its all business operations in accordance with Schedule III                                 

#(a) financial statement of its Indian business operations in accordance with Schedule III                               

 39. _________________, the maximum amount which can be invested by foreign investors in an 

entity, unless provided otherwise, is composite and includes all types of foreign investments, 

direct and indirect, regardless of whether the said investments have been made under different 

Schedules of FEMA (Transfer or Issue of Security by Persons Resident Outside India) Regulations. 

(a) Investment cap                   (b) Sectoral cap                                                                                                                     

(c) FDI cap                                  (d) Repariation cap                                                                                                                                

#(b) Sectoral cap                      
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40.If a person appointed as an auditor of a company incurs any of the disqualification specified in 

Section 141(3), he shall be deemed to have vacated his office. Such vacation shall be deemed to be 

______________ in the office of the auditor.                                                                                                          

(a) casual vacancy            (b) permanent vacancy                                                                                                                                                       

(c) ad-hoc vacancy           (d) None of the above                                                                                                      

#(a) casual vacancy 

 41. A One Person Company shall file a copy of the financial statements duly adopted by its 

member, along with all the documents which are required to be attached to such financial 

statements, within ____________ days from the closure of the financial year.                                                    

(a) 180                 (b) 90                    (c) 45                      (d) 30                                                                                          

#(a) 180 

42. The Court or Special Court, while deciding the amount of fine or imprisonment under Section 

446A of Companies Act, shall have due regard to ______________ .                                                                

(a) Size of the company          (b) Injury to public interest                                                                                                           

(c) Nature of default               (d) All of the above                                                                                                       

#(d) All of the above  

43.Contracts made by or on behalf of a company, may not be signed by _____________ duly 

authorised by the Board in this behalf.                                                                                                                        

(a) Key Managerial Person                 (b) An Officer                                                                                                           

(c) Employee of the company            (d) Auditor                                                                                                                                                        

#(d) Auditor 

 44.A resolution professional can take action only with prior approval of committee of creditors, 

with ____________ voting in favour                                                                                                                                                                                    

(a) 75%          (b) 10%        (c) 51%      (d) None of the above                                                                                            

#(a) 75%           

 45.Chapter VIA of SEBI Act 1992 deals with ______________                                                                             

(a) Powers and Functions of the Board                    (b) Penalties and Adjudication                                               

(c) Registration Certificate                                          (d) Finance, Accounts and Audit                                          

#(b) Penalties and Adjudication                                                

 46.Wherever during the course of inquiry, the Competition Commission exercises its jurisdiction 

to pass interim orders; it should pass a final order in that behalf as expeditiously as possible and in 

any case not later than _______________ days.                                                                                                        

(a) 60        (b) 45        (c) 30       (d) 180                                                                                                                        

#(a) 60         

 47. __________________ includes a person to whom the whole of the interest of policy holder in 

the policy is assigned once and for all, but does not include an assignee thereof whose interest in 

the policy is defeasible or is for the time being subject to any condition                                                                      

(a) Nominee                    (b) Policy-Holder                                                                                                                  

(c) Claimant                     (d) None of the above                                                                                                               

# (b) Policy-Holder                     
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48. Section 25 of Banking Regulation Act, 1949 requires for the maintenance of assets equivalent 

to ______________ of its demand and time liabilities in India, at the close of business of the last 

Friday of every quarter.                                                                                                                                                  

(a) Maximum 75%       (b) at least 75%                                                                                                                                       

(c) Maximum 90%        (d) at least 90%                                                                                                                              

#(b) at least 75%     

 49.SmartGov project has been developed to streamline operations, enhance efficiency through 

workflow automation and knowledge management for implementation in the __________ 

Secretariat.                                                                                                                                                                          

(a) Karnataka                       (b) Telengana                                                                                                                                    

(c) Andhra Pradesh             (d) West Bengal                                                                                                                            

#(c) Andhra Pradesh              

50.Which of the following statements is/are false about Directors Responsibility Statement.                    

(a) Shall state that in the preparation of the annual accounts, the applicable accounting standards 

had been followed along with proper explanation relating to material departures.                                                       

(b) Shall state that the directors had prepared the annual accounts on a periodicity basis.                                                

(c) Shall state that the directors had taken proper and sufficient care for the maintenance of 

adequate accounting records in accordance with the provisions of Companies Act.                                                       

(d) None of the above                                                                                                                                              

#(b) Shall state that the directors had prepared the annual accounts on a periodicity basis.                                                 

 51.A One Person Company shall file a copy of the financial statements duly adopted by its 

member, along with all the documents which are required to be attached to such financial 

statements, within ____________ days from the closure of the financial year.                                              

(a) 180                   (b) 90                    (c) 45                 (d) 30                                                                                          

#(a) 180                    

 52.The Board may fill any casual vacancy in the office of an auditor within 30 days but where such 

vacancy is caused by the resignation of an auditor, such appointment shall also be approved by 

the ________________.                                                                                                                                                

(a) Board of Directors                                                                                                                                                        

(b) company at a general meeting                                                                                                                                     

(c) company at a general meeting convened within three months                                                                 

(d)company at a general meeting convened within three months of the recommendation of the 

Board                                                                                                                                                                    

#(d)company at a general meeting convened within three months of the recommendation of the 

Board 

 53. According to Rule 8 of the Companies (Appointment and Remuneration of Managerial 

Personnel) Rules, 2014 every listed company and every other public company having a paid up 

share capital of ____________ or more shall have whole-time key managerial personnel.                                    

(a)10 crore                           (b)100 crore                                                                                                                             

(c)25 crore                            (d)50 crore                                                                                                                                      

#(a)10 crore                          
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54. If on the winding up or dissolution of a company with charitable object there remains, after 

the satisfaction of its debts and liabilities, any asset, they may be transferred to another company 

registered under this section and having similar objects, subject to such conditions as the Tribunal 

may impose, or may be sold and proceeds thereof credited to the ______________                                                   

(a) Rehabilitation and Insolvency Fund                       (b) Insolvency and Bankruptcy Fund                                     

(c) Surplus Account of the company                             (d) Any of the above                                                      

#(b) Insolvency and Bankruptcy Fund                                      

55.Chapter VI of SEBI Act 1992 deals with ______________                                                                                      

(a) Powers and Functions of the Board                         (b) Penalties and Adjudication                                      

(c) Registration Certificate                                                (d) Finance, Accounts and Audit                                             

#(d) Finance, Accounts and Audit 

 56.Wherever during the course of inquiry, the Competition Commission exercises its jurisdiction 

to pass interim orders; it should pass a final order in that behalf as expeditiously as possible and in 

any case not later than _______________ days.                                                                                                  

(a) 60            (b) 45           (c) 30              (d) 180                                                                                                          

#(a) 60             

57. ‘Foreign exchange’ means foreign currency and includes ___________                                                                                     

(a) deposits, credits and balances payable in any foreign currency.                                                                      

(b) drafts, travellers cheques, letters of credit or bills of exchange, expressed or drawn in Indian 

currency but payable in any foreign currency.                                                                                                         

(c) drafts, travellers cheques, letters of credit or bills of exchange drawn by banks, institutions or 

persons outside India, but payable in Indian currency.                                                                                                      

(d) All of the above                                                                                                                                                              

#(d) All of the above  

58.Section 25 of Banking Regulation Act, 1949 requires for the maintenance of assets equivalent to 

______________ of its demand and time liabilities in India, at the close of business of the last 

Friday of every quarter.                                                                                                                                                 

(a) Maximum 75%         (b) at least 75%                                                                                                                              

(c) Maximum 90%         (d) at least 90%                                                                                                                           

#(b) at least 75%    

 59.When the liability of the members of a company is limited by its memorandum of association 

to the amount (if any) unpaid on the shares held by them, it is known as a ___________________  

(a) company limited by shares                        (b) company limited by guarantee                                                      

(c) Unlimited Company                                     (d) None of the above                                                                

#(a) company limited by shares                         

 60.___________________ means an individual who, subject to the superintendence, control and 

direction of the Board of Directors, has the management of the whole, or substantially the whole, 

of the affairs of a company.                                                                                                                                    

(a) Director                           (b) Manager                                                                                                                                                               

(c) Managing Director        (d) Promoter                                                                                                                            

#(b) Manager        
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61.Any remuneration for services rendered by any such director in other capacity shall not be so 

included if                                                                                                                                                                           

(a) the services rendered are of a professional nature                                                                                

(b) it is with approval of the Nomination and Remuneration Committee                                                                     

(c) it is with approval of the Board of Directors                                                                                                                     

(d) None of the above                                                                                                                                                       

#(a) the services rendered are of a professional nature                                                                                 

 62. __________________ means the gross amount of revenue recognised in the profit and loss 

account from the sale, supply, or distribution of goods or on account of services rendered, or both, 

by a company during a financial year [Sec 2 (91)].                                                                                                   

(a) Profits                         (b) Net sales                                                                                                                                                  

(c) Turnover                     (d) Net profit                                                                                                                                 

#(c) Turnover                     

 63. Authorized Bank‘ means a bank including ________________ (other than an authorized 

dealer) authorized by the Reserve Bank to maintain an account of a person resident outside India.                        

(a) a Public Sector bank                    (b) a Private Sector bank                                                                                                

(c) a co-operative bank                     (d) a Non – Banking Financial Institution                                                  

#(c) a co-operative bank                      

 64.A _____________________ includes an agreement or arrangement in writing for transfer of 

assets, or funds, goods or services, from or to the corporate debtor.                                                                 

(a) Transaction                  (b) Transfer                                                                                                                                         

(c) Liquidation                   (d) None of the above                                                                                                           

#(a) Transaction                

65.Guidance on implementation of principles and core elements states that the action 

____________________ should focus on building strong relationships and engaging with 

stakeholders on a consistent and continuous basis is crucial.                                                                                                

(a) leadership                    (b) integration                                                                                                                   

(c) engagement                 (d) reporting                                                                                                                        

#(c) engagement                  

 66.Filing a copy of winding up petition made with the registrar is to be made mandatorily within   

(i) 15 day’s             (ii) 30 day’s                (iii) 45 day’s                (iv) 60 day’s                                                           

# (iv) 60 day’s                                                                                                                                                 

Justification- A copy of the petition of winding up made under the Companies Act, 2013, shall be filed  

with the Registrar without any prejudice to any other provisions to be submitted to the Tribunal 

within 60 day’s of receipt of such petition.  

67.Every Nidhi shall maintain Net Owned Funds amounting to at least                                                                  

(i)5 lakh                       (ii)10 lakh                 (iii)15 lakh             (iv)20 lakh                                                               

#(ii) 10 lakh                                                                                                                                                           

Justification- Every Nidhi shall maintain Net Owned Funds (excluding the proceeds of any preference 

share capital) of not less than ten lakh rupees or as specified by the Central Government , from time 

to time.  
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68.The Companies Act, 2013 specified “Small Shareholder” as a shareholder holding shares of 

nominal value of not more than:                                                                                                                               

(i)15,000           (ii)20,000              (iii)25,000             (iv)30,000                                                                              

#(ii)20,000                                                                                                                                                         

Justification- According to Section 151 of the Companies Act,2013, ‘small shareholder’ means a 

shareholder holding shares of nominal value of not more than 20,000 or such other sum as may be 

prescribed.  

69.As per The Securities Exchange Board of India Act, 1992 Revised Clause 49 (VI) is applicable to:  

(i) Top 100 companies by market capitalization        (ii) Top 200 companies by market capitalisation 

(iii) Only (i) above                                                             (iv) Only (ii) above                                                                             

#(i) Top 100 companies by market capitalization                                                                                                         

Justification- As per Clause 49(VI) of the Revised Clause 49 of the Listing Agreement and Guidelines 

Issued Under Clause 49;  risk management is applicable only to the top 100 companies by market 

capitalisation as at the closing of immediate previous financial year.  

70.The Central Govt. may remove from office of the President, Chairperson or any other Member 

of the National Company Law Tribunal (NCLT) who:                                                                                                          

(i) Has been adjudged an insolvent                                                                                                                                     

(ii) Has been convicted as an offence and which involves moral turpitude                                                      

(iii) Has become physically or mentally incapable to act on the same position                                                   

(iv) All the above                                                                                                                                                                  

#(iv) All the above                                                                                                                                          

Justification- Section 417 of the Companies Act, 2013, is dealing in National Company Law Tribunal 

where it has been stated that the Central Govt. may, after consultation with the Chief Justice of India 

may remove from the office the President, Chairperson or any Member on all the mentioned grounds.  

71.Every listed Public Company shall have „Independent Directors of at least                                             

(i)  1/3 rd of the total number of Directors                                                                                                                           

(ii)  2/3 rd of the total number of Directors                                                                                                                                

(iii)  ¼ th of the total number of Directors                                                                                                                  

(iv) 2/4 th of the total number of Directors                                                                                                                    

#(i) 1/3 rd of the total number of Directors                                                                                             

Justification- Under Section 149(4) of the Companies Act, 2013 it has been stated that every listed 

public company shall have at least 1/3 rd of the total number of directors as independent directors.  

72.As per SEBI (ICDR) Regulations, 2009 in case of Initial Public Offer/IPO, the minimum 

Promoters‟ contribution should not be:                                                                                                                   

(i) < 15% of the post issue capital                                                                                                                                    

(ii) < 20% of the post issue capital                                                                                                                                

(iii) < 25% of the post issue capital                                                                                                                                  

(iv) < 30% of the post issue capital                                                                                                                             

#(ii) < 20% of the post issue capital                                                                                                        

Justification- Under Regulation 32 of the SEBI Issue of Capital and Disclosure Requirements 

Regulations 2009, it has been stipulated that in case of an Initial Public Offer, the minimum 

contribution of the promoters’ should not be less than 20% of the post issue capital.  
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73.Rule 3 of the Companies (Appointment and Qualification of Directors) Rules, 2014 provides that 

companies shall appoint at least one woman director:                                                                                             

(i)Where paid-up share capital is at least Rs100 crore                                                                                      

(ii)Turnover of the company is at least Rrs300 crore                                                                                                            

(iii) Both the above                             (iv) None of the above                                                                     

#(iii) Both the above                                                                                                                                  

Justification- Rule 3 of the Companies (Appointment and qualification of Directors) Rules, 2014 

provides that the following class of companies shall appoint at least one woman director:   (1) every 

listed company.  (2)  every other public company having.  (a) paid–up share capital of one hundred 

crore rupees or more; or  (b) turnover of three hundred crore rupees or more.   At least one woman 

director shall be on the Board of such class or classes of  companies as may be prescribed.                      

[Second proviso to section 149(1)].  

74.Every company shall hold the first meeting of the Board of Directors within how many day’s of 

the date of incorporation:                                                                                                                                               

(i) 15 day’s              (ii) 30 day’s            (iii) 45 day’s            (iv) 60 day’s                                                                                                                                        

#(ii)30 day’s                                                                                                                                                    

Justification- Section 173 of The Companies Act, 2013 states that every  company shall hold the first 

meeting of the Board of Directors within 30 days of the date of its incorporation.   

75.Export under Foreign Exchange Management Act, 1999 means:                                                                   

(i)  the taking out of India to a place outside India any goods.                                                                             

(ii)  provision of services from India to any person outside India.                                                                        

(iii) both the above                                             (iv) none of the above                                                                                                                                                                                            

#(iii)both the above                                                                                                                                            

Justification- Under Section 2(l) of FEMA, 1999 ‘export’, with its grammatical variations and cognate 

expressions, means both (i) the taking out of India to a place outside India any goods. (ii) provision of 

services from India to any person outside India.  

76.The general principle of company law is that _____________________ with other members of 

the company in the same class.                                                                                                                                     

(a) every member holds equal rights                                       (b) members may have differential rights                                       

(c) members may or may not have differential rights          (d) None of the above                                       

#(a) every member holds equal rights     

 77.According to Sec 2(6) of Companies Act, 2013 an associate company, in relation to another 

company, means a company in which that other company has a significant influence. Here 

significant influence means ______________________                                                                                                     

(a) Control of at least twenty per cent. of total voting power                                                                                     

(b) Control of at least twenty per cent. of total voting power, or control of or participation in 

business decisions under an agreement                                                                                                                                     

(c) Control of at least twenty - five per cent. of total voting power                                                                                     

(d) Control of at least twenty - five per cent. of total voting power, or control of or participation in 

business decisions under an agreement                                                                                                                          

#(b) Control of at least twenty per cent. of total voting power, or control of or participation in 

business decisions under an agreement                                                                                                                                      
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78. A copy of the Inspectors report under section 223 of Companies Act, 2013 may be obtained by 

____________                                                                                                                                                                                   

(a) By members, creditors or any other person whose interest is likely to be affected by making an 

application in this regard to the Central Government                                                                                                  

(b) by making an application in this regard to the Central Government                                                                             

(c) Option (a) or (b)                                                                                                                                                              

(d) None of the above                                                                                                                                                                   

#(a) By members, creditors or any other person whose interest is likely to be affected by making an 

application in this regard to the Central Government                                                                                                   

 79.Which of the following would not constitute to be the Key managerial personnel‘ as per 

section 2(51) of Companies Act, 2013.                                                                                                                                 

(a) the Chief Executive Officer or the managing director or the manager                                                          

(b) the company secretary                                                                                                                                             

(c) such other officer, not more than one level below the directors who is in whole-time 

employment, designated as key managerial personnel by the Board                                                                                         

(d) the Chief Financial Officer                                                                                                                                                 

#(d) the Chief Financial Officer  

80.‘Small Company‘ means a company, other than a public company, with a paid-up share capital 

of which does not exceed _______________ rupees or such higher amount as may be prescribed 

which shall not be more than ______________ rupees.                                                                               

(a) five lakh; one crore       (b) fifty lakh; five crore       (c) fifty lakh; ten crore   (d) None of the above 

#(c) fifty lakh; ten crore    

 81. A company registered under ______________ shall amalgamate only with another company 

registered under this Section and having similar objects                                                                                               

(a) Sec 7 of Companies Act, 2013                               (b) Sec 8 of Companies Act, 2013                                                   

(c) Sec 9 of Companies Act, 2013                               (d) Sec 10 of Companies Act, 2013                                

#(b) Sec 8 of Companies Act, 2013                                                    

 82. ______________ means any director whose presence cannot count for the purpose of forming 

a quorum at a meeting of the Board, at the time of the discussion or vote on any matter.                                       

(a) Interested Director            (b) Related party        (c) Nominee Director          (d) None of the above 

#(a) Interested Director             

 83.The ___________________ shall satisfy itself on the need for omnibus approval for 

transactions of repetitive nature and that such approval is in the interest of the company.                                              

(a) Board of Directors     (b) Audit Committee     (c) Management Committee     (d) Any of the above 

#(b) Audit Committee      

 84.A company may make payment to a managing or whole-time director or manager, but not to 

_______________, by way of compensation for loss of office, or as consideration for retirement 

from office or in connection with such loss or retirement.                                                                                          

(a) Any other Director       (b) Independent Director       (c) Interested Director         (d) Employees 

#(a) Any other Director        
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85. The provisions of Insolvency and Bankruptcy Code, 2016 applies, in relation to _____________. 

(a) Insolvency, liquidation, voluntary liquidation or bankruptcy                                                                                  

(b) Insolvency, liquidation or bankruptcy                                                                                                                           

(c) Insolvency or bankruptcy                                                                                                                                            

(d) None of the above                                                                                                                                                  

#(a) Insolvency, liquidation, voluntary liquidation or bankruptcy                                                                                   

 86.If any of the provisions of Sections 139 to 146 (both inclusive) is contravened, the company 

shall be punishable with fine which shall not be less _______ than but which may extend to _____.                

(a)1,00,000; 5,00,000      (b)25,000;1,00,000     (c)25,000;5,00,000     (d)125,000;5,00,000 

#(c)25,000;5,00,000       

 87.Moratorium shall not apply to such transactions as may be notified by the Central Government 

in consultation with                                                                                                                                                           

(a) any financial sector regulator                   (b) Operational Debtor                                                                                                                        

(c) Operational Creditor                                   (d) Board of Directors                                                                    

#(a) any financial sector regulator                    

 88. The listing regulations have been sub-divided into __________________.                                                           

(a) Two parts; substantive provisions incorporated in the main body of Regulations and procedural 

requirements in the form of Schedules to the Regulations                                                                                    

(b) Two parts; substantive provisions incorporated in the main body of Regulations and juridical 

requirements in the form of Schedules to the Regulations                                                                                     

(c) Three parts; substantive provisions incorporated in the main body of Regulations, procedural 

requirements in the form of Schedules to the Regulations and Listing for Merger and 

amalgamation                                                                                                                                                                      

(d) Three parts; substantive provisions incorporated in the main body of Regulations, juridical 

requirements in the form of Schedules to the Regulations and Listing for Merger and 

amalgamation                                                                                                                                                                 

#(a) Two parts; substantive provisions incorporated in the main body of Regulations and procedural 

requirements in the form of Schedules to the Regulations                                                                                     

 89.Unfair competition means adoption of practices such as __________________.                                      

(a) collusive price fixing        (b) creation of barriers to entry       (c) tie-in sales      (d) all of the above 

#(d) all of the above  

90.Foreign Currency Convertible Bond (FCCB) means ___________________                                                                       

(a) A bond convertible from Indian Currency to Foreign Currency                                                                                 

(b) A bond convertible from Foreign Currency to Indian Currency                                                                         

(c) A bond issued by an Indian company expressed in foreign currency, the principal and interest of 

which is payable in foreign currency                                                                                                                          

(d) A bond issued by a foreign company expressed in Indian currency, the principal and interest of 

which is payable in Indian currency                                                                                                                          

#(c) A bond issued by an Indian company expressed in foreign currency, the principal and interest of 

which is payable in foreign currency                                                                                                                           
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91. Remittance and Repatriation includes                                                                                                                  

(a) Remittance of sale proceeds/Remittance on winding up/Liquidation of Companies                                  

(b) Repatriation of Dividend                                                                                                                                             

(c) Repatriation of Interest                                                                                                                                                  

(d) All of the above                                                                                                                                                                                                         

#(d) All of the above 

92.Every ____________________ is a Predicate Offence                                                                                      

(a) Scheduled Offence                                                                                                                                                                                                         

(b) Recorded Offence                                                                                                                                                                                                                                 

(c) Sentenced Offence                                                                                                                                                                     

(d) Any of the above                                                                                                                                                                  

#(a) Scheduled Offence       

93.Functions of Insurance Regulatory and Development Authority does not include                                  

(a) Nomination by Policyholders                                                                                                                                    

(b) Practical training for Insurance agents and other intermediaries                                                                           

(c) Promoting insurance business                                                                                                                                                

(d) Surrender value of Policyholders                                                                                                                                   

#(c) Promoting insurance business                          

94.In India the Memorandum of Understanding is a negotiated document between the 

Government, acting as the owner of Public Sector Enterprise (PSE) and a specific PSE with the 

objectives of ______________                                                                                                                                         

(a) Improve the performance of CPSEs though increased management autonomy                                                      

(b) Remove the haziness in goals and objectives                                                                                                         

(c) either (a) or (b)                                                                                                                                                             

(d) Both (a) and (b)                                                                                                                                                                                          

#(d) Both (a) and (b)  

95.Suspicious transaction means a transaction whether or not made in cash which, to a person 

acting in good faith and                                                                                                                                                  

(a) Gives rise to a reasonable ground of suspicion that it may involve the proceeds or crime                       

(b) Appears to be made in circumstances of unusual or unjustified complexity.                                        

(c) Appears to have no economic rationale or bonafide purpose                                                                                        

(d) Any of the above                                                                                                                                                                      

#(d) Any of the above 

96.A company has 9 Directors, on 01-01-2018. The office of 2 Directors have fallen  vacant on 02-

01-2018. The quorum required for conducting a Board meeting is                                                                         

(A) 4                                    (B) 3                                        (C) 2                                          (D) 5                                

# (B) 3                                                                                                                                                                                 

The total strength shall be 9-2=7 directors. Quorum shall be higher of 2 or 1/3rd of7. 1/3rd of 7 

comes to 2.33. As per Clause (i) of Explanation to section 174(4), any fraction of a number shall be 

rounded off as 1. Accordingly, the quorum shall be 3 directors (being higher of 2 or 3). 
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97.During any financial year corporate Social Responsibility Committees of the board shall be 

constituted by every Company having                                                                                                                   

(A) Turnover of Rs 5,000 crores or more.                                                                                                                                     

(B) A Net Profit of Rs 2 crores or more.                                                                                                                                      

(C) Net Worth of Rs 5 crores or more                                                                                                                           

(D) Authorized capital of Rs 500 Crores or more.                                                                                                                 

#(A) Turnover of Rs 5,000 crores or more.                                                                                                        

According to Section 135(1) of the Companies Act 2013, every Company having net worth of rupees 

five hundred crores or more, or turnover of ` One thousand crores or more or a net profit of rupees 

five crores or more during any financial year shall constitute a corporate social Responsibility 

Committee of the Board.  In view of the above, Option (A) Turnover of ` 5000 crores or more which is 

more than of rupees one thousand crores or more as per required provision stated above should be 

considered.  

98. Companies Act,2013 Contemplated Penalties which are of                                                                                    

(A) 10 types                                (B) 5 types                                                                                                                            

(C) 7 types                                   (D) 3 types                                                                                                                            

# (B) 5 types                                                                                                                                                                                                                            

5 Types i.e. (1) Fine (2) Imprisonment or fine (3 Imprisonment or fine or with both                         

(4)imprisonment and fine and (5) imprisonment only  

99. A memorandum containing such salient features of a prospectus as may be specified by the 

Securities and Exchange Board by making regulation in this behalf is known as                                                 

(A) Red Herring Prospectus                         (B) Abridged Prospectus                                                                                                     

(C) Shelf Prospectus                                      (D) Deemed Prospectus                                                                     

#(B) Abridged Prospectus                                                                                                                                         

Abridged Prospectus is a shorter version of the prospectus that includes all the most key elements of 

the typical prospectus.  

100.Sec 233 of the Companies Act, 2013 prescribed simplified procedures for merger or 

amalgamation of two or more small company & small company means a company whose paid up 

capital does not exceed                                                                                                                                                    

(A) Rs 10,00,000                     (B)  Rs 25,00,000                                                                                                                      

(C)  Rs 50,00,000                    (D) Rs 100,00,000                                                                                                                               

#(C) Rs.50,00,000;                                                                                                                                                              

Ref. Sec. 2 (85) of Companies Act. 2013.  

101. The Apples producers of Simla have formed an association to control the production of 

apples. This association is called as                                                                                                                                

(A) Pool                                     (B) Cartel                                                                                                                                                   

(C) Merger                                (D) Combination                                                                                                                 

#(B) Cartel                                                                                                                                                                                        

The term "cartel" has an inclusive meaning. Thus an association formed to control the production of 

apples is within the aforesaid definition of a cartel. Hence the association of apple producers of 

Shimla will be considered as a cartel under the provisions of the Act. 

 



 

Final group3      
 

102.The Insolvency and Bankruptcy Code, 2016, does not cover                                                                        

(A) Financial Institutions,                                (B) Insurance Company,                                                                                                    

(C)  Mutual Fund & Pension Fund                 (D) All of the above                                                                                     

#(D) All of the above                                                                                                                                                    

The Insolvency and Bankruptcy Code, 2016 does not cover Financial Institutions, Insurance Company, 

Mutual Funds, Pension Funds etc.  

103.According to the  Insolvency and Bankruptcy Code,2016 corporate insolvency resolution 

process shall be completed within a period of ,                                                                                                         

(A) 365 days from the date of admission of the application to initiate such process,                                           

(B)  270 days from the date of admission of the application to initiate such process,                                                 

(C) 180 days from the date of admission of the application to initiate such process,                                           

(D) 90 days from the date of admission of the application to initiate such process.                                                

#( C) 180 days from the date of admission of the application to initiate such process,                         

According to the Insolvency and Bankruptcy Code, 2016 corporate insolvency resolution process shall 

be completed within a period of 180 days from the date of admission of the application to initiate 

such process 

104.Minimum paid up equity capital for any Health Insurance company to register in India is :                  

(A) Rs 100 Crore                      (B) Rs 200 Crore                                                                                                                   

(C)  Rs 300 Crore                     (D) Rs 500 Crore                                                                                                                         

# (A) Rs 100 Crore                                                                                                                                                           

The Insurance Act, 1938, has specified u/s 6 that no insurer [other than an insurer defined u/s 

2(9)(d)]shall be registered for Health Insurance after the commencement of IRDA, 1999, unless he 

has minimum paid up capital of Rs100 Crore  

105.Cost Records are to be maintained as per companies Act,2013                                                                    

(A) U/s 146 (1)                     (B) U/s 147(1)                                                                                                                           

(C)  U/s 148 (1)                    (D) None  of the above                                                                                                                                                 

# (C)U/s 148 (1)                                                                                                                                                           

Central Govt. has specified maintenance of Cost Records u/s 148(1) of Companies Act, 2013.  

104. A company shall have its Registered Office from the date __________ of its incorporation    

(A) 7th day                         (B) 15th day                                                                                                                                 

(C) 30th day                       (D) One Month                                                                                                                                          

# (B)15th day                                                                                                                                                                    

Sec. 12 - A company shall on and from the fifteenth day of its incorporation have a Regd. Office to 

receive & acknowledge of communication & notices addressed to it.                                                         

105.Board of every Company shall ensure that the company spends in every financial year on 

account of CSR Policy at least                                                                                                                                  

(A) 5 % of average Net Profit                                                                                                                                        

(B) 3 % of average Net Profit                                                                                                                                                

(C) 2.5% of average Net Profit                                                                                                                                               

(D) 2 % of average Net Profit                                                                                                                                                     

#(D) 2 % of average Net Profit                                                                                                                                             

Towards CSR expense(Sec.135) 
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 106. The Chairman of the Insurance Regulatory and Development Authority shall hold office for a 

term of _______ from the date on which he enters upon his office and should be eligible for 

reappointment.                                                                                                                                                                            

(A) 3 Years                  (B) 4 Years                     (C) 5 Years                        (D) 6 Years                                                   

#(C) 5 Years                                                                                                                                                                        

The Chairman of the Insurance Regulatory and Development Authority shall hold office for a term of 

five years from the date on which he enters upon his office and should be eligible for reappointment. 

Maximum age of Chairman to be 65 year: [First Proviso to section 5(1)]. No person shall hold office as 

such Chairman after he has attained the age of 65 years.   

107.Corporate Governance is a blend of the Internal and external Corporate Governance                              

(A) Techniques                    (B) Mechanisms                      (C) Systems                         (D) Methods                             

#(B) Mechanisms                                                                                                                                                         

Corporate Governance is a blend of the internal and external corporate governance mechanisms. The 

external mechanisms include the managerial labour market, the capital market, takeover and legal 

systems. The internal governance mechanisms include the board of directors and most important is 

ownership 

108.Any person aggrieved by any order of Appellate Tribunal, may file an appeal to the Hon’ble 

Supreme Court within days, from the date of receipt of the order of Appellate Tribunal.                                                                                                                                                                         

(A)  30 days                         (B)  60 days                       (C)  90 days                   (D) 120 days                        

#(B) 60 Days                                                                                                                                                         

Ref. Sec. 423. However Supreme Court if it is satisfied then SC may allow. Further time not more than 

60 days 

109.Unfair competition under the Competition Act,2002 means adoption of practices viz.                                  

(A) collusive price fixing                                  (B) allocation of markets                                                             

(C) discriminatory pricing  etc                        (D) All of the above.                                                                                                                                                                                                                                           

# (D) All the above                                                                                                                                                

SEC.40 collusive price fixing: creation of barriers to entry: allocation of market: tie in scales: 

predatory price; discriminating price etc 

 110.Export under Foreign Exchange Management Act,1999 means :                                                                       

(A) the taking out of India to a place outside India any goods.                                                                                   

(B) provision of services from India to any person outside India                                                                           

(C)  both the above                                        (D) none of the above                                                                            

#(C)  both the above                                                                                                                                                              

Under Section 2(i) FEMA,1999 ‘export’ with its grammatical variations and  cognate expressions, 

means both (i) the taking out of India to a place outside India any goods.(ii) provision of services from 

India to any person outside India.  

111.The Director prepares the annual accounts in Director Responsibility Statement on a/an                                 

(A) Money measurement basis                     (B) Going concern basis                                                                           

(C) Accrual Basis                                               (D) Business Entity basis                                                                         

#(A) Money measurement basis                                                                                                                                

The director prepared the annual accounts in Director Responsibility Statement on a going concern 

basis.  
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112.Multiple choice questions:                       

(i)  A company shall have its Registered Office from the date __________ of its incorporation.                           

(A) 7th day                       (B) 15th day                          (C) 30th day                              (D) one month  

(ii)  During any financial year Corporate Social Responsibility Committees of the Board shall be 

constituted by every Company having                                                                                                                      

(A) Turnover of 5,000 crores or more.                 (B) A Net Profit of 2 crores or more.                                                         

(C) Net Worth of 5 crores or more.                      (D) Authorized capital of 500 crores or more.  

(iii) Board of every Company shall ensure that the company spends in every financial year on 

account of CSR Policy at least                                                                                                                                                  

(A) 5% of average Net Profit.                              (B) 3% of average Net Profit.                                                       

(C) 2.5% of average Net Profit.                           (D) 2% of average Net Profit.  

(iv) Under Insolvency Bankruptcy code 2016 where extension of time is requested, the Corporate 

Resolution process shall be completed within a period of _____________ from the date of 

admission of the application to initiate such process.                                                                                        

(A) 60 days                      (B) 90 days                      (C) 180 days                         (D) 240 days  

(v)  According to Banking Regulation Act 1949, no Banking Company shall pay dividend on its 

shares until all its                                                                                                                                                           

(A) Depreciation is fully written off.                                                                                                                            

(B) "Capitalized expenses" have been completely written off                                                                              

(C) Bad debts are provided in full.                                                                                                                                

(D) Contingent liability is settled.  

(vi) The Director prepared the annual accounts in Director Responsibility Statement on a/an                    

(A) Money measurement basis                   (B) Going concern basis                                                                        

(C) Accrual basis                                             (D) Business Entity basis  

(vii)Accounts and Balance Sheet along with auditor's reports should be filed with Reserve Bank of 

India within ______ from the end of the period to which these relate.                                                            

(A) 3 months                         (B) 6 months                         (C) 9 months                             (D) 12 months  

(viii)A minor can be nominated as a nominee in Life Insurance Policy by its                                                      

(A) Drawer                            (B) Agent                                                                                                                          

(C) Holder                              (D) Corporation  

(ix)  Which of the following is not the type of unfair competition?                                                                    

(A) Collusive price fixing                          (B) Creation of barriers to entry                                                                 

(C) Tie in purchase                                    (D) Predatory pricing  

(x)  Business should _______ the interests of and be responsive towards all stakeholders, 

especially those who are disadvantaged, vulnerable and marginalized.                                                                

(A) Accept                           (B) Respect                                                                                                                           

(C) Reject                             (D) Object 
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Answer: 

 

113.(a)  Multiple choice questions:                         

(i)   The power of appointing additional director can be exercised by the                                                             

(A) Annual General Meeting                     (B) Board Meeting                                                                                        

(C) Statutory Meeting                                 (D) None of the above 

(ii) A company has 9 Directors, on 01-01-2016. The office of 2 Directors have fallen vacant on 02-

01-2016. The quorum required for conducting a Board meeting is                                                                     

(A) 4                         (B) 3                             (C) 2                                   (D) 5 
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(iii) Power to recognize Stock Exchange vests with                                                                                               

(A) Central Government                (B) State Government                                                                                  

(C) SEBI                                              (D) Supreme Court  

(iv) A Government department supplying water for irrigation to the agriculturists after levying 

charges for water supplied can be considered as                                                                                                     

(A) Firms                       (B) Enterprise                           (C) Joint venture                          (D) Joint sector 

(v) The Apples producers of Shimla have formed an association to control the production of 

apples. This association is called as                                                                                                                               

(A) Pool                          (B) Cartel                                (C) Merger                           (D) Combination 

(vi) Every Banking Company incorporated in India shall prepare a balance sheet and profit and loss 

account as on the last working day of the                                                                                                                  

(A) Calendar Year                   (B) Accounting Year                                                                                                                

(C) Month                                (D) None of the above 

(vii)A memorandum containing such salient features of a prospectus as may be specified by the 

Securities and Exchange Board by making regulation in this behalf is known as                                                

(A) Red Herring Prospectus                  (B) Abridged Prospectus                                                                              

(C) Shelf Prospectus                               (D) Deemed Prospectus 

(viii)The Chairman of the Insurance Regulatory and Development Authority shall hold office for a 

term of ____________ from the date on which he enters upon his office and should be eligible for 

reappointment.                                                                                                                                                              

(A) 3 years                        (B) 4 years                           (C) 5 years                             (D) 6 years 

(ix) Corporate Governance is a blend of the Internal and External Corporate Governance                           

(A) Techniques                    (B) Mechanisms                        (C) Systems                             (D) Methods 

(x) Which of the following is the advantage of the family business over non-family business?                         

(A) Staff recruitment                           (B) Raising funds for growth                                                                           

(C) Ownership vs. Management       (D) Deep industry insight  

  

Answer:  

(i) (B) The power to appoint additional directors vests with the Board of Directors and it will be 

decided in the AGM of the company.  

(ii) (B) The total strength shall be 9-2=7 directors. Quorum shall be higher of 2 or 1/3rd of 7. 1/3rd of 

7 comes to 2.33. As per Clause (i) of Explanation to section 174(4), any fraction of a number shall be 

rounded off as 1. Accordingly, the quorum shall be 3 directors (being higher of 2 or 3).  

 (iii) (C) Power to recognize Stock Exchange vests with Central Government. However, Central 

Government has delegated the powers to SEBI vide its notification No.F.No. 1/57/SE/93 dated 

13.9.94. (Section 3 of Securities Contracts (Regulation) Act, 1956).  
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(iv) (B) The given problem relates to Section 2(h) of the Competition Act, 2002. As per this section 

2(h), enterprise means a person or a department of the Government, who or which is, or has been, 

engaged in any activity, relating to the production, storage, supply, distribution, acquisition or 

control of articles or goods.  

(v) (B) The term "cartel" has an inclusive meaning. Thus an association formed to control the 

production of apples is within the aforesaid definition of a cartel. Hence the association of apple 

producers of Shimla will be considered as a cartel under the provisions of the Act. 

(vi) (B) According to Section 29 of the Banking Regulation Act 1949 every Banking Company 

incorporated in India, in respect of all business transacted by it and through its branches in India, 

shall prepare a balance sheet and profit & loss account as on the last working day of the Accounting 

year which is (1st April to 31st March.)  

(vii) (B) Abridged Prospectus is a shorter version of the prospectus that includes all the most key 

elements of the typical prospectus.  

(viii)(C) The Chairman of the Insurance Regulatory and Development Authority shall hold office for a 

term of five years from the date on which he enters upon his office and should be eligible for 

reappointment. Maximum age of Chairman to be 65 year: [First Proviso to section 5(1)]. No person 

shall hold office as such Chairman after he has attained the age of 65 years.  

(ix) (B) Corporate Governance is a blend of the internal and external corporate governance 

mechanisms. The external mechanisms include the managerial labour market, the capital market, 

takeover and legal systems. The internal governance mechanisms include the board of directors and 

most important is ownership  

(x) (D) Deep Industry Insight. Family businesses gain significant experience and expertise as they 

typically work in one industry for longer durations. This gives them the added advantage of 

understanding and appreciating the challenges faced in that industry much better than any non-

family businesses. 

114.Multiple Choice Questions:  

(i) At a general meeting of a company a matter was to be passed by a special resolution. Out of 

forty members of the company, twenty voted in favour of the resolution, five voted against it and 

five votes were cancelled.  The remaining ten members abstained from voting.  The chairman 

declared resolution as                                                                                                                                                     

(A) Passed                    (B) Invalid                     (C) Cancelled                        (D) Accepted 

(ii) Payment of Commission on exports made towards equity investment in wholly owned 

subsidiary abroad of an Indian Company is                                                                                                               

(A) Permissible                    (B) Prohibited                      (C) Forwarded                  (D) Restricted   

(iii) All Board members and senior management personnel should affirm compliance with the 

Code on annual basis.  The annual report of the Company shall contain a declaration to this effect 

signed by the                                                                                                                                                                   

(A) Auditor.                         (B) Director.                          (C) Managing Director.                            (D) CEO.  
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(iv) The quality of something which enables one to understand the truth easily.  In this context of 

Corporate Governance, it implies an accurate, adequate and timely disclosure of relevant 

information about the operating result etc., of the Corporate enterprise to the stakeholders.  This 

principle is known as                                                                                                                                                         

(A) Transparency                         (B) Accountability                        (C) Independence                (D) Clarity   

(v)  SEBI has to be responsive to the needs of the three groups which constitute the Market.  

Which of the following does not constitute the Market?                                                                                        

(A) The issuers of securities               (B) The investors                                                                                                             

(C) The brokers                                     (D) The market intermediaries  

(vi) Which of the following listing provides arbitrage opportunities to the investors, whereby they 

can make profit based on the difference in the prices prevailing in the said exchanges?                             

(A) Multiple listing                        (B) Initial listing                                                                                                         

(C) Listing for right issue              (D) Listing for public issue   

(vii) Which of the following is not the objective of Competition Act, 2002?                                                        

(A) To prevent practices having adverse effect on competition.                                                                              

(B) To prevent competition in market                                                                                                                            

(C) To protect the interest of the consumers                                                                                                                 

(D) To ensure freedom of trade carried on by the other participant in marketing India and for 

matter connected there with or incidental thereto.  

(viii)An association of producers, sellers or distributors, traders or service providers who, by 

agreement amongst themselves, limit, control or attempt to control the production, distribution, 

sale or price of or trade in goods or provision of services is known as                                                               

(A) Acquisition                       (B) Agreement                          (C) Cartel                            (D) Pool  

(ix) An authorised dealer, money changer, offshore banking or any other persons for the time 

being authorized to deal in foreign exchange or foreign securities is known as                                                      

(A) Authorised banker                               (B) Authorised dealer                                                                                 

(C) Authorised person                               (D) Authorised money changer 

(x) The process of money laundering generally involves three stages.  Which is the second stage? 

(A) Placement                       (B) Layering                         (C) Integration                       (D) Contribution   

Answer: 

(i) (a)  Section 114(2).  For a valid special resolution, votes cast in favour should be at least three 

times the votes cast against the resolution, if any.  Abstentions are not to be taken into account. 

Thus, 20 votes being in favour and only 5 votes against the resolution, the resolution is validity 

passed.  

(ii) (b)  According to the rules, drawal of foreign exchange for certain transactions are prohibited.  In 

respect of certain transactions drawal of foreign exchange is permissible with the prior approval of 

Central Government.  Payment of Commission on exports made towards equity investment in wholly 

owned subsidiary abroad of an Indian Company is prohibited.   
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 (iii) (d) All Board members and senior management  personnel shall affirm Compliance with the Code 

on annual basis.  The annual Report of the Company shall contain a declaration to this effect signed 

by the CEO.  

(iv) (a) The quality of something which enables one to understand  the truth easily.  In this context of 

Corporate Governance, it implies an accurate adequate and timely disclosure of relevant information 

about the operating result etc. of the Corporate enterprise to the stakeholders.  

(v) (c) In 1995, the SEBI was given additional statutory power by the Government of India through an 

amendment to the SEBI Act, 1992 SEBI has to be responsive to the needs of the three groups which 

constitute issuers of securities, investors and the market intermediaries.  

(vi) (a)  Multiple listing provides arbitrage opportunities to the investors, whereby they can make 

profit based on the difference in the prices prevailing in the said exchanges.  

(vii) (b)  Keeping in view the economic development of the country, the Competition Act, 2002 was 

laid down to provide for an establishment of a commission not to seek the objective of preventing 

competition in market.  

(viii) (c)  Cartel is an association of producers, sellers or distributors, traders or service providers who, 

by agreement amongst themselves, limit control or attempt to control the production, distribution, 

sale or price of or trade in goods or provision of services.  

(ix) (c)  Authorised person is an authorized dealer, money changer, off shore banking or any other 

persons for the time being authorized to deal in foreign exchange or foreign securities.  

(x) (b)  Layering is the second stage of money laundering   

 

115.  Answer all questions mentioned below.                                                                                                        

Mark the correct answer (Only indicate A or B or C or D and give justification).              

(i)  Every Company shall hold the first Board meeting within                                                                                  

(A) 3 months of its incorporation.                                                                                                                                                                     

(B) 30 days of its incorporation.                                                                                                                                                                 

(C) 15 days of its incorporation.                                                                                                                                                 

(D) 4 months of its incorporation. 

(ii)  Every Nidhi shall maintain members not less than                                                                                           

(A) 500                   (B) 200                       (C) 100                               (D) 50 

(iii)  Unless the Articles require a larger number of members, Quorum of a General Meeting of a 

Producer Company shall be                                                                                                                                          

(A) 5 members                                                                                                                                                                         

(B) one-third of total membership                                                                                                                                       

(C) one-fourth of total membership                                                                                                                                    

(D) half of total membership 
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(iv) Original Books and paper which were seized during Search & Seizure u/s 209 of the Companies 

Act, 2013 shall be returned by the Registrar or Inspector to the Company from whom such 

documents are seized as soon as possible but not later than                                                                              

(A) 180 days after such seizure.                                                                                                                                       

(B) 90 days after such seizure.                                                                                                                                        

(C) 360 days after such seizure.                                                                                                                                        

(D) 30 days after such seizure. 

(v)  Sec 233 of the Companies Act, 2013 prescribed simplified procedures for merger or 

amalgamation of two or more small company & small company means a company whose paid up 

capital does not exceed                                                                                                                                                   

(A) 10,00,000                                                                                                                                                                                   

(B) 25,00,000                                                                                                                                                                                      

(C) 50,00,000                                                                                                                                                                          

(D) 100,00,000  

(vi) On the determination of sickness of a company by the Tribunal, the applicant shall make an 

application accompanied with Audited Financial Statements etc. for revival or rehabilitation 

within                                                                                                                                                                                

(A) 30 days of determination of sickness.                                                                                                                 

(B) 60 days of determination of sickness.                                                                                                                     

(C) 120 days of determination of sickness.                                                                                                                      

(D) 180 days of determination of sickness.  

(vii)Companies Act, 2013 contemplated Penalties which are of                                                                           

(A) 10 types                         (B) 5 types                                                                                                                                

(C) 7 types                           (D) 3 types 

(viii)Any person aggrieved by any order of Appellate Tribunal, may file an appeal to the Hon'ble 

Supreme Court within days, from the date of receipt of the order of Appellate Tribunal.                             

(A) 30 days                           (B) 60 days                                                                                                                                 

(C) 90 days                           (D) 120 days  

(ix) Any allotment of securities made on the basis of Prospectus should be void if permission of 

listing is not granted by the Stock Exchange before expiry of                                                                                 

(A) 12 weeks from the closure of the issue.                                                                                                       

(B) 10 weeks from the closure of the issue.                                                                                                              

(C) 8 weeks from the closure of the issue.                                                                                                                 

(D) 30 days from the closure of the issue.  

(x)  Unfair competition under the Competition Act, 2002 means adoption of practices viz.                                 

(A) collusive price fixing.                                                                                                                                                            

(B) allocation of markets.                                                                                                                                                

(C) discriminatory pricing etc.                                                                                                                                                              

(D) All of the above  
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Answer:  

(i) (B)                                                                                                                                                                                           

As per  Sec . 173(1) the 1st Board  Meeting shall be held within 30 days of the date of its 

incorporation  

(ii) (B)                                                                                                                                                                           

Number of members shall not be less than 200 (Nidhi Rules 2014 Rules 5)  

(iii) (C)                                                                                                                                                                            

1/4th membership. (SEC 581 Y)  

(iv) (A)                                                                                                                                                                             

180 days; Ref .Sec. 209 (2) of companies Act 2013 as soon as possible but not later than 180 only.  

(v) (C)                                                                                                                                                                       

50,00,000; Ref. Sec. 2 (85) of Companies Act. 2013.  

(vi) (B)                                                                                                                                                                             

60 days; Sec. 254 of Company act. 2013 

(vii) (B)                                                                                                                                                                               

5 Types i.e. (1) Fine              (2) Imprisonment or fine               (3) Imprisonment or fine or with both                  

(4) imprisonment and fine and         (5) imprisonment only  

(viii)(B)                                                                                                                                                                                          

60 Days (Ref. Sec. 423. However Supreme Court if it is satisfied then SC may allow. Further time not 

more than 60 days.  

(ix) (B)                                                                                                                                                                                     

10 Weeks, Sec. 40 of Companies Act. 2013  

(x) (D)                                                                                                                                                                                 

All the above (SEC.40 collusive price fixing: creation of barriers to entry: allocation of market: tie in 

scales: predatory price; discriminating price etc. 
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 The Companies Act, 2013 

 
#(a) 1 – T, 2 - T, 3 – T 

 

#(a) 1 – T, 2 – T  

                                                                                                                                               
#(b) 1 – III, 2 – II, 3 – I 

(iv)   The majority of the members enjoy the supreme authority to exercise the powers of the 

company and generally to control its affairs ______________.                                                                       

(a) with two important limitations                                 (b) with one important limitations                                                                     

(c) they don’t enjoy the supreme authority                  (d) without any limitations                                           

#(a) with two important limitations                                  
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#(b) 1 – III, 2 – II, 3 – I 

(vi)  Which Form will you use to submit ‘application by company administrator to tribunal for 

sanctioning the Scheme of Revival & Rehabilitation under sec-262’?                                                                  

(a) Form-P                         (b) Form-Q                            (c) Form-R                            (d) Form-S                                    

#(a) Form-P                          

(vii)  Which of the following is not true?                                                                                                                          

1.  Chapter XX of the Companies Act, 2013 deals with Corporate Winding-Up.                                                                  

2.  Under Chapter XX, Part -I deals with Winding-Up by the Tribunal;                                                                   

3.  Under Chapter XX, Part-II deals with Voluntary Winding-Up;                                                                                  

4.  Under Chapter XX, Part-III contains the provisions applicable to every mode of winding up;                                          

5.  Under Chapter XX, Part- IV deals with Official Liquidators.                                                                                                

(a) 2,3,4 &5                    (b) Only 1                     (c) No False statement                    (d) 1 & 5                             

#(c) No False statement                     

(viii)  The Companies (Second Amendment) Act, 2002 provides for the setting up of a National 

Company Law Tribunal and Appellate Tribunal ____________________ the existing Company Law 

Board (CLB) and Board for Industrial and Financial Reconstruction (BIFR).                                                        

(a) to replace                    (b) to modify                  (c) to use with                  (d) to swap                                                 

#(a) to replace                     

(ix)  Which one is correct? As per Section 379, where not less than 50% of the paid-up share 

capital, whether equity or preference or partly equity and partly preference, of a foreign company 

is held by:                                                                                                                                                                                         

(a) one or more citizens of India, or                                                                                                                                                          

(b) by one or more companies or bodies corporate incorporated in India, or                                                                                             

(c) by one or more citizens of India and one or more companies or bodies corporate incorporated 

in India, whether singly or in the aggregate, such company shall comply with the provisions of 

Chapter XXII and such other provisions of this Act as may be prescribed with regard to the 

business carried on by it in India as if it were a company incorporated in India.                                                                      

(a) a, b & c                                                                                                                                                                                                                   

(b) b & c                                                                                                                                                                                        

(c) a & c                                                                                                                                                                                    

(d) only a                                                                                                                                                                                                                                             

#(a) a, b & c                         
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 (x)  State whether true or false:                                                                                                                                  

1. Effect of floating charge is covered under section 332.                                                                                           

2. As per above section, when a company is being wound up, a floating charge on the undertaking 

or property of the company created within the twelve months immediately preceding the 

commencement of the winding up.                                                                                                                            

(a) 1 – T, 2 - T                      (b) 1 –F, 2 – F                         (c) 1 – F, 2 – T                             (d) 1 – T, 2 – F 

#(a) 1 – T, 2 - T                       

 

#(b) 1 – III, 2 – II,  3 – I 

                                      
#(b) 1 – III, 2 – II,  3 – I 

(xiii) As per Section 203 (1), every company belonging to such class or classes of companies as may 

be prescribed shall have the following whole-time key managerial personnel —                                              

(a) Managing Director, or Chief Executive Officer or Manager and in their absence, a Whole-Time 

Director            (b) Company Secretary             (c) Chief Financial Officer                 (d) All of the above 

#(d) All of the above 

 (xiv)  As per Section 196(3), ________________ the employment of any person as managing 

director, wholetime director or manager.                                                                                                                

(a) company shall appoint or continue                      (b) no company shall appoint or continue                        

(c) depends on situation                                               (d) None of the above                                                                                     

#(b) no company shall appoint or continue                          
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(xv)  State whether the given statements (regarding overall maximum managerial remuneration) 

are true or not:                                                                                                                                                       

1.  As per Section197 (5), a director may receive remuneration by way of fee for attending 

meetings of the Board or Committee thereof or for any other purpose whatsoever as may be 

decided by the Board.                                                                                                                                                      

2.  As per Section197 (6), a director or manager may be paid remuneration either by way of a 

monthly payment or at a specified percentage of the net profits of the company or partly by one 

way and partly by the other.                                                                                                                                       

(a) 1 – T, 2 – F                                                                                                                                                                                    

(b) 1 – F, 2 – T                                                                                                                                                                         

(c) 1 – T, 2 - T                                                                                                                                                                                                                       

(d) 1 – F, 2 – F                                                                                                                                                                           

#(c) 1 – T, 2 - T                            

(xvi)  At least one woman director is required for ____________.                                                                      

(a) every listed company;                                                                                                                                           

(b) every other public company having paid–up share capital of one hundred crore rupees more   

(c) every other public company having turnover of three hundred crore rupees or more                           

(d) all of the above                                                                                                                                                         

#(d) all of the above 

#(b) 1 – III, 2 – II,  3 – I 

 

#(b) 1 – III, 2 – II,  3 – I 
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#(a) Sick Industrial Companies (Special Provisions) Act, 1985; National Company Law Appellate 

Tribunal  

(xx)  Section 233 prescribes simplified procedure for Merger or amalgamation of ______________. 

(a) two or more small companies or                                                                                                                                 

(b) between a holding company and its wholly-owned subsidiary company or                                                

(c) such other class or classes of companies as may be prescribed.                                                                                

(d) all of the above                                                                                                                                                              

#(d) all of the above   

(xxi)  Which of the following is the Principle of Corporate Governance?                                                                                   

(a) Transparency                 (b) Accountability                  (c) Independence               (d) All of the above 

#(d) All of the above 

(xxii)  Section ______________ of the Companies Act, 2013 imposes a _____________obligation on 

every company to cause minutes of all proceedings of general meetings, board meetings and other 

meeting and resolution passed by postal ballot.                                                                                                     

(a) 118; statutory               (b) 119; statutory               (c) 118; statutory              (d) 118; non-statutory 

#(a) 118; statutory                

(xxiii)  According to Section 2 (49) of the Companies Act, 2013 ‘______________’ means a director 

who is in any way, whether by himself or through any of his relatives or firm, body corporate or 

other association of individuals in which he or any of his relatives is a partner, director or a 

member, interested in a contract or arrangement, or proposed contract or arrangement, entered 

into or to be entered into by or on behalf of a company.                                                                                     

(a) Interested director         (b) Independent director                                                                                                         

(c) Corporate director          (d) Managing director                                                                                                            

#(a) Interested director     

(xxiv)  According to section 197 (7), notwithstanding anything contained in any other provision of 

this Act but subject to the provisions of this section, an independent director shall not be entitled 

to any stock option and may receive remuneration by way of -                                                                                   

(a)  sitting fees in terms of section 197 (5),                                                                                                                             

(b)  reimbursement of expenses for participation in the Board and other meetings, and                               

(c)  profit related commission as may be approved by the members.                                                                         

(d)  all of the above                                                                                                                                                                           

#(d)  all of the above 
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(xxv)  Section 2(54) of the Companies Act, 2013 defines a ‘Managing Director’ as a director who is 

entrusted with substantial powers of management of the affairs of the company by -                                   

(a)  virtue of the articles of a company, or                                                                                                                        

(b)  an agreement with the company, or                                                                                                                       

(c)  a resolution passed in its general meeting, or by its Board of Directors, and includes a director 

occupying the position of the managing director, by whatever name called.                                                             

(d)  all of the above                                                                                                                                                              

#(d)  all of the above 

 

SEBI Laws and Regulations 

1.Any person aggrieved by any decision or order of the Securities Appellate Tribunal may file an 

appeal to the Supreme Court within ________  from the date of communication of the decision or 

order of the Securities Appellate Tribunal to him on any question of law arising out of such order.                     

(A)  30 days                  (B)  45 days                    (C) 60 days                     (D)  90 days                                                      

#(C) 60 days                  

 2.As per clause 49 of the listing agreement, no person can be an independent director of more 

than ______ listed companies. If any person is serving as a whole time director in any listed 

company, then he/she shall not be the independent director of more than _____listed companies.     

(A) seven, five                                                                                                                                                                    

(B) seven, three                                                                                                                                                                 

(C) five, three                                                                                                                                                                                                                            

(D) five, two                                                                                                                                                                                    

#(B) seven, three                      

 3. The Company is required to obtain a certificate regarding compliance of corporate governance 

from ______________as enumerated in this clause and annex this certificate with the director’s 

report sent annually to the shareholders of the Company. The same certificate is to be sent to the 

stock exchanges along with the annual report.                                                                                                     

(A) independent director                                                                                                                                                      

(B) chairman of the board                                                                                                                                                       

(C) practicing company secretaries                                                                                                                               

(D) practicing chartered accountants                                                                                                                                      

#(C) practicing company secretaries                               

 4.  In case of an initial public offer, minimum contribution of the promoters of the issuer should 

not be less than______________  of the post issue capital.                                                                                      

(A) 5%                                                                                                                                                                                     

(B) 10%                                                                                                                                                                                                                      

(C) 15%                                                                                                                                                                                     

(D) 20%                                                                                                                                                                                

#(D) 20%  
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The Competition Act, 2002 

1.  Any person aggrieved by any order of Appellate Tribunal, may file an appeal to the Hon’ble 

Supreme Court within_______ days, from the date of receipt of the order of Appellate Tribunal. 

(A)  30 days                  (B)  45days                                                                                                                                                   

(C) 60 days                   (D)  90 days                                                                                                                                          

#(C) 60 days                   

2.  Unfair competition means adoption of practices such as_______                                                                  

(A)  Allocation of markets                                                                                                                                             

(B)Deliberate reduction in output in order to increase prices,                                                                                       

(C) Predatory pricing                                                                                                                                                                                   

(D)All of the above                                                                                                                                            

#(D)All of the above 

3.  The Commission also has the power to impose a fine which may extend to  _______ of the total 

turnover or the assets of the combination, whichever is higher, for failure to give notice to the 

Commission of the combination.                                                                                                                                                  

(A) 2%                   (B) 1%                                                                                                                                                                                                       

(C) 0.5%                (D) 3%                                                                                                                                                                                

#(B) 1%                  

4.  The Chairperson and every other Member of Competition Commission of India shall hold office 

for a term of  _______ years from the date on which he enters upon his office and shall be eligible 

for re-appointment.                                                                                                                                                                                            

(A) one                   (B)  two                                                                                                                                                                 

(C) five                    (D) three                                                                                                                                                  

#(C) five                  

Foreign Exchange Management Act, 1999 

 1.  The External Commercial Borrowings Framework enables permitted resident entities to 

borrow from recognized nonresident entities in the forms of:                                                                                

(A) Loans including bank loans.                                                                                                                                                 

(B) Suppliers’ credit.                                                                                                                                                          

(C) Foreign Currency Convertible Bonds (FCCBs).                                                                                                              

(D) All of the above                                                                                                                                                             

#(D) All of the above 

2.  Which one of the following is not a Current account transaction?                                                       

(A)Imports payables                                                                                                                                                                 

(B) Exports receivables                                                                                                                                          

(C)Dividend                                                                                                                                                                           

(D) External Commercial Borrowings                                                                                                                         

#(D) External Commercial Borrowings                                                                                                                                                                                    
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Laws Related to Banking Sector 

(A) Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest Act 

popularly known as SARFAESI Act was enacted in which of the following year:                                                

(i) 21st Day of June 2002                               (ii) 30th Day of May 2002                                                                                    

(iii) 21st Day of July 2002                              (iv) 21st Day of April 2002                                                             

#(i) 21st Day of June 2002  

(B) Reserve Bank has the power under __________ of the Securitisation Act to cancel the 

Certificate of Registration issued by it to any ARC:                                                                                                     

(i) Section 5                   (ii) Section 8                     (iii) Section 4                      (iv) Section 12                                   

# (iii) Section 4  

(C) The Three Stages of Money Laundering are:                                                                                                        

(i) Layering, Placement, Refining                              (ii) Placement, Refining, Integration                                           

(iii) Layering, Placement, Integration                      (iv) Layering, Refining, Integration                                            

# (iii) Layering, Placement, Integration  

(D) Who shall be responsible for furnishing information on modification and satisfaction of 

security interest:                                                                                                                                                                

(i) Asset Reconstruction Company or secured creditor                    (ii) Only secured creditor                                                     

(iii) Only the asset reconstruction company                                       (iv) Borrower or secured creditor  

# (i) Asset Reconstruction Company or secured creditor 

(E) Before which for a can an asset reconstruction company file an application for enforcement of 

its security interest:                                                                                                                                                          

(i) Debt Recovery Tribunal                        (ii) High Court                                                                                                                 

(iii) District Court                                        (iv) National Company Law Tribunal                                                      

# (i) Debt Recovery Tribunal 

(F) Which of the following is the usage of shell companies?                                                                             

i.To create the appearance of legitimate transaction through false invoice and financialstatements. 

ii. To take loan against securities acquired from black money and paying tax on profit.                                    

iii. Both (i) and (ii)                                                                                                                                                                  

iv. None of the above                                                                                                                                                           

# (iii) Both (i) and (ii)  

(G) What is the stamp duty to be paid in respect of any document executed by any banker 

financial institution for issuing a debenture or bond.                                                                                                         

(i) One rupee for every  Rs100 or part thereof.                                                                                                              

(ii) One rupee for every  Rs1000 or part thereof.                                                                                                      

(iii) It shall be exempted from stamp duty.                                                                                                                 

(iv) It depends from State to State.                                                                                                                              

# (iii) It shall be exempted from stamp duty  
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 (H) An Example of smurfing:                                                                                                                                         

(i) Wiring money to the foreign country                                                                                                                                                     

(ii) A drug dealer asking a stranger to buy a money order with drug money.                                                   

(iii) A broker buying pesos with US Dollars                                                                                                                  

(iv) None of the above.                                                                                                                                                         

# (i) Wiring money to the foreign country 

(I) Which of the following is not a security interest:                                                                                               

(i) Any mortgage, charge, hypothecation, assignment or any right, title or interest of any kind, on 

tangible asset, retained by the secured creditor as an owner of the property, given on hire or 

financial lease or conditional sale or under any other contract.                                                                          

(ii) Such right, title or interest in any intangible asset or assignment or licence of such intangible 

asset which secures the obligation to pay any unpaid portion of the purchase price of the 

intangible asset or the obligation incurred or any credit provided to enable the borrower to 

acquire the intangible asset or licence of intangible asset                                                                                   

(iii) A lien on any goods, money or security given by or under the Indian Contracts Act, 1872 or the 

Sale of Goods Act, 1930 or any other law for the time being in force                                                                     

(iv) Lien of goods, pledge of movables, security interest of less than Rs One Lakh                                           

#(iii) A lien on any goods, money or security given by or under the Indian Contracts Act, 1872 or the 

Sale of Goods Act, 1930 or any other law for the time being in force  

Laws Related to Insurance Sector 

(i) The amount credited to The Insurance Regulatory and Development Authority Fund shall 

consist of :                                                                                                                                                                                        

a. all Government grants, fees and charges received by the Authority;                                                                            

b. all sums received by the Authority from such other source as may be decided upon by the 

Central Government;                                                                                                                                                                 

c. the percentage of prescribed premium income received from the insurer;                                                 

d. all of the above                                                                                                                                                                

# d. all of the above 

 (ii) IRDA shall, within _____________ after the close of each financial year, submit to the Central 

Government a report giving a true and full account of its activities including the activities for 

promotion and development of the insurance business during the previous financial year.                                       

a. nine months                  b. three months                   c. one month                        d. six months                   

# a. nine months                   

 (iii) The headquarter of IRDA is located in the city of ___________                                                                    

a. New Delhi                     b. Hyderabad                      c. Telangana                       d. Mumbai                                 

# c. Telangana                        

 (iv)The principle of____ ensures that an insured does not profit by insuring with multiple insurers.    

a.  Subrogation                         b.  Contribution                       c.  Co-insurance                     d.  Indemnity 

# b.  Contribution                        
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 (v) An actuary is expected to:                                                                                                                                                             

a.  Make an exact forecast of the future liabilities of policies                                                                                      

b.  Make a reasonable forecast of the future liabilities of policies                                                                                   

c.  Calculate the premium required to cover a risk on a long-term basis                                                                              

d.  Find the probability of an insured event to happen in non-life policies                                                                  

# b.  Make a reasonable forecast of the future liabilities of policies                                                                                    

 

 Corporate Governance 

  1.  Mr. B. Krishna, the CEO and Promoter of Alpha Ltd had decided to keep the size of the board 

12 which will be chaired by his brother-in-law Mr. N. Srinivasan who is also happened to be the 

President-Sales. What should be the minimum number of outside independent director to be 

appointed in the board?                                                                                                                                                             

a. 3,                  b. 4,                    c. 6,                     d. 12                                                                                                           

# c. 6,                      

  2.  The size of the Audit Committee of Gama Ltd is 6 out of which 3 are Independent Directors. 

What should be the quorum for a meeting of the committee?                                                                                           

a. 1,                        b. 2,                          c. 3,                        d. 6.                                                                                      

# c. 3,                         

 3.  Which Corporate Governance model proposes dual board structure with representation from 

financial institutions?                                                                                                                                                   

a. Anglo-Saxon Model                 b. German Model               c. Japanese Model           d. Indian Model 

# c. Japanese Model            

 4.  As per Clause 49 of listing rules formation of which board committees are mandatory and 

recommendatory respectively?                                                                                                                                      

a. Audit Committee ,                                                       b. Nomination and Remuneration Committee,                                 

c. Stakeholder Relationship Committee,                    d. Corporate Social Responsibility Committee              

# b. Nomination and Remuneration Committee,   

 5.Which Corporate Governance model proposes dual board structure with representation from 

labour union?                                                                                                                                                             

a. Anglo-Saxon Model                b. German Model                c. Japanese Model            d. Indian Model 

#b. German Model                 

 6.  What is the range of directorship for private companies operating in India as per Companies 

Act, 2013?                    a. 2 to 15                      b. 3 to 12                      c. 3 to 15                      d. 1 to 15                          

# a. 2 to 15                       

 7.  Which Corporate Governance model proposes unitary board structure?                                                               

a. Anglo-Saxon Model                 b. German Model               c. Japanese Model              d. Indian Model 

# a. Anglo-Saxon Model      
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8. In order to ensure the representation of minority shareholders in the Company which 

revolutionary step has been undertaken in the Companies Act, 2013?                                                             

a. Resident Directorship,                                      b. Proxy Voting,                                                                                                                             

c. Small Shareholders Directorship,                   d. Minority Directorship.                                                          

# c. Small Shareholders Directorship 

 9.  Which board committee is responsible to appraise directors’ performance annually                         

a. Audit Committee,                                            b. Nomination and Remuneration Committee,                                                                    

c. Stakeholder Relationship Committee,        d. Corporate Social Responsibility Committee                         

# b. Nomination and Remuneration Committee,                                                                     

 10.  What is the range of directorship for public companies operating in India as per Companies 

Act, 2013?                       a. 2 to 15                  b. 3 to 12                 c. 3 to 15               d. 1 to 15                                    

# c. 3 to 15                

11. As per Companies Act, 2013 Public Companies having paid up share capital of 10crore rupees 

or more or turnover of 100crore rupees or more or aggregate outstanding loans, debentures and 

deposits, exceeding 50crore rupees must have at least ---------------Directors.                                                      

a. 1,                      b. 2,                        c. 3,                        d. 4.                                                                                          

# b. 2,                         

 12. According to Sec 149(11)of Companies Act, 2013 no independent director should hold office 

for more than------- consecutive terms with a cooling off period of ------years.                                                       

a. Two and two                     b. Two and three                                                                                                                    

c. Two and four                     d. Two and five                                                                                                                       

# b. Two and three                   

13. According to Sec 165 (1)of Companies Act, 2013 , no person, after the commencement of this 

Act, shall hold office as a director, including any alternate directorship, in more than -------- 

companies at same time provided that the maximum number of public companies in which a 

person can be appointed  as a directors shall not exceed ----------.                                                                       

a. 15 and 10                   b. 20 and 10                  c. 20 and 10                            d. 20 and 15                                                

# b. 20 and 10                   

 14. The historical provisions of promoting ‘Gender Diversity’ in board for the first time in Indian 

corporate structure falls under the ambit of-                                                                                                      

a. Sec 135                                   b. Sec  145 (1)                                                                                                                                       

c. Sec 149 (1)                             d. Sec 148                                                                                                                                    

# c. Sec 149 (1)                             

 15. XYZ Ltd was incorporated on 1st April 2018. As per Sec 173(1) what should be the maximum 

time limit by which the first board meeting should be convened?                                                                    

a. 30th April, 2018                         b. 31st May, 2018                                                                                                    

c. 30th June, 2018                          d. 30th September, 2018                                                                                            

# a. 30th April, 2018             
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 16.Which theory assumes that owner can drive the business in his best interest if he self-manages 

the concern? Otherwise, the manager though is supposed to maximize the shareholders’ wealth, 

may not intend to give their maximized effort for maximizing shareholders’ value. Rather they 

may work to attain a distinct personal goodwill and reputation in the market at the cost of the 

shareholders.                                                                                                                                                                               

a. Agency Theory                                          b. Stakeholder Theory                                                                                                       

c. Stewardship Theory                                 d. Managerial Hegemony Theory                                                          

# a. Agency Theory                                           

 17. Foundation of which theory of corporate governance rests on the idea that the corporate 

policies that generate the most wealth for shareholders may not be policies that generate greatest 

total social wealth?                                                                                                                                                                     

a.Agency Theory                       b.Stakeholder Theory                                                                                     

c.Stewardship Theory              d.Managerial Hegemony Theory                                                                                  

# b.Stakeholder Theory     

 

Social, Environmental and Economic Responsibilities of Business 

1.  National Voluntary Guidelines on Social, Environmental and Economic Responsibilities of 

Business was proposed by-                                                                                                                                              

A.  Securities and Exchange Board of India,                                                                                                            

B.  Ministry of Finance,                                                                                                                                                      

C.  Ministry of Corporate Affairs,                                                                                                                                     

D.  International Standards Organizations                                                                                                                            

# C.  Ministry of Corporate Affairs,         

 2.  How many Principles have been mentioned in the National Voluntary Guidelines, 2011?                             

A.  5                             B.  6                              C.  8                                D.  9                                                                  

# D.  9  

3.  Which of the following are not the principles of National Voluntary Guidelines, 2011?                          

A.  Business should conduct and govern themselves with ethics, transparency and accountability, 

B.  Business should promote the well being of all shareholders and capital providers,                                                                 

C.  Business should respect, protect and make efforts to restore the environment,                                           

D. Business should support inclusive growth and equitable development.                                                        

# B.  Business should promote the well being of all shareholders and capital providers,                                                                  

 4.  Under which part of the suggested framework of Business Responsibility Report the disclosure 

of negative consequences of the business operations on the social, environmental and Economic 

fronts are mentioned?                                                                                                                                                                

A.  Part A,                    B.  Part B,                                                                                                                                           

C.  Part C-1,                 D.  Part C-2.                                                                                                                                      

# C.  Part C-1,                 
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5. Which of the following statements is true for Corporate Social Responsibility?                                               

A.  CSR is only a philanthropic activities of the business,                                                                                                       

B.  CSR is a standalone concept primarily addressed towards the well being of all the stakeholders 

connected with the organization,                                                                                                                                 

C.  CSR is a holistic concept which is  integrated with core business strategy for addressing social 

and environmental impacts of business,                                                                                                                     

D.  CSR is about promoting the well being of the employees                                                                                

# C.  CSR is a holistic concept which is  integrated with core business strategy for addressing social 

and environmental impacts of business,                                                                                                                                                                                                          

 6. The allowable activities for CSR is mentioned in-                                                                                                    

A.  Schedule VI to the Companies Act and Sec 135,                                                                                                     

B.  Schedule VII to the Companies Act and Sec 135                                                                                                          

C.  Schedule VIII to the Companies Act and Sec 135                                                                                                          

D.  Schedule VII to the Companies Act and Sec 137                                                                                                  

# B.  Schedule VII to the Companies Act and Sec 135                                                                                                           

  7.  e-Seva is an initiative of Government to Citizen services of-                                                                               

A.  Bihar,                       B.  Assam,                           C.  Andhra Pradesh                              D.  Tamilnad            

# C.  Andhra Pradesh                               

 8.  Khajane is an initiative of Government to Citizen services of-                                                                          

A.  Odisa                            B.  Kerala                          C.  Karnataka                                  D.  West Bengal       

# C.  Karnataka                                   

 9. Which of the following is not true for XBRL?                                                                                                      

A.  XBRL is based on eXtensible Markup language,                                                                                                         

B.  XBRL is a combination of XML and Online Analytical Processing System,                                                          

C.  XBRL is based on a static platform,                                                                                                                          

D.  XBRL is a flexible reporting system.                                                                                                                         

# C.  XBRL is based on a static platform,                                                                                                                           

 10. Which is not a part of activities of XBRL India?                                                                                                        

A.  To create awareness on XBRL in India                                                                                                                     

B.  To promote XBRL as a standard reporting practices across India                                                                         

C.  To develop and maintain Indian Taxonomies,                                                                                                       

D.  To help companies adopt and implement XBRL                                                                                                  

# B.  To promote XBRL as a standard reporting practices across India   

11.  Guidance on Social Responsibility, 2011 was proposed by                                                                                  

A.  Securities and Exchange Board of India,                                                                                                                              

B.  Ministry of Finance,                                                                                                                                                       

C.  Ministry of Corporate Affairs,                                                                                                                                      

D.  International Standards Organizations                                                                                                                        

# C.  Ministry of Corporate Affairs 
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Insolvency and Bankruptcy Code 

(A) Insolvency and Bankruptcy code 2016 is not applicable on:                                                                                          

(i) Financial Service Providers                            (ii) Partnership Firms and Individuals                                                                

(iii) Limited Liability Partnership (LLP)             (iv) Companies Incorporated under Companies Act.                 

# (i)  Financial Service Providers  

(B) Constitution of Insolvency and Bankruptcy Board of India has been specified under section:                              

(i) Section 185 of IBC        (ii) Section 182 of IBC       (iii) Section 189 of IBC       (iv) Section 178 of IBC 

# (iii)  Section 189 of IBC  

(C) The Insolvency and Bankruptcy Board has power of __________ Court in respect of issue of 

summons, discovery and production of books, inspection of books/registers and issue of 

commissions for examination of witnesses:                                                                                                            

(i) Session Court                   (ii) High Court                   (iii) Supreme Court                    (iv) Civil Court        

# (iv)  Civil Court 

(D) Insolvency and Bankruptcy Board consists of _______ members.                                                                  

(i) 10 members                  (ii) 12 members                     (iii) 11 members                     (iv) 14 members                  

# (i)  10 members  

(E) _________________ shall be the adjudicating authority for Individuals and firms u/s 179(1) of 

Insolvency and Bankruptcy Code 2016.                                                                                                                          

(i) Debt Recovery Tribunal (DRT)             (ii) NCLT             (iii) Regional Director               (iv) Civil Court 

# (i)  Debt Recovery Tribunal (DRT)  

 (F) The Adjudicating Authority shall appoint an Interim Resolution Professional within ......... days 

of the insolvency commencement date.                                                                                                                       

(i) 07               (ii) 14                (iii) 21                (iv) 28                                                                                                            

# (ii)  14 

 

  

 

“Learn from yesterday,         

                                             live for today,                

                                                                              hope for tomorrow”. 

 

                                                                             *** 
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