PAPER – 3 : LAW, ETHICS AND COMMUNICATION
PART – I
Question Nos. 1 and 2 are compulsory.   Attempt any eight questions from rest
Question  1.
(a) Mr. Ramaswamy of Chennai placed an order with Mr. Shah of Ahmedabad for supply of Urid Dhall on 10.11.2006 at a contracted price of Rs. 40 per kg. The order was for the supply of 10 tonnes within a month’s time viz. before 09.12.2006. On 04.12.2006 Mr. Shah wrote a letter to Mr. Ramashwmy stating that the price of Urid Dhall was sky rocketing to Rs. 20 Per. Kg. and he would not be able to supply as per original contract. 

	
	The  price  of  Urid  Dhall  rose  to  Rs.  53  on  09.12.06  Advise  Mr.  Ramaswamy  citing  the

	
	legal position.
	
	
	(5 Marks)

	(b)
	Each subdivision carries one mark.  Pick-up the correct answer from the following:

	
	(i)     In a contract of guarantee a person, who promises to discharge another’s
	liability is

	
	Called
	
	
	

	
	(a)
	Principal Debtor
	(b)
	Creditor
	

	
	(c)
	Indemnifier
	(d)
	Surety.
	


(ii) The Delivery of goods by one person to another as security for the payment of a debt is called 

	(a)
	Bailment
	(b)
	Pledge

	(d)
	Mortgage
	(e)
	Hypothecation.


(bi) Which of the following is not applicable to negotiable Instrument? 

(a) It must be in writing 

(b) It must be transferable 

(c) It must be registered 

(d) It must be signed. 

Answer ‘Yes’ or ‘No’ to the following:
(iv) In case of joint promise, the liability to pay the promise will devolve on any one or more promisors. 

(v)    Deposit of money in a Bank Amounts to Bailment.
(5    1=5 Marks)
Answer
(a) The stated problem falls under the head ‘anticipatory breach of contract’ defined in Section 39 of the Indian Contract Act, 1872. In this type of case, the promisee will be entitled to various damages namely: 
1.      Nominal damages 
2. Special damages 

3. Damages for deterioration due to delay in performance 

4. Exemplary damages. 

The case law applicable here in Fross vs. Knight. As per details in the problem, price as contracted Rs. 40 per kg. on 10.11. 2006 rose to Rs. 50 per kg. as on 4.12.2006 and finally to Rs. 53 per kg, on 09.12.2006.
The answer to the problem is that
1. Mr. Ramaswamy can repudiate the contract on 04.12.2006 and can claim damages of Rs. 10 per kg viz. Rs. 1,00,000. 

2. He could wait till 09.12.2006 and claim Rs. 1,30,000 i.e. Rs. 13 per kg. 

3. If the Government imposes a ban on the movement of unit shall due to rise of prices, the contract becomes void and Mr. Ramaswamy will not be able to recover any damages whatsoever. 

(b) (i) In a contract of guarantee, a person who promises to discharge another’s liability to pay is called: 
(d) surety 

(ai) The delivery of goods by one person to another as a security for the payment of a debt is called: 

(b) pledge 

(iii) The Negotiable Instrument need not to be registered Option (c) 

(iv) In case of joint promise, the liability to pay the promise will devolve on any one or more promisors.
Yes
(v)    Deposit of money in a Bank amounts to bailment.
No
Question 2
(a)
German Pharmaceuticals Limited is a zero debt company having 10 lakhs Equity sharesof  Rs.  10  each The  Directors  desire  to  buy  back its own shares.   Can it do so? If so, ow?
(5 Marks)
(b)
Each subdivision carries one mark.  Answer ‘Yes’ or ‘No’ to the following:


(5    1= 5 Marks)
(i) A minor also can become a member of a Company. 

(ii) New shares cannot be issued to outsiders without prior offer to the existing shareholders. 

Pick-up the correct answer  from the following:
(bi) As per Companies Amendment Act, 2000 a Private Company and Public Company must have a minimum paid-up capital of 

(a) Rs. 1 lakh and Rs. 2 lakhs respectively 

(b) Rs. 3 lakhs and Rs. 5 lakhs respectively 

(c) Rs. 2 lakhs and Rs. 3 lakhs respectively 

(d) None of the above. 

(iv) A model  form of Articles contained in Table ‘A’ relates to a Company limited by 

(a) Shares 

(b) Guarantee 

(c) Shares and Guarantee 

(d) None of the above. 

(v) Dividend can be declared out of 

(a) Capital reserve 

(b) Revaluation reserve 

(c) Debenture Redemption reserve 

(d) Earlier year’s reserve brought forward. 

Answer
(a) Section 77A of the Companies Act, 1956 permits company to purchase its own securities. Thus, directors can buy back its own shares subject to sub-section (2) of Section 77A and 77B of the Act. The company can buy-back its own shares out of free reserve or securities premium or proceeds of any shares or other specified securities. 
No buy-back of any kind of shares or other specified securities shall be made out of the proceeds of an earlier issue of the same mind of shares or shame kind of other specified securities. 
No company shall purchase its own shares or other specified securities under sub-section (1) unless – 
(a) The buy-back is authorised by its articles 

(b) A special resolution has been passed in general meeting of the company authorising the buy-back. But it is not necessary where the buy-back is or less than 10% of total paid-up equitable capital and free reserve of the company and such buy-back has been authorised by the Board by mans of a resolution passed at its meeting. N offer of buy-back is made within a period of 365 days reckoned from the date of the preceding offer of buy-back if any. 

(c) The buy back is or less than 25% of the total paid-up capital and free reserve of the company. The buy-back of equity share in any financial year shall not exceed 25% of its total paid-up-equity capital in that financial year.
(d) The ratio of the debt owned by the company is not more than twice the capital and its free reserves after such buy-back. 

(e) All the shares or other specified securities for buy-back are fully paid-up; 

(f) The buy-back of the shares or other specified securities listed on any recognised stock exchange is in accordance with the regulations made by the Securities and Exchange Board of India in this behalf. 

Before making such buy-back, file with the Registrar and Securities and Exchange board of India, a declaration of solvency in the form as may be prescribed and notified by an affidavit of the effect that the Board has made a full inquiry into the affairs of the Company that it is capable of meeting its liabilities and will not be rendered insolvent. 

(b) (i)     No, a minor can not become a member of a company. 
(ai) Yes, new shares cannot be issued to outsides without prior offer to existing shareholder. 

(iii) As per companies Amendment Act, 2000 a private company and public company should have a paid up capital of 1 lac and 5 lacs respectively. Therefore option (d) is correct. 

(iv) option (a) is correct. 

(v) option (d) is correct. 

Question 3
Mr. ‘E’ joined as supervisor on monthly salary of Rs. 3,400 on 1.02.2007 and resigned from his job on 28.022007. The company declared a bonus of 20% to all eligible employees and paid it on time. Mr. ‘E’ knowing the facts made a claim to HRD, which in turn rejected the claim. Examine the validity in the light of the provisions of the payment of Bonus Act, 1965. (5 Marks)
Answer
As per proviso of Section 2(13) of The Payment of Bonus Act, 1965 an employee means only person on a salary or wage not exceeding three thousand and five hundred rupees per member.
Further, Section 8 provides that an employee to be entitled for bonus in the accounting year should has worked in the establishment for not less than thirty working days in that year.
Thus, in view of the above Mr. ‘E’ is not entitled for Bonus, as he has not worked for 30 days in the accounting year.

Question 4
PQR Limited received a cheque for Rs. 50,000 from its customer Mr. LML After a week company came to know that the proceeds were not credited to the account of PQR Limited  due  to  some  ‘defects’,  as  informed  by  the  Banker . What  according  to  you  are  the  possible effects?                                                        (5 Marks)
Answer
A Cheque is a Bill of Exchange drawn on a specified banker and not expressed to be payable otherwise than on demand and it includes the electronic image of a truncated cheque and a cheque in electronic form.
Possible defects are;
1. Cheque undated. 

2. Cheque becomes stale 

3. Instrument inchoate 

4. Cheque may be post dated 

5. inadequate funds position of the customer 

6. Customer might have credit in one branch and cheque drawn on another branch. 

7. Bank might have received insolvency/lunacy of customer. 

8. Counter-manding / stop payment instruction of customer. 

9. Bank receiving attachment order by a court 

10. Bank receiving notice of customers death 

11. Closure of account by customer. 

12. Material alterations like irregular signature, difference of amount in words and figure etc. 

Question 5
Define the term ‘Employer’ under the Provident Fund and Miscellaneous Provisions Act, 1952. (5 Marks)
Answer
Section 2(e) read with Section 2(k) of the Employees Provident Fund and Miscellaneous Provisions Act 1952 defines employer means –
(i) in relation to an establishment which is a factory, the owner or occupier of the factory, including the agent of such owner or occupier, the legal representative of a deceased owner or occupier and where a person has been named as a manager of the factory, and 

(ii) in relation to any establishment, the person who, or the authority which has ultimate control over the affairs of the establishment, and where the said affairs are entrusted to a manager, Managing Director, managing agent, such manager, MD or Managing agent shall be treated employer. 
Question 6
State the circumstances under which the drawer of a cheque will be liable for an offence relating to dishonour of the cheque under the Negotiable Instrument Act, 1881.
Examine, whether there is an offence under the Negotiable Instrument Act, 1881, if a Drawer of a cheque after having issued the cheque, informs the Drawee not to present the cheque as well as informs the Bank to stop the payment. (5 Marks)
Answer
Dishonour of cheque: On dishonour of a cheque the drawer is punishable with imprisonment for a term not exceeding two years or with a fine not exceeding twice the amount of a cheque or with both of the following conditions are fulfilled:
(i) If the cheque is returned by the bank unpaid due to insufficiency of funds in the account of drawer 

(ii) If the cheque was drawn to discharge a legally enforceable debt or other liability. 

(iii) If the cheque has been presented to the bank within a period of six months from the date on which it is drawn on or within the period of its validity, whichever is earlier. 

(iv) if the payee or the holder in due course of the cheque has given a written notice demanding payment within 30 days from the drawer on receipt of information of dishonour of cheque from the bank. 

(v) If the drawer has failed to make payment within 15 days of the receipt of the said notice. (Section 138) 

(vi) If the payee or a holder in due course has made a complaint within one moth of cause of action arising under Section 138 (Section 142) 

Problem
The Supreme Court held in Modi Cements ltd. Vs. Kuchil Kumar Nandi held that once a cheque is issued by the drawer, a presumption under Section 139 follows (i.e. the cheque has been issued for the discharge of any debt or other liability) and merely because the drawer issued a notice thereafter to the drawee as to the bank for stoppage of payment, it will not preclude an action under Section 138. Hence, the drawer of the cheque will be liable for the offence under Section 138 for dishonour of cheque.
Question 7
Explain the provisions of the Payment of Gratuity Act, 1972 relating to ‘forfeiture of the amount of Gratuity’ payable to an employee. (5 Marks)
Answer
Forfeiture of gratuity: Section 4(6) of Payment of Gratuity Act, 1972 deals with cases in which gratuity payable to an employee may be forfeited. According to it, the gratuity of an employee whose service have been terminated for any act, wilful omission or negligence causing any damage or loss to, or destruction of, property belonging to the employer, shall be forfeited to the extent of the damage or loss so caused.
The gratuity payable to an employee may be wholly or partially forfeited if the services of such employee have been terminated for –
(i) his riotous or disorderly conduct or any other act of violence on his part or 

(ii) any act which constitutes an offence involving moral turpitude, provided that such offence is committed by him in the course of his employment. 

Question 8
Briefly discuss the provisions relating to constitution of National Company Law Tribunal and
National Company Law Appellate Tribunal.
(5 Marks)
Answer
Part VI-A has been introduced into the Companies Act, 1956 by the Companies (Second Amendment Act, 2002). Its enforcement will mean repeal of the Sick Industrial Companies (Special provisions) Act, 1985 and also abolition of the Board of Industrial and Financial Reconstruction (BIFR) . Such cases will go before the National Company Law Tribunal. Section 424A provides for such reference. The Board of Directors of a sick industrial company have to make a reference to the Tribunal. They have to prepare a scheme for its revival and rehabilitation and submit to the tribunal along with an application containing such particulars as may be prescribed. The Tribunal thereafter has to enquire with working of sick industrial companies. The Tribunal is empowered to make suitable orders on completion of the Enquiry (see Section 424-B and 424-C).
The National Company Law Appellate Tribunals have been constituted by central Government by notification with official gazette. Any person aggrieved by an order of the Tribunal, can within 45 days file an appeal before the National Company Law Appellate Tribunal, which will pass orders after giving opportunity of hearing to the aggrieved party.
Question 9
What is E filing? List at least five advantages of E filing under MCA 21.
(5 Marks)
Answer
The term E-filing indicates the process of getting services electronically with a comprehensive on-line portal. The advantages are:
1. Instant registration of companies; 

2. Simplified and more facile method of filing documents; 

3. Total transparency; 

4. Easier and better compliance of regulations; 

5. Utmost customer care 

6. Authentic and reliable filling of forms / returns through professionals; 

7. Centralised database management; 

8. Better service availability; 

9. Filing of and inspection of documents anywhere and anytime. 

10. Quick redressal of investor grievances 

11. Supervisor and monitoring of compliance made easier. 

Question 10
Mr. Ram Lal and his friend desire to incorporate a Public Company and approach you for help.
Advise.
( 5 Marks)
Answer
1. A name must got allotted out of a choice of three. 

2. Seven members (minimum) must beready to sign as subscribers to the MOA and AOA. 

3. MOA and AOA with necessary objects and clauses should be prepared on stamp paper according to State Stamp Act. 

4. Consent must be given in Form No. 32 for becoming a Director. List of directors must also be filed. 

5. Form No. 18 showing address of the registered office is also another document. 

6. Form No. I – Declaration by a Professional or Director is also necessary on the requisite stamp paper. 

7. The name available letter should be filed in Original. 

8. A power of attorney on non-judicial stamp paper for making corrections and receiving Incorporation Certificate is necessary. 

9. Fees for registration of a company depending upon the authorised capital must also be paid. 

After satisfaction of the above requirements, the ROC issues a certificate staling that the public company has been incorporated. 

Question 11
Explain the doctrine of ‘Indoor management’ in brief.
The Secretary of a Company issued a share certificate to ‘A’ under the Company’s seal with his own signature and the signature of a Director forged by him. ‘A’ borrowed money from ‘B’ on the strength of this certificate. ‘B’ wanted to realise the security and requested the company to register him as a holder of the shares. Explain whether ‘B’ will succeed in getting the share registered in his name. (5 Marks)
Answer
The doctrine of Indoor Management as discussed in the Royal British Bank vs. Turquand (1956) 6E&B 327. In this case the directors of RBB also gave a bond to T. The Article empowered the directors to issue such bonds under the authority of a proper resolution. In fact no such resolution was passed. Notwithstanding that, it was held that T could sue on the bonds on the ground that he was entitled to assume that the resolution had been duly passed. Thus the persons dealing with the company are entitled to assume that the acts of the directors or the officers of the company are validly performed, if they are within the scope of their apparent authority. But this doctrine is not applicable where the person dealing with the company has notice of irregularity or where the person dealing with the company is put upon on inquiry or when an instrument purporting to be enacted on behalf of the company is a forgery.
In the instant problem the doctrine of indoor management can apply only in case of irregularities which might otherwise affect the transaction, but it cannot apply to forgery which must be regarded as nullity. Hence ‘B’ will not succeed in getting the share registered in his name.
Question 12
Explain in brief ‘Equity Share Capital’ and ‘Preference Share Capital’.
(5 Marks)
Answer
As per the Section 85 and 86 of the Companies Act 1956, there will now be two types of share capital as under:
Share Capital:
The share capital of a company limited by shares shall be of two kinds only, namely –
(i) equity share capital and 

(ii) preferential share capital. Equity Share Capital shall be: 

(i) with voting rights 

(ii) with differential rights. The expression ‘Shares with differential voting rights” is defined as a share that is issued in accordance with the provisions of Section 86. 

Equity shares carry voting rights on the ground meetings of the company and have the right to control the management of the company. They have right to share in the profits of the company in the form of distribution of dividend and bonus shares. In the event of winding up of the company, equity shares capital is repayable only after repayment of the claims of the creditors and preference share capital. 

Preference share capital means that part of share capital which fulfils both the following requirements, namely 
(a) as respects dividend it carries or will carry a preferential right to be paid a fixed amount or an amount calculated at a fixed rate, and 

(b) as respect, it carries or will carry on the winding up or repayment of capital, a preferential right to be repaid the amount of the capital paid up on demand to have been paid up whether or not there is a preferential right to the payment of either or both of the following amounts namely – 

(i) any money remaining unpaid in respect of amount specified in clause (a), upto the date of winding up or repayment of capital 

(ii) any fixed premium, any fixed scale specified in the memorandum or article of the company (see Section 85). 

PART – II
Question No. 13. is compulsory.  Attempt any two questions of the rest.
Question 13
(a)    What   is   Corporate   Social   Responsibility?     Why   it   is   needed   in   Indian   Business
environment?
(5 Marks)
(b) Explain briefly the matters to be considered and the steps that may be taken by a Finance and Accounting professional when he is required to resolve an ethical conflict in 

the application of Fundamental principles.
(5 Marks)
Answer
(a) The concept of Corporate Social Responsibility (CSR) focuses on the idea that beyond making profit, a business has social obligations. It is the responsibility of the companies to produce an overall positive impact on the society. CSR is pursued by business to balance their economic, environmental and social objectives which at the same time addressing stakeholder’s expectations and enhancing shareholders values. Shareholders, including shareholders, analysts, regulations, labour unions, employees, community organisations and mass media are assign companies to be accountable not only for their own performance but for the performance of their entire supply chain. Issues such as peace, sustainable development, security poverty allocation, environmental quality and human rights are having a performed effect on business and its environment. 
Corporate Social Responsibility is the continuing commitment by business to behave ethically and contribute to economic development while improving the quality of life of the workforce and their families as well as of the local community and society at large. 
Need for social responsibility: 
1.      The iron law of responsibility 
2. To fulfil long term self-interest 

3. To establish a better public image 

4. To avoid government regulation and control 

5. To avoid misuse of Nation al Resources and Economic Power 

6. To convert Resistances into Resources 

7. To minimise Environmental damage. 

(b) Conflict Resolution: While evaluating compliance with the fundamental principles, a finance and accounting profession may be required to resolve a conflict on the application of fundamental principles. The following needs to be considered, either individually or together with others, during a conflict resolution process 
(a)    Relevant facts 
(b)    Ethical issues involved 
(c) Fundamental principles related to the mater in question (d) Established internal proceedings and 
(e)    Alternative course of action 
Having considered these issues, the professional should determine the appropriate course of action that is consistent with the fundamental principles identified. The professional should weigh the consequences of each possible course of action. If the matter remains unresolved, the professional should consult other appropriate persons within the firm or employing organization for help in obtaining resolution. During times where a matter involves a conflict with or within an organization, finance and accounting professional should also consider consulting with those charged with governance of the oganisation, such as the Board of Directors. 
It may be in the best interests of the professional to document the substance of the issues and details of any discussions held or decisions taken, concerning that issue. 
If a significant conflict cannot be resolved, a professional may also obtain professional advice from the relevant professional body or legal advisors and thereby obtain guidance on ethical issues without breaching confidentiality. 
If, after enhancing all strategies, if the ethical conflict remain unresolved, a professional should try to disassociate from the conflict resolution of the organisation concerned. 
Question 14
What is meant by ‘Sustainable Development’? State the special responsibilities of the industries that are based on natural resources. How the adoption of Green Accounting System. helps in avoiding policy decisions which are non-sustainable for the country?(5 Marks)
Answer
SUSTAINABLE DEVELOPMENT: Literally sustainable development refers to maintaining development over time. It may be defined as development that meets the needs of the present without compromising the ability of future generations to meet their own needs. A nation or society should satisfy its requirements – social, economic and others – without jeopardizing the interests of future generations.
Special responsibilities of industries base on mutual resources : Industries that are based on natural resources, like minerals, timber, fibre, and foodstuffs etc. have a special responsibility for :
(1) adopting practices that have built in environmental consideration 

(2) introducing processes that minimize the use of natural resources and energy, reduce waste, and prevent pollution. 

(3) making products that are ‘environment-friendly’, with minimum impact on people and ecosystem. 

Green accounting systems: Conventional accounts may result on policy decisions which are non-sustainable for the country. Green accounting on the other hand is, focused on addressing such deficiencies in convention accounts with respect to environment. If the environmental costs are properly reflected in the process paid for goods and services these companies and ultimately the consumer would adjust market behaviour in a way that would reduce damage to environment, pollution and waste production, price signed will influence behaviour to avoid exploitation or excessive utilization of natural resources. Such resources would facilitate the approach of ‘polluter pay principle’. Removing subsidies that encourage environment damage is another measure.
Question 15
Answer any two out of four in ‘yes’ or ‘no’ with brief reasons:
(a) Knowledge without morality is a social sin. 

(b) Consumer purchases goods and health services for personal purposed only. 

(c) Consumer and Public interest are both synonymous. 

(d)     Ethics are necessary in marketing to build Brand image only.
(5 Marks)
Answer
(a) Yes, knowledge without morality is a social sin. The obvious reason is that a number of companies are emerging in various fields with sound technologies, but they are hurting the sentiments of the community at large. Therefore, new scientific and technological methods should be adopted keeping in mind the public sentiments and ethical values. 
(b) No, The consumer do not purchases goods and health services for personal purposes only, because in certain occasions various items are purchased for public welfare and development of the society as a whole. 
(c) No, the consumer and public interest are not synonymous, because whatever is done in public interest is to protect the larger interest of the society that may or may not be a consumer. 
(d) No, the ethics are not necessary in marketing only to build image, but ethics are necessary for sustainable development of business, and ultimately for transparency and good corporate governance in the country. 
Question 16
Explain in brief the measures to ensure ethics in the Work place.
(5 Marks)
Answer
The focus on core values and sound ethics, the hallmark of ethical management, is being recognized as an important way to ensure the long-term effectiveness of governance structures and procedures and avoid the need for whistle-blowing. Employers who understand the importance of work place ethics, provide their workforce with an effective framework and guiding principles to identify and address ethics issues as they rise. Measures to ensure ethics in the workplace :
1. code of conduct and ethics 

2. establish open communication 

3. make ethics decisions in group and make decision public as appropriate 

4. integer ethics management with other management practices. 

5. use of cross-functional terms when developing and implementing the ethics management programme 

6. Appointing an ombuds man. 

7. Creating an atmosphere of trust 

8. Regularly updating of policies and procedures 

9. include a grievance policy for employees 

10. set an example from the top. 

PART – III
Question No. 17 is compulsory and attempt any tow question of the rest.
Question 17
(a) What is meant by ‘Emotional Intelligence’ and ‘Emotional Quotient’? State any six social competencies associated with Emotional Intelligence. (5 Marks)
(b) Draft a ‘Power of Attorney’ by subscribers of Memorandum of Association of the Company authorising a Chartered Accountant to appear before the Registrar of Companies to do the needful for the purpose of incorporation of the company.        (5 Marks)
Answer
(a) Emotional Intelligence: Emotional intelligence refers to the capacity to recognizing your own feelings and those of others, for motivating yourself, and for managing emotions well in yourself and in your relationships. It describes abilities distinct from but complementary to academic intelligence, the purely cognitive capabilities measured by IQ. Many people who are look smart but lack emotional intelligence end up working for people who have lower IQs than they but who excel in emotional intelligence skills. 
Emotional quotient inventory is designed to measure a nature of constructs related to emotional intelligence. EQ is the ability to make and deeper connections at three levels: with ourselves (personal mastery), with another person (one-to-one) and within groups/teams. Our EQ or emotional intelligence is the capacity for effectively recognizing and managing our own emotions and those of others. The wonderful thing about EQ, unlike IQ which stabilizing when a person is around 18 years of age is that it can change. A person today with a low EQ score on ‘empathy’ can have a higher ‘empathy’ score in the future – if that person recognizes his/her limitation changes attitude, adopts a learning strategy, and practices key listening and empathy skills. 
Social competencies associated with emotional intelligence are as follows: 
Social Awareness: 

1. Empathy: Sensing others emotions, understanding their perspective and taking active interest in their concerns . 

2. Organizational awareness: Leading the currents decision, networks and politics at the organizational level. 

3. Service:  Recognizing and meeting follower, client or customer needs. 

Relationship Management :
1. Inspirational leadership: Guiding and motivating with a compelling vision. 

2. Influence:  wielding a range of tactics for persuasions 

3. Developing others: Bolstering others’ abilities through coaching, feedback and guidance. 

4. Change catalyst:  Initiating managing and leading in a new direction. 

5. Conflict management resolving disagreements. 

6. Building bonds:  Cultivating and maintaining a web of relationships. 

7. Teamwork and collaboration:  Cooperate and team building. 

(b) Before Registrar of Companies: We the subscribers of the Memorandum and Article of Association of the Proposed Company, hereby authorize to present the memorandum of Article of Association and other connected documents for the registration of the said company before the registrar of companies, Karnataka, Bangalore and to make such corrections / Alterations/deletions/Additions as may be required to be done by the Registrar in the documents and also to receive the certificate of incorporation.
General Power of Attorney: Know we all men by their present we do hereby appoint and constitute ……… son of ………………(hereinafter called “chartered Accountant” who has subscribed his signature hereunder in token of identification) presently residing …… to my lawful Chartered Accountant in our name and on our behalf do it any one or all the following acts, deeds, things namely

1. to give all particulars necessary for incorporation of company. 

2. to give affidavit to the Registrar of Company for the purpose of incorporation. 

3. to do needful acts necessary for incorporation of the company 

4. He is authorized to include promissory notes letter of declaration and indemnity for the purpose of incorporation. 

5. to receive documents on behalf of the members of the company. 

6. to sign forms, documents and papers required for the purpose of incorporation of the company. 

Dated ……….at this day ……………….of
(address)
Specimen signature of the Chartered Accountant above named 

Notary Public
Question 18.
Draft a notice for ABC’s Annual General Meeting with four ordinary business.
(5 Marks)
Answer
Notice is hereby given that the 15th Annual General Meeting of the members of ABC will be held on Monday the 15th day of September 2006 at the registered office of the Company
………………. At 10 a.m. to present the following business: Ordinary Business:
To
1. Receive, consider and adopt the Audited Balance sheet of the company as on 31st March, 2006 and the Profit and Loss account for the year ended on that date and Audit’s and director’s response thereon. 

2. To declare dividend for the year ended 31st  March, 2006 

3. To appoint a director in place of Mr. …………………….. 

4. To appoint Statutory Auditors of the Company. 
NOTE: A member entitled to attend and vote is entitled to appoint a proxy to attend and vote instead of himself and proxy need not be a member of the company.
For and on behalf of the Board of Directors Registered Office
Question 19
What do you understand by Group Dynamics?
(5 Marks)
Answer
Groups are the basic building blocks of organizations. It is now very common for groups of employers to make decisions to solve difficult problems that were once the domain of authoritarian incentives. Given below are the characteristics of Group personality:
1. spirit of conformity 

2. respect for group values 

3. resistance to change 

4. group prejudice 

5. collective power 

Question 20
Mr. A has not received a dividend warrant of Rs. 1,500 for 150 shares of XYZ Ltd. Draft an indemnity bond, to be given to the company for seeing release of Dividend. (5 Marks)
Answer Indemnity Bond
Mr. A S/o ……………………….. resident ……………………… do hereby agree to indemnify the XYZ Ltd. for any loss that may occur for seeking release of dividend for 150 shares of Rs. 1500. I further declare that personally I have not received the dividend warrant in question.
Mr. A
Dated:                                                                                                                                                       Signature

Place

PAPER – 3 :  LAW, ETHICS AND COMMUNICATION
Question Nos.1 and 2 are compulsory.    Attempt any eight questions of the rest
Part – I
Question 1
(b) A, B and C are partners in a firm. They jointly promise to pay Rs. 1,50,000 to P.C. became insolvent and his private assets are sufficient to pay only 1/5 of his share of debts. A is compelled to pay the whole amount to P. Examining the provisions of the Indian Contract Act, 1872, decide the extent to which A can recover and amount from B. 

(5 Marks)
(b)    (i)      State whether the following statements are correct or incorrect:
(2 x 1=2 Marks)
(iii) A minor cannot be appointed as an agent. 

(iv) Where there are co-sureties a release by the creditor of one of them does not discharge the others. 

(ii)     Pick-up the correct answer from the following:
(3 x 1=3 Marks)
(bj) In case of void agreements, collateral transactions are 

(a) Also void 

(b) Unenforceable 

(c) Not affected 

(d) Illegal. 

(bk) A contract of insurance is 

(a) Contingent Contract 

(b) Wagering Agreement 

(c) Contract of guarantee 

(d) Unilateral agreement. 

(bl) 'A' sings the instrument in the following manner. State the instrument which cannot be considered as promissory note: 

(a) I promise to pay B or order Rs. 500 

(b) I acknowledge myself to be indebted to B Rs. 1,000 to be paid on demand, for value received 

(c) I promise to pay B Rs. 10,000 after three months 

(d) I promise to pay B Rs. 500 seven days after my marriage with C. 

Answer
(v) When two or more persons make a joint promise, the promisee may in the absence of express agreement to the contrary, compel anyone or more of such joint promisors to perform the whole of the promise. In such a situation the performing promisor can enforce contribution from other joint promisors (Sec. 43 of Indian Contract Act). If anyone 
or more joint promisors make default in such contribution, the remaining joint promisors must fear the loss arising from such default on equal shares. Hence in the instant case, A is entitled to receive (a) from C’s assets - Rs,10,000 (1/5th of Rs. 50,000, (Rs 50,000 is the amount to be contributed by C being 1/3rd of Rs. 1,50,000) (b) from B - Rs. 70,000 (Rs. 50,000 being his own share + ½ (50,000-10,000) i.e. Rs. 20,000 being one half share of total loss of Rs 40,000 due to C's insolvency). A can recover Rs. 70,000 from B.
	(b)
	(i)
	(a)    Incorrect. According to section 184 of Indian Contract Act, 1872, any person

	
	
	
	can become an agent but a minor is not responsible to the principal.

	
	
	(b)
	Correct. Section 138 of Indian Contract Act, 1872 lays down this rule.

	
	(ii)
	(a)
	(3)
	Not affected.


(b) (1) Contingent contract. 
(c) (4) I promise to pay, B Rs. 500, seven days after my marriage with C. 
Question 2
35 XYZ Limited called its Annual General meeting on 28th September, 2007. The notice of the meeting was posted on 6th September, 2007. With reference to the provisions of the Companies Act, 1956 examine whether the notice given by the company was valid. 

(5 Marks)
(b)    (i)      State whether the following statements are true or false:
(2 x 1=2 Marks)
(a) Proxy has no right to speak at the general meeting of a company. 

(b) A public company cannot issue equity shares with differential rights as to dividend. 

(ii)     Pick-up the correct answer from the following
(3 x 1=3 Marks)
(a) Share certificates are to be issued by a company within 

(1) Two months after allotment 

(2) One month after allotment 

(3) Six months after allotment 

(4) Three months after allotment 

(b) Alteration of object clause of Memorandum of Association of a company requires 

(1) Special resolution 

(2)
Approval of registrar of companies



(3)
Approval of company law board
.


(4) Special resolution and approval of company law board. 

(aj) The financial year of AVD Company Ltd. ended on 31st March, 2007. The Annual General Meeting of the company was held on 10th October, 2007. As per requirements of the Companies Act, 1956, the Annual Return of the company should be filed with the Registrar of Companies within 

(b) 60 days from 10th October, 2007 

(c) 60 days from 30th September, 2007 

(d) 90 days from 30th September, 2007 

(e) 90 days from 10th October, 2007. 

Answer
(v) Length of notice for Annual General Meeting 

According to section 171 (1) of Companies Act 1956, a general meeting of a company may be called by giving not less than 21 days notice in writing not less than 21 days means 21 clear days i.e. excluding both the dates on which the notice was served and the date of the meeting. In case the notice of the meeting was sent by past, service of the notice of the meeting shall be deemed to have been effected at the expiry of 48 hours after it was posted {Section 53 (2) (b) (i)). In the instant case, the notice was short by one day as shown below: 
6th September 2007 to 28th September 2007 

Less date of service and date of meeting

Less 48 hours of posting but 24 hours are common between date of service and 48 hours of posting

Length of notice required Short notice

Hence the notice was not valid
(b) (i) (a) True (Correct): According to section 176(1) of the Companies Act, 1956, a proxy has no right to speak at the meeting.
(iii) False (Incorrect): Section 86 (a) of the Companies Act, 1956 permits a company to issue equity shares with differential rights as to dividend and voting. 

(e) (a) 4 (Three months after allotment): According to section 113 of the Companies Act, 1956, share certificates are to be issued by a company within 3 months after allotment. 

1 (Special Resolution): Alteration of object clause of Memorandum of Association of a company requires special resolution. 

3 (60 days from 30th September, 2007): Annual return of a companyshould be filed with the Registrar within 60 days from the date on which the A.G.M. ought to have been held. 

Question 3
State with reasons whether the following persons re entitled to, receive Bonus under the Payment of Bonus Act, 1965:
(i) A apprentice under the Apprentice Act. 

(ii) A probationer 

(iii) An employee employed through contractors on building operations 

(iv) A retrenched employee 

(v)    A dismissed employee reinstated with back wages.
(5  Marks)
Answer
Entitlement to Bonus
(b) Apprentice: An Apprentice who is an apprentice under the Apprentice Act is not entitled to bonus, as apprentice is specifically excluded from 'Employee' under section 2 (13) 
(c) Probationer: A probationer is an employee and as such is entitled to bonus provided he has worked in the establishment for not less than 30 working days in the accounting year (section 8) Confirmation of the employee is not a necessary requirement 
An employee employed through contractors on building operations is not entitled to bonus as he is specifically excluded under section 32 (vi). 
(d) Retrenched Employee: He is eligible to get bonus provided. He has worked for minimum qualifying period (East Asiatic Co. (P) Ltd. Vs Industrial Tribunal) 
(e) Employee includes a person who is no longer in service (Explanation under Section 21) Dismissed employee reinstated with back wages. He is entitled to bonus (Commom India Ltd Vs Neeranjan Das) 
Question 4   

Explain as to why shall the combination of 'not negotiable' with 'Account payee' crossing be considered as the safest form of crossing a cheque. (5 Marks)
Answer
Safest form of crossing a cheque
The addition of the words 'not negotiable' in a crossed cheque does not restrict the transferability of the instrument, but the cheque is deprived of its special feature of negotiability. The general rule about the negotiability is that the holder in due course of a file or promissory not or cheque takes the instrument free from any defect which might be existing in the title of the transferor. According to Section 130 of the Negotiable Instruments Act, 1881 a person who takes a cheque bearing not negotiable' shall not have, and shall not be capable of giving, a better title to the cheque which the person from whom he took it had. A bank, therefore should be extra careful in paying such cheques. The payment should be made only after he is satisfied that the person demanding payment is the person entitled to receive it.
Account payee crossing directs the collecting banker to collect it for the payee only and warns that if the amount is collected for some one else, he may be held liable for damages.
In view of the advantages explained above, the continuation of 'not negotiable' and 'Alc payee' crossing can be considered as the safest form of crossing.
Question 5
State the provisions of the Employees' Provident Funds and Miscellaneous Provisions Act, 1952 regulating the quantum of contribution to be made by the employer and employee to the provident fund. Is it possible for an employee to increase the amount of his contribution to the provident fund more than the minimum contribution as statutorily prescribed? (5 Marks)
Answer
Contribution to Provident Fund under the EPF and Miscellaneous Provisions Act, 1952
Section 6 of the EPF and MP Act, 1952 regulates contribution to Provident Fund Scheme established under the Act. The employer's contribution shall be 10% of the basic wages, dearness allowance and retaining allowance, if any. The employee's contribution shall be equal to the contribution payable by the employer in respect of him.
Dearness allowance includes cash value of any food concession allowed to the employees. Retaining allowance mean the sum paid for retaining the service, when the factory is not working. The Central Government may by notification make the employer's contribution equal to 12% for certain establishments class of establishment.
The above rule will prevail irrespective of whether the employer employs the person directly or through contractor.
An employee can at his will voluntarily contribute, beyond 10%. But the employer shall not be under an obligation to pay any contribution over and above his contribution payable under section 6 of the said Act.
Question 6
What is meant by maturity of a Bill of Exchange or Promissory Note? Calculate the date of maturity of the following bills of exchange explaining the relevant rules relating to determination of the date of maturity as provided in the Negotiable Instruments Act, 1881:
(i) A Bill of Exchange dated 31st August, 2007 is made payable three months after date. 

(ii) A Bill of Exchange drawn on 15th October, 2007 is payable twenty days after sight and 

the bill is presented for acceptance on 31st October, 2007.
(5 Marks)
Answer
The maturity of a promissory note or bill of exchange is the date on which it falls due for payment (Sec 22). Sec 22 of the Negotiable Instruments Act, 1881 further adds that for payment in calculating the maturity of a promissory note or a bill of exchange which is not payable on demand, at sight or on presentment, three days, called the days of grace, must be added to the date on which the instrument is expressed to be payable.
Bill of exchange dated 31st August, 2007: if the month in which the period would terminate has no corresponding day, the period shall be held to terminate on the last day of such month (Sec 23). In this case the bill of exchange is dated 31st August, 2007 and it is made payable 3 months this after date. Hence it falls due on 3rd day after November, 2007 (the last day of the month) i.e. on 3rd December, 2007.
Bill of exchange payable 20 days after sight: The bill is presented for acceptance on 31st October, 2007. The date of presentment for acceptance is to be excluded. Hence the instrument is at maturity on the 3rd day after 20th November, 2007 i.e. 23rd November, 2007.
Question 7
Explain the manner in which the gratuity payable to employees in a seasonal as well as other establishments is calculated under the Payment of Gratuity Act, 1972. State also the maximum amount of gratuity payable under the act. (5 Marks)
Answer
Computation of gratuity amount: Section 4 of the Payment of Gratuity Act, 1972 stipulates the manner in which the amount of gratuity payable to an employee will be calculated.
In the case of establishments other than seasonal establishments, the employer shall pay the gratuity to an employee at the rate of 15 days wages based on the rate of wages last drawn by the employee concerned for every completed year of service or part there of in excess of 6 months. In the case of piece rated employees, daily wages, shall be computed on the average of the total wages received by him for a period of 3 months immediately preceding the termination of his employment and for this purpose the wages paid for any overtime work shall not be taken into account.
In the case of a monthly rated employee 15 days wages shall be calculated by dividing the monthly rate of wages last drawn by 26 and by multiplying the quotient by 15.
In the case of seasonal establishment the employees can be classified into 2 groups.
(i) Those who work throughout the year and 

(ii) Those who work only during the season. 

The former are entitled to get the gratuity at the rate of 15 days wages for every completed year of service or part thereof in excess of 6 months. The later are entitled to receive gratuity at the rate of 7 days for each season.
The amount of gratuity payable shall not exceed Rs. 3,50,000.
Question 8
What is meant by 'Pre-Incorporation Contracts'? Can these contracts be enforced by the prospective company after its incorporation against the third parties with whom the promoters had entered into certain contracts? Explain. (5 Marks)
Answer
Pre-incorporation Contracts and its Enforcement: Pre- incorporation contracts are those contracts which are entered into, by the promoters on behalf of a prospective company, before it has come into existence e.g. with the proprietor of business to sell it to the prospective company. Since a company comes into existence from the date of its incorporation, it follows that any act purporting to be performed by it prior to that date is of no effect so far as the company is concerned. Hence the vendor cannot sue or be sued by the company thereof, after its incorporation.
After incorporation, the company may adopt the preliminary agreement. But this must be, by novation. However, in order to facilitate companies to adopt pre-incorporation contracts,
.special provisions are made in sections 15 and 19 of specific Relief Act, 1963. Accordingly, pre-incorporation contracts can be enforced by the company, if the contract is for the purposes of the company, the contract is warranted by the terms of its incorporation is within the scope of the company's objects as given in the Memorandum of Association and the company has accepted the contract and has communicated such acceptance to the other party.

Question 9
Mr. V, alongwith six other persons desires to float a company for charitable purposes, as permissible under Section 25 of the Companies Act, 1956. He seeks your advise about the
procedure to be followed to give effect to the above proposal. Advise him.
(5 Marks)
Answer
Company for charitable purposes: (Section 25 of The Companies Act, 1956)
According to Section 25 of the Companies Act, 1956 the procedure to be followed to give effect to the said proposal is as follows:
1. Mr. V. must mobilise six other persons who are majors and sound mind to sign MOA and AOA which may be of its own or as in Table “C” or “D” of the Companies Act. 

(vi) The company may be a Limited company with share capital or a company limited by guarantee. 

(vii) In no case the profits of the company can be distributed in the forms of dividends on bonus shares. 

(viii) All the profits of the company should be used only for welfare purposes and company's progress. These factors must be incorporated in AOA. 

(ix) Out of the three names chosen by the prompters for the name of the company one should be used. If it is not available the proposals repeated by filing form no. 1A. 

(x) After getting the name from the ROC, the draft MOA and AOA must be got approved by RD who has been delegated the powers by the Central Government. 

(xi) Three copies of a approved MOA and AOA alongwith the registration and filing fee, documents like form 1,18,32 and consent etc. must be submitted. 

(xii) A power of attorney in favour of Practicing CA/CS/ICWA or an advocate for presentation before ROC to make corrections and collect incorporation certificate must also be filed on non judicial stamp paper. 

(xiii) The company becomes operative on incorporation. 

Question 10
Board of Directors of a private company decided to convert it into a public company. State the steps to be taken for such conversion in order to comply with the requirements under the
Companies Act, 1956.
(5 Marks)
Answer
Conversion of a Private Company into a Public Company
The conversion of the private company into a public company is by choice under section 44 of the Companies Act, 1956.
The following steps are required to be taken for such conversion:
(i) Board must fix the date for general meeting for the purpose of making necessary alternation in the Articles of Association and Memorandum of Association.
13. Hold the general meeting and pass a special resolution altering the articles in such a manner that they no longer include the provisions of section 3(i) (iii) which are required to be included in the articles of a company in order to constitute it a private company. The company ceases to be a private company on the date of alteration company. The articles are required to be altered so as to bring there in line with the provisions of the Act as applicable to public company. 

14. Special resolution to change the name of the company, so as to delete the word 'private' from the name of the company and to alter the Memorandum of Association for that purpose 

(iii) File copies of the special resolution and prospectus or statement in lieu of prospectus within 30 days from the date of general meeting and obtain a fresh certificate of incorporation (deleting word 'private' in the name of the company) from Registrar of Companies. 

(iv) The company must ensure the minimum number of members is 7, of directors is 3 and the paid up capital is not less than Rs. 5 lakhs. 

Question 11
The quorum for a General meeting of a public company is 15 members personally present according to the provisions of the articles of association of the company. Examine with reference to the provisions of the companies Act, 1956 whether there is proper quorum at a General meeting of the company which was attended by the following persons:
(vii) 13 members personally present 

(viii) 2 members represented by proxies who are not members of the company 

(iii)    One person representing tow member companies.
(5 Marks)
Answer
Quorum: According to section 174 of the Companies Act, 1956 unless the articles of the company provide for a larger number, 5 members personally present in the case of a public company shall be the quorum for a meeting of the company.
In this case articles of the company provide for a larger number of 15, hence the quorum is 15.
The words ‘personally present’ exclude proxies. Hence two members represented by proxies cannot be counted for the purpose of quorum. However, the representative of a body corporate appointed under section 187 is a member 'personally present' for the purpose of counting a quorum. In case two or more corporate bodies who are members of the company are represented by single individual each of the bodies corporate will be treated as personally present by the individual representing it. In this case one person represent two member companies and his presence will be counted as two members being present in person for the purpose of quorum. Hence 15 members are personally present (13+2) and as such there is proper quorum.
Question 12
ADJ Company Limited decides to buy-back its own shares. Advise the company's Board of Directors about the sources out of which the company can buy-back its own shares. What conditions are attached to the buy-back scheme of the company in accordance with the provisions of the Companies Act, 1956? Explain. (5 Marks)
Answer
Buy-back of shares sources and conditions (Sec. 77 A of the Companies Act, 1956): In accordance with the provisions of the Companies Act, 1956, as contained in sec. 77-A, acompany desirous of buy back of its own shares, can be advised to buy-back out of the following sources:
(iii) Company's free reserves; or 

(iv) Company's securities premium Alc; or 

(v) Out of the proceeds of any shared or other specified securities. {S.77-A-(1)}. However, no buy-back of any kind of shares or other specified securities shall be made out of the proceeds of an earlier issue of the same kind of shares or same kind of other specified securities. 

Conditions
6. Buy-back is authorised by the Company’s Articles. 

7. A special resolution has been passed in general meeting of the company authorising buy-back. 

8. The buy-back is less than 25% of the total paid-up capital and free reserves of the company. The buy-back, however, cannot exceed 25% of company’s paid up equity share capital in a financial year. Further the companies (Amendment) Act 2001 (w.e.f. 23-10-2001) has authorised the buy back by passing a resolution of a meeting of the Board of Directors provided the buy back does not exceed 10% of the total paid up equity share capital and free reserves. However, there cannot be more than one such buy-back in any period of 365 days 

9. The ratio of debt owed by the company is not more than two times the equity capital and free reserve after such buy back. However, the Central Government may prescribe a higher ratio of the debt for a class or classes of companies. 

10. All shares or other specified securities are fully-paid-up, 

11. The buy back with respect to listed securities is in accordance with the regulations made by the SEBI in this behalf. 

PART – II
Question No. 13 is compulsory.  Attempt any two questions of the rest.
Question 13
(a) What is meant by 'Corporate Governance'? State the major 'characteristics' of good corporate governance. (5 Marks)
(b) Finance and accounting professional working as an employee in an organisation have to face various threats which make it difficult for them to comply with fundamental principles relating to ethics. Explain the safeguards in the work environment which may be created by a business enterprise to overcome such threats. (5 Marks)
 Answer
12. Corporate Governance: Simply stated, 'Governance' means the process of decision making and the process by which decisions are implemented. The term corporate governance' is understood and defined in various ways. Corporate governance can be defined as the formal system of accountability and control for ethical and socially responsible organisational decisions and use of resources accountability relates to how well the content of workplace decisions is aligned with the organisations strategic direction. Control involves the process of auditing and improving organisation decisions and actions. Good corporate governance has the following major characteristics: 
Participatory     , 

Consensus oriented 

Accountable 

Transparent 

Responsive 

Effective and efficient 

	(vii)   Equitable and inclusive and
	
	
	
	
	
	
	

	(viii)  Follows the rule of law.
	
	
	
	
	
	
	
	

	(b)    Safeguards in the work environment
	
	
	
	
	
	

	Safeguards
	against
	threats
	faced
	by
	professional
	shall
	(i)
	Ensure
	an
	ethical


environment, (ii) Increase the likelihood of identifying on deterring ethical behaviour and (iii) Eliminate or reduce threats to acceptable level.
The following safeguards may be created by a business enterprise in the work environment:
(i) The employing organisations systems or corporate oversight or other oversight structures. 

(ii) The employing organisation's ethics and conduct programms. 

(iii) Recruitment procedures in the employing organisation emphasizing the importance of employing high caliber competent staff 

(iv) Strong internal controls 

(v) Appropriate disciplinary process 

(vi) Leadership that stresses the importance of ethical behaviour and expectation that employees will act in an ethical manner. 

(vii) Policies and procedures to implement and monitor the quality of employee performance. 

(viii) Timely communication of the employing organisation's policies and procedures, including any changes to them, to all employees and appropriate training and education on such policies and procedures. 

Question 14
Explain the meaning of the terms 'ethics' and 'business ethics' and also state the requirements of 'business ethics'. (5 Marks)
Answer
Ethics: The term 'Ethics' has a variety of meanings. One of the meanings is 'Ethics' are the principles of conduct governing an individual or a group. Another definition describes ethics as relating to what is good or bad and having to do with moral duty and obligation.
Business Ethics: In a broad sense, ethics in business refers to the application of day today oral and ethical norms to business. Business ethics are the principles and standards that determine acceptable conduct in business organisation.
Requirements:  Being ethical in business requires acting with an awareness of -
(a) The need for complying with rules (e.g) (i) laws of the land, (ii) customs and expectation of the community (iii) principles of morality (iv) policies of the organisation and 

(v) general concerns such as the needs of others and fairness. 
(b) How the products, services and actions of a business enterprise, can affect its stake holders (i.e. employees, customers, suppliers, shareholders and community I society as a whole) either positively or negatively. 

Question 15
Answer any two out of four. You are required to state whether the statement is correct or incorrect with brief reasons: (2 x 21/2= 5 Marks)
(c) Company management has responsibility only towards its shareholders 

(d) Window-dressing of financial statements will not be useful in the long run. 

(e) Ethics and morals are synonymous. 

(f) Competition Act, 2002 protects the interest of consumers. 

Answer
(b) Incorrect: Company management is responsible not only to the shareholders, but also to other stakeholders i.e. people who have an interest in the conduct of the business of the company. These include employees, customers, vendors, the local community and even society as a whole. These stakeholders have certain rights with regard to how the business operates. 
(c) Correct: In window-dressing, efforts are made to show a 'good balance sheet' by manipulating accounting entries. This can help companies to boost their market image and obtain further capital from the market for some time. Window dressing is on the assumption that next year performance will be better and accounts will be regularised next year. Window dressing can go on for 2 or 3 years but not more. It will lead to the downfall of the company in a few years.
b Incorrect: Both 'ethics' and 'morals' deals with right and wrong conduct. But they are not same. Ethics deals with individual character which is a personal attribute. Ethics is the response of individual to a specific situation e.g. whether in this situation, it is ethical to state the truth. Morals deal with customs set by groups or some authority like religion. Morals are general principles e.g. you should speak truth. 
c Correct: Competition Act, 2002 intends to protect the interests of consumers by establishing a commission to present practices having adverse effect on competition and to promote and sustain competition in markets. The commission is empowered to prohibit certain agreements which are considered as anti-competitive in nature, abuse of dominant position and regulation of combinations likely to cause appreciable adverse effect on competition. 
Question 16
What is meant by ‘Environmental ethics’? How does its non-adoption leads to 3 Ps Viz., Polluter, Pay and Principles? Explain. (5 Marks)
Answer
Pollution indicates dangerous contamination of environment. Out of variety of pollution contamination of air leads to destruction of natural and botanical resources due to various chemical pollutants like cadmium, vanadium etc. The destruction of forest wealth results in depletion of ozone causing innumerable hazards and incurable diseases like leukemia. Similarly global warming emanates various oxides and acids which directly affect oceanic species and standing crops. Likewise land and water are polluted by toxic materials, or lead, mercury etc. Industrial toxic chemicals used in production of plastics cause cancer, liver damage, pre-natal and post-natal diseases.
Depletion of fossil fuels adds to the cause of extinction of rare species on earth. Unless and until the policy recycle the wastes by improved technological methods is developed, various ecological and environment problems are bound to arise. To overcome all these, a principle to assess the value of these factors and incorporate them in the account which is called green accounting system, by adopting built in environmental consideration measures taken to minimize the waste of natural resources and energy and rescue wastes, environment friendly living is difficult. Unless commitment is made by produces the implementation of 3Ps namely polluter, pay, and principles should be enforced to stop all subsidies.
PART – III
Question No. 17 is compulsory.  Attempt any two questions of the rest
Question  17


(a)
What is meant by 'Critical thinking'? How shall you develop critical thinking?
(5 Marks)
(b) J desires to gift out her flat in Mumbai in City Cooperative Society registered under the Maharashtra Cooperative Societies Act, 1960, to her brother A. Stating the legal requirements to be complied with, draft a Gift Deed. Take your own data regarding date, 

flat no., floor area etc.
(5 Marks)
Answer
(a) Critical Thinking: Critical thinking is the discipline of rigorously and skillfully using information, experience, observation and reasoning to guide one's decisions, actions and beliefs. Critical thinking refers to the act of question of every step of the thinking process e.g. (i) Have you considered all the facts? Have you tested your assumptions? Is your reasoning sound? Can you be sure your judgment is unbiased? Is your thinking process logical, rational and complete? 
Developing Critical thinking: To develop as a critical thinker, one must be motivated to develop the following attributes: 
1. Open-minded:  Readiness to accept and explore alternative approaches and ideas 

2. Well informed:  Knowledge of the facts and what is happening on all fronts. 

3. Experimental: Thinking through 'what if scenarios to create probable options and then test the theories to determine what will work and what will not be acceptable. 
4. Contextual: Keeping in mind the appropriate context in the course of analyses. Apply factors of analysis is that are relevant or appropriate. 
5. Reserved in making conclusion: Knowledge of when, a conclusion is a 'fact' and when it is not only true conclusions support decisions. 
(b) Drafting of Gift Deed: Legal Requirements 

1. There must be a donor and a donee. 

2. Gift must be accepted by the donee during the life time of the donor. 

3. Registration of gift of immovable property is must. 

(c) Gift Deed requires attestation by witnesses. 

Specimen of Gift Deed:
This Deed of gift is made of…………..on this…………...day of……..2007. Between……………….. an Indian…………….. inhabitant residing at flat No., Cooperative Housing Society Ltd……….(city), hereinafter called 'The Doner' of the one part and , also an Indian inhabitant of (City)………….Residing at ……….... at………(city) herein after called there 'Donee of the other part. Whereas the Donee ………….is the………… of donor………….and whereas the Doner is the member of …………. society which is duly registered under Maharashtra Cooperative Societies Act, 1960. The donor has 5 fully paid shares of the said society. The donor has acquired a flat No. …….... on the
…………floor and measuring:…………sqr. mtr. In the building situated at……..(city)
Whereas the Donor has full right title and in last in their said shares/flat more particularly described in this schedule.
And whereas the donor desired to gift his right, title and interest in the said share/flat in the said building of the said society described in the schedule hereunder written to the Donee hereto.
The Donor out of natural love and affection for the donee hereby transfer by way of gift his right title and interest in the said shares and the flat absolutely forever.
(b) The Donee accept the gift and agrees to hold that right title and interest of the Donor in said shares/flat of the societies. 
In the interest whose of the parties hereto have here under set and subscribed their respective hands on the day and the year. 
Signed and Delivered 
In the presence of……………) 1. .............. 
2. ............... 
Signed and Delivered: By the named Donee. 
In the presence of...........
1       ..........
2. ………….
Question 18
Third Annual General Meeting of ABC Limited was held on 28th September, 2007.
Several business was transacted at the meeting including the adoption of annual accounts for the year ended 31st March, 2007. The meeting was attended by 30 members in person and 5 members in proxy. Draft the minutes of the Annual General meeting indicating how shall the adoption of accounts being one of the business transacted at' the meeting, be recorded.



(5 Marks)
Answer


Minutes of 3rd Annual General Meeting of the shareholders of ABC Ltd held at
..at p.m. on
28th September, 2007.

Present


1.
30 members in proxy.


2.
.................. Director


3.
...................Chartered Accountant


4.
...................Secretary.


Mr. ..................., Chairman took the chair, in accordance with articles of the company. The quorum being present, chairman called the meeting to order. The notice convening the meeting was read by the Secretary. The auditors report was read by the Secretary.
Adoption of Accounts
The Chairman then invited queries from the members present on Directors report, accounts and auditor and auditors, report, but there was no query. Thereafter, the Chairmen proposed the following resolution which was recoded by ...............
“Resolved that the Directors' Report audited balance sheet as on 31st March, 2007 and profit and loss account for the year ended 31st March, 2007 and auditors report thereon be the same are hereby received, considered and adopted.
Carried unanimously_________________
The meeting conducted ed with a vote of thanks to the Chair.
Dated ………….2007
Chairman
Question 19
What do you understand by 'Group conflicts'? How shall these be managed effectively? Explain. (5 Marks)
Answer
Group conflict: Group conflict is an 'express struggle' between two inter- dependent parties who perceive incompatible goals, scarce resources and interference from the other party in achieving their goals. There are two aspects in relation to conflict
1. Expression: The two sides must communicate/express about the problem for there to be conflict. 

2. Perception: Conflict evolves perceptions in the two sides may only perceive that their goals, resources, and interference are incompatible with each other's. 

Managing conflicts: The climate in which conflict is managed is important. It is essential to plan communications to foster a supportive climate, marked by emphasis on
(i) Presenting ideas or options 

(ii) Problem orientation- focusing attention the task 

(iii) Spontaneity - Communicating openly and honestly 

(iv) Empathy - understanding another person's thoughts. 

(v) Equality- asking for opinion s 

(vi) Willing to listen to the ideas of others. 

Successfully managed conflicts can be constructive and can strengthen relationships in an organisation.

Question 20
You have been assigned the job of composing business messages. What check-list would you
prepare for organising the message?
(5 Marks)
Answer
Check List for organising the message:
b Organisation: 

1. Recognise good organisation 
subject and purpose are clear 

Information is directly related to subject and purpose. 

Ideas are grouped and presented logically 

All necessary information is included 

2. Achieve good organization through outlining- 
Decide what to say 

Main idea 

Major points 

Evidence 

Organise the message to respond the audience is probable reaction- 
use the direct approach when audience will be neutral, pleased, interested, or eager. 

use the indecent approach when audience will be displeased, interested, or unwilling. 

3. Choose the appropriate organisation plan- 

(a) Short Messages - 

(i) Direct request 

(ii) Routine, good news and good message 

(iii) Bad news message 

(iv) Persuasive Message 

(b) Longer message 

(i) Information pattern 

(ii) Analytical pattern. 

PAPER –  3 : LAW, ETHICS AND COMMUNICATION
PART – I
Question Nos. 1 and 2 are compulsory.
Attempt any eight questions from rest.
Question 1
(c) P appoints A as his agent to sell his estate. A, on looking over the estate before selling it, finds the existence of a good quality Granite-Mine on the estate, which is unknown to P. A buys the estate himself after informing P that he (A) wishes to buy the estate for himself but conceals the existence of Granite-Mine. P allows A to buy the estate, in ignorance of the existence of Mine. State giving reasons in brief the rights of P, the principal, against A, the agent. 

What would be your answer if A had informed P about the existence of Mine before he purchased the estate, but after two months, he sold the estate at a profit of Rs. 1 lac?
(5 Marks)
(v) (i)      State with reasons whether the following statements are correct or incorrect: 

In a contract of guarantee, forbearance by the creditor to sue the Principal Debtor discharges the surety. 

A pledge of documents of title to goods by a mercantile agent is a valid pledge. 

(2   1 = 2 Marks)
(ai) Pick-up the correct answer from the following and give reasons: 

(a) If time is the essence of the contract and there is a failure to perform the contract by the specified time, the contract: 

(1) becomes voidable at the option of the promisee 

(2) becomes unenforceable 

(3) becomes void 

(4) remains valid. 

(b) A contingent contract is: 

(1) valid 

(2) void 

(3) voidable 

(4) illegal. 

(c) A Promissory-note drawn jointly by X, a minor and Y, a major is: 

(1) void 

(2) valid but not negotiable 

(3) valid but can be enforced only against Y 

(4)    None of the above.
(3   1 = 3 Marks)
Answer
(a) Agent’s duty to disclose all material circumstances & his duty not to deal on his own account without principal’s consent. (Sections 215 and 216 of the Indian Contract Act, 1872): The problem is based on Sections 215 & 216 of the Indian Contract Act, 1872. According to Section 215, if an agent deals on his own account in the business of the agency, without obtaining the consent of his principal and without acquainting him with all material circumstances, then the principal may repudiate the transaction. On the other hand, Section 216 provides that: if an agent, without the knowledge of his principal, acts on his own account in the business of the agency, then the principal may claim any benefit which may have accrued to the agent from such a transaction. Hence in the first instance, though P had given his consent to A permitting the latter to act on his own account in the business of agency, P may still repudiate the sale as the existence of the mine, a material circumstance, had not been disclosed to him. 
In the second instance, P had knowledge that A was acting on his own account and also that the mine was in existence; hence P cannot repudiate the transaction under Section 215. Also, under Section 216, he can not claim any benefit from A as he had knowledge that A was acting on his own account in the business of the agency. 
(b)    (i)     (a)    Incorrect:  According to Section 137 of Indian Contract Act, 1972, the surety is
not discharged in such a case.
b Correct: It is one of the statutory exceptions to the general rule that a valid pledge can be created only by the owner. (Section 178 of the Indian Contract Act, 1872) 
	(ii)
	(a)
	(1)
	is the correct answer : Because if time is the essence of the contract it

	
	
	
	must   be   performed   within   a   reasonable   time   otherwise   it   becomes

	
	
	
	voidable at the option of the promisee.

	
	(b)
	(1)
	is the correct answer : Contingent contract is a contract to do or not to

	
	
	
	do something, if some event collateral to such contract does or does not

	
	
	
	happen.


(c) (3) is the correct answer : because a minor can draw a promissory note to bind all parties except himself (Section 26 of the Negotiable Instruments Act, 1881). 
Question 2
b MN Limited held its Annual General Meeting on 27th March, 2008. Mr. M, the Chairman of the said meeting died on 1st April, 2008, when minutes of the annual general meeting were not yet recorded and signed. How would you deal with the situation? Would your answer be different in case the meeting held on 27th March, 2008 was a Board meeting? 

(5 Marks)
(b) (i)      State whether the following statements are True or False and give reasons. 

(a) A certificate of incorporation issued by the Registrar of Companies is not valid if all the signatures of the subscribers to memorandum of association have been forged. 

(b) A  Public  Company  can  issue  either  redeemable  or  irredeemable  preference shares.
(2 x 1=2 Marks)
(ai) Pick-up the correct answer from the following and give reasons: 

(a) A Public Company need not offer further shares to existing shareholders, if: 

(i) Ordinary resolution is passed to that effect by the company in General meeting. 

(ii) Special resolution is passed to that effect by the company in General meeting. 

(iii) Resolution is passed by Board of Directors and approved by Company Law Board. 

(iv) Special resolution is passed by the Company in General meeting and approved by Registrar of Companies. 

(b) Resolution requiring special notice is required 

(i) For appointment of a person other than the retiring auditor as auditor at the Annual General Meeting 

(ii) For removing a Director before the expiry of the period of his office 

(iii) For both (1) and (2) 

(iv) For None of the above. 

(c) Quorum for a General meeting of a Public Company is 

(i) 5 members present in person or by proxy 

(ii) 3 members personally present as required by the Articles of Association of the Company 

(iii) 5 members personally present 
                          (iv)   2 members personally present.
(3   1 = 3 Marks)
Answer
(a) Minutes of Meetings (Section 193 (1A) of the Companies Act, 1956): The problem is based on the provisions of Section 193 (1A) of the Companies Act, 1956. In the case of General Meetings minutes are to be recorded and signed by the Chairman of the meeting within a period of 30 days from the conclusion of the General Meeting or in the event of death or inability of the Chairman, by the director duly authorized for the purpose. As the Chairman of the meeting (Mr. M.) died on 1st April 2008, a Board Meeting has to be convened immediately and one of the directors present at the meeting must be authorized to sign the minutes of AGM held on 27th March, 2008 within a period of 30 days from the conclusion of the said meeting. 
In the case of Board Meetings the minutes are to be recorded within a period of 30 days from the conclusion of the meeting, but it can be signed either by the Chairman of the said meeting or the Chairman of the next succeeding meeting [Section 193 (1) and Section 193 (1A) (a)] . So it is enough if the minutes are recorded within 30 days from 27th March 2008, but it can be signed by the Chairman of the next Board Meeting. 

	(b)
	(i)
	(a)
	False (incorrect):
	Because  according  to  Section  35  of  the  Companies  Act,

	
	
	
	1956   a   certificate
	of   incorporation   is   conclusive   evidence   that   all   the

	
	
	
	requirements of the Companies Act, 1956 in respect of registration have been

	
	
	
	complied with.
	


(b) False (Incorrect): Because according to Section 80 (5A) of the Companies Act, 1956 a company cannot issue irredeemable preference shares or redeemable after a period of 20 years. 
(v) (a) (2) is the correct answer. According to Section 81 (1) of the Companies Act, 1956 further shares can be offered to persons other than existing shareholders 
if special resolution to that effect is passed by the company in general meeting.
(b) (3) is the correct answer because it has been so provided in Section 190, Section 225 and Section 284 (2) of the Companies Act, 1956. 
(c) (3) is the correct answer because according to Section 174, five members personally present will constitute quorum unless the Articles provide for a larger number. 
Question 3
A workshop is employing 50 workmen. A shop-supervisor is drawing monthly wages of Rs. 9,000. HRD paid annual bonus to all employees except the supervisor. The Supervisor
	contends  that  he  is  also  entitled  to  bonus.
	Referring  to  the  provisions  of  the  Payment  of

	Bonus Act, 1965 decide whether the HRD’s action is correct.
	(5 Marks)

	Answer
	
	

	Problem:  Quantum of Bonus (The Payment of Bonus Act, 1965)
	


The HRD view is not correct. The limit for payment of bonus was Rs.3500 p.m. being the wages as defined in the Payment of Bonus Act, 1965. This upper limit has been revised to Rs.10,000 p.m. by way of notification dated 15th November 2007, therefore the contention of supervisor is correct.
Alternate answer in view of notification coming into effect from 15 th  November, 2007.
Note: The Notification came w.e.f. 15 th November, 2007. Normally a Notification is given effect for the purposes of examination provided it is atleast 6 months prior to the date of examination. In view of the fact it was intended by us to give effect from November, 2008 examination. In view of it most of the students might not be aware of the Notification and might have written answer based on the old ceiling limits.
Due credit should be given to the students who wrote answers on the limits Rs.3,500 instead of Rs.10,000. In such cases the HRD view is correct.
Question 4
What  is  meant  by  ‘Presentment’  of  a  bill  of  exchange  under  the  Negotiable Instruments Act,
1881?     When  is  such  a  bill  of  exchange  presented  for  payment?     State  when  is  the
presentment not necessary.
(5 Marks)
Answer
Presentment of Bill of Exchange (Section 76 of the Negotiable Instruments, Act, 1881):
“Presentment” means showing the instrument to the drawee or acceptor to make payment as per conditions. Generally, presentment is made during normal business hours. In the case of fixed period bill or after sight bill it must be presented on its maturity.
Section 76 of the Negotiable Instruments Act, 1881 provides the conditions whereunder presentment is unnecessary.
When the presentment of bill is not necessary, it means that the instrument is taken as dishonoured at the due date for presentment even though it has not been presented. The result is that the holder may sue the party liable without presentment and the plea that the instrument was not presented for payment is not a defense to the claim of the holder
b When drawer or acceptor knowingly prevents it; or 

c Is absent at such place and time despite search. 

d If payment is made voluntarily. 

e The party paying is aware that it has not been presented; 

f When payment is made or he promises to pay part or whole amount. 

Question 5
Describe in brief the mode of transfer of balance to the credit of Provident Fund Account of an employee leaving one organisation and joining another organisation, to the new employer under the provisions of the Employees’ Provident Fund and Miscellaneous Provisions Act, 1952. (5 Marks)
Answer
Transfer of balance of P.F. (Section 17-A of the Employee’s Provident Funds and M.P. Act, 1952): Where an employee of an establishment to which this Act applies leaves his employment and obtains re-employment in another establishment to which this Act does not apply, the amount of accumulations to the credit of such employee in the Fund or, as the case may be, in the provident fund in the establishment left by him shall be transferred to the credit of his account in the provident fund of the establishment in which he is re-employed, if the employee so desires and the rules in relation to that provident fund permit such transfer. This transfer has to be made within such time as may be specified by the Central Government in this behalf [Sub-section (1)].
Conversely, when an employee of an establishment to which this act does not apply leaves his employment and obtains re-employment in another establishment to which this Act applies, the amount of accumulations to the credit of such employee in the provident fund of the establishment left by him, if the employee so desires and the rules in relation to such provident fund permit, may be transferred to the credit of his account in the fund or as the case may be, in the provident fund of the establishment in which he is re-employed [Sub-section (2)].
Question 6
‘A’ draws a bill of exchange payable to himself on ‘X’. Who accepts the bill without consideration just to accommodate ‘A’. ‘A’ transfers the bill to ‘P’ for good consideration. State the rights of ‘A’ and ‘P’.
Would your answer be different if ‘A’ transferred the bill to ‘P’ after maturity ?
( 5 Marks)
Answer
Accommodation Bill: Problem (Sections 43 and 59 of the Negotiable Instruments Act, 1881)
The problem is based on the provisions of Sections 43 and 59 of the Negotiable Instruments Act, 1881.
‘A’ cannot recover from ‘X’ because it is an accommodation bill drawn by ‘A’ and accepted by ‘X’ without consideration. According to Section 43, an instrument without consideration creates no obligation between the parties to the transaction i.e. ‘A; and ‘X’ in this case.
Section 43 also provides that if such a bill is transferred to a holder for consideration, such holder may recover the amount due on such instrument from the transferor for consideration or any prior party thereto. Hence ‘P’ in this case can recover the amount from ‘X’ and ‘A’.
According to Section 59, in the case of accommodation bills, a defect in the title of the transferor does not affect the title of holder acquiring after maturity. Hence the answer will be the same even if ‘P’ has acquired the bill for consideration after maturity.
Question 7
Examining the provisions of the Payment of Gratuity Act, 1972, state whether gratuity is payable to an employee for the periods when he does not actually work in the organisation.
Explain the manner in which gratuity is calculated for regular employees.
(5 Marks)
Answer
Periods for which Gratuity Payable: Manner of Calculation (The Payment of Gratuity Act, 1972).
Yes, the periods for which gratuity is payable to an employee even if he does not actually work in the organization are the following:
1. Lay off under the Industrial Disputes Act, 1947. 

2. Leave with full wages. 

3. Maternity leave for female employees. 

4. Absence due to temporary disablement caused during employment. 

Quantum of gratuity payable is 15 days’ wages on the last drawn wages/ every completed year of service subject to a maximum of 15 months’ wages.
Question 8
A Public Company proposes to issue ‘Sweet Equity Shares’ to its employees. Referring to the provisions of the Companies Act, 1956, state the conditions required to be fulfilled by the
Company.
(5 Marks)
Answer
Sweat Equity Shares:  Conditions (Section 79A of the Companies Act, 1956)
Sweat Equity shares may be issued by a public company if the following conditions are fulfilled as contained in Section 79A of the Companies Act, 1956.
1. Shares of a class which have already been issued only can be issued as sweat equity shares. 

2. The issue of sweat equity shares should be authorized by a special resolution by the company in general meeting. The resolution should specify number of shares, current market price, consideration, if any, and class or classes of directors or employee to whom the ‘sweat equity shares’ may be issued. 

3. The sweat equity shares can be issued only one year after the company was entitled to commence business. 

4. If the company is listed on the stock exchange, sweat equity shares can be issued as per regulation made by SEBI. In the case of unlisted companies, sweat equity shares will be issued in accordance with guidelines which may be prescribed by the Central Government. 

5. The ‘Sweat Equity Shares’ have same limitations, restrictions and rights as are applicable to other equity shares.

Question 9
A charge requiring registration with Registrar of Companies was created on 1st February, 2008 by XYZ Limited. The Secretary of the Company realised on 15th March, 2008 that the charge was not filed with the Registrar. State the steps to be taken by the Secretary to get the charge
registered with the Registrar.
(5 Marks)
Answer
Registration of Charge : Steps for belated registration (Section 125 of the Companies Act, 1956): A charge should be registered within 30 days after the date of its creation. In this case the charge was created on 1st Feb, 2008. Hence the particulars of charge are required to be filed with the Registrar on or before 2nd March, 2008 [Section 125 (11)]. The Secretary of the company realised only on 15th March, 2008 that the charge was not filed with the Registrar. It is, however, open to the Registrar to allow the particulars of the charge to be filed within 30 days next following the expiry of the period of 30 days if the company satisfies the Registrar that it had sufficient cause for not filling the particulars within 30 days. [Proviso to Section 125(1)]. The Secretary may take advantage of this provision and immediately file the particulars of charge with the Registrar giving adequate reasons for the delay. If the Registrar is satisfied, he may allow registration on payment of additional fee.
	Question 10
	
	

	What  is  meant  by  ‘Red- herring  prospectus’?
	State  the  circumstances  under  which  such

	prospectus  is  required  to be filed with the Registrar of Companies.
	What is the requirement

	relating to filing of final prospectus in such cases ?
	(5 Marks)

	Answer
	
	


Red-herring Prospectus : What requirements of filing (Section 60-B of the Companies Act, 1956): Red-herring prospectus means a prospectus which does not have complete
particulars on the price of securities and the quantum of securities offered [Explanation to Section 60B (4)]. A public company making an issue of securities may circulate information memorandum to the public prior to filing of prospectus [Section 60B (1)]. As per Section 2(19B): information memorandum means a process undertaken prior to the filing of prospectus by which a demand for the securities proposed to be issued by the company is elicited, and the price and terms of issue for such securities is assessed by means of notice, etc.
A company inviting subscription by an information memorandum shall be bound to file a prospectus prior to the opening of the subscription lists and the offer as red- herring prospectus, at least 3 days before the opening of offer [Section 60B (2)]. Exact issue size or issue price is not mentioned in the red-herring prospectus.
On the basis of offers received, company will finalise the issue price and issue size and then close the offer. After closure of offer of securities, a final prospectus will be prepared stating the total capital raised whether by way of debts, or share capital and the closing price of securities and any other details as were not complete in red-herring prospectus. The prospectus will be filled with ROC and also with SEBI in case of listed company. [Section 60B (9)].
Question 11
VD Company Ltd. is registered in Tamil Nadu within the jurisdiction of the Registrar of Companies, Chennai. The company proposes to shift its registered office to a place within the
	jurisdiction  of  Registrar  of  Companies,  Coimbatore.
	State  the  steps
	to  be  taken  by  the

	company to give effect to the proposed shifting of its registered office.
	(5 Marks)


Answer
Change of registered office from the jurisdiction of one ROC to another within same State (Section 17-A of the Companies Act, 1956) : In this case the company has to comply
with the provisions of Section 17-A of the Companies Act, 1956. The proposed change of registered office from the jurisdiction of ROC, Chennai to ROC, Coimbatore will be effective only after such change is confirmed by the Regional Director who shall communicate the confirmation within 4 weeks from the date of receipt of application.
Certified copy of the confirmation along with the attested copy of the Memorandum of Association must be filed with ROC under whose jurisdiction the Registered Office is being shifted within 2 months from the date of confirmation. The Registrar will issue Registration certificate within one month of filing the documents. The certificate shall be conclusive evidence that all the requirements of the Companies Act, 1956 have been complied with.
Question 12
DJA Company Ltd., desirous of buying back of all its equity shares from the existing shareholders of the company, seeks your advice. Examining the provisions of the Companies Act, 1956 advise whether the above buy back of equity shares by the company is possible.
Also state the sources out of which buy-back of shares can be financed.
(5 Marks)
Answer
Buy-back Shares by Company (Section 77A of the Companies Act, 1956): The Company cannot buy back its entire equity shares from the existing shareholders. According to Section 77A of the Companies Act, 1956, buy back is restricted to 10% of its paid-up equity capital and free reserves authorised by the Board by means of a resolution passed at its meeting and upto 25% by way of a special resolution in a financial year. The sources out of which buy-back of shares can be finalised are:
(a) Free reserves or 

(b) Security Premium account or 

(c) Proceeds of any shares or other specified securities. 
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	PART – II

	
	Question no. 13 is compulsory.

	
	Answer any two questions of the rest.


Question 13
(a) Explain the role played by different committees in regulating the ‘Corporate Governance’. (5 Marks)
(b) Self interest threats may occur as a result of financial or other interests of finance and accounting professional. Give three examples each of such threats when the accounting professional is working as- 

(i) An auditor or consultant 

(ii)     An employee in a company.
(5 Marks)
Answer
(a) Role of different committees in regulating corporate governance: The core roles of the various committees in regulation of corporate governance are as follows: 
1. Board of Directors: The Board’s role is that of trusteeship to protect and enhance shareholders value through strategic supervision. The strategy should aim at accountability and fulfillment of goals. 
2. Audit Committee: They have to provide assurance to Board on adequacy of internal control systems and financial disclosures. 
3. Compensation Committee: The committee has to recommend to the Board compensation terms for executive Directors and the senior most level of management below the Executive Directors. 
4. Nomination Committee: It is to recommend to the Board nominations for membership of the Corporate Management Committee and the Board, and oversee succession to the senior most level of management below the Executive Directors. 
5. Investor Services Committee: It is to look into redressal of Shareholders’ and Investors’ grievances, approval of transmissions, sub-division of shares, issue of duplicate shares etc. 
6. Corporate Management Committee: Its primary role is strategic management of company’s businesses within Board’s approved direction/framework. 
7. Divisional Management Committee: It is to realize tactical and strategic objectives in accordance with Corporate Management Committee/Board approved plan. 
(b) Self Interest Threats:  Auditors:  Employees: 

(vi) Self interest threats for finance and accounting professionals working as consultants or auditors are given below: 

A financial interest in a client or jointly holding a financial interest with a client. 

Undue dependence on total fees from a client, 

Having a close business relationship with a client. 

Concern about the possibility of losing a client, 

Potential employment with a client. 

Contingent fees relating to an assurance engagement. 

(AI) Self interest threats for finance and accounting professionals working as an employee are given below: 

(a) Financial interests, loans and guarantees in the company in which the professional is working. 

(b) Incentive compensation arrangements. 

(c) Inappropriate personal use of corporate assets. 

(d) Concern over employment security. 

(e) Commercial pressure from outside the employing organization. 

	Question 14
	
	

	Explain  the  extent  to  which  it  is  possible  to  observe  ethical  behaviour  in  marketing.
	Also

	explain in brief the merits and demerits of the above.
	(5 Marks)

	Answer
	
	


Ethical behaviour in Marketing; Merits and Demerits: Market is flooded with duplicate goods having fake labels for selling drugs, food stuffs, consumables like agarbathis, suparis etc. followed by misleading advertisements. This results in disrepute for the products of good companies even though such fake goods are small in quantities. Setting high ethical standard and enforcing them reverses the position. If government notices such depletion of ethical standard, rigid regulations are brought in and are never withdrawn. Marketing executives enjoy great amount of social power in influencing the society. They also are the emblems for the organization. Once the virtues are lost it is difficult to regain the social power, influence and image.

	Question 15
	

	Answer  any  two  out  of  four.
	You  are  required  to  state  whether  the  statement  is  correct  or

	incorrect with brief reasons:
	(2 x 21/2= 5 Marks)


(viii) Ensuring fair treatment to whistle blowers will help in creating good ethical accounting environment in a business enterprise. 

(ix) Ethical behaviour in marketing is necessary to avoid Government intervention/regulation. 

(x) Promotion policies based on individual merit and not purely on the basis of seniority is discriminatory. 

(d)    Depletion   of   Ozone   layer   will   have   adverse   effect   on   human   beings   and   not   on
vegetation.
Answer
Statements correct or incorrect with brief reasons (answer any two):
(ix) Correct: A whistle blower is an employee/person who reports fraud, mismanagement or unethical practices to the appropriate levels of management. Fair treatment and appreciation of whistle blowers is necessary to check fraud. This will help in creating good accounting environment in a business enterprise. 
(x) Correct: Business apathy, resistance or token responses to unethical behaviour simply increase the probability of more Governmental regulation. Indeed, most of the Governmental limitations on marketing are the results of management’s failure to live up to its ethical responsibilities at one time or other. However, once some form of government control has been introduced, it is rarely removed. So, business enterprises in their own interest must behave ethically in marketing. 
(xi) Incorrect: Discrimination is action based on prejudice resulting in unfair treatment of people. To discriminate socially is to make a distinction between people on the basis of class or category without regard to individual merit. Examples of such discrimination include racial, religious or gender-based discrimination. Distinctions between people which are based just on individual merit (such as personal achievements, skill or ability) are generally not considered socially discriminatory. So seniority alone cannot be the deciding factor for promotion, if the senior person is not fit for the job. 
(xii) Incorrect: Ozone depletion results in the increase of ultraviolet rays. Experts believe that this could cause several hundred thousands of new cases of skin cancer and could also lead to considerable destruction of 75% of the world’s major crops that are sensitive to ultraviolet light. 
Question 16
State the benefits of socially responsible corporate performance.
(5 Marks)
Answer
Socially Responsible Corporate Performance: The benefits arising out of socially responsible corporate performance include the following:
(b) Enhanced brand image and reputation. 

(c) Reduced Government regulations and controls. 

(d) Helps to minimize ecological damage. 

(e) Improved financial performance. 

(f) Reduced operating costs. 

(g) Increased sales and customer loyalty. 

(h) Increased productivity and quality of work life. 

(c) Increased ability to attract and retain employees. 

(d) Achievement of certain other objectives like easier access to capital including international capital. 

PART – III
Question No. 17 is compulsory.
Attempt any two questions of the rest.
Question 17
(a)    Explain clearly the meaning of the term “Grapevine’ as applicable to Communication
(5 Marks)
(b) Draft a ‘Power of Attorney’ by an assesse authorising a Chartered Accountant to appear before Income-tax officer in respect of the pending taxation matter. (5 Marks)
Answer
(g) Grapevine: Applicable to Communication: 

Communication may be oral or written for direct contact. It may be informal also. The “Grapevine” is one of the recognized channels of informal communication. According to human psychology, a person likes to form and move in groups. They interact on serious and non- serious issues and they spread it fast whether the information is correct or not. This process is known as rumour mill. The larger the organization, the more active is the rumour mill. The phenomenon of grapevine is based on generally three factors, namely: 
(1) formation of favoured group (2) lack of self confidence and, (3) feeling of uncertainty due to lack of directions. Four kinds of the grapevine chains have been identified and they are: 
Single Strand Chain, which is the least accurate in passing on the information or message. 

Gossip Chain, which is often used when information or a message regarding ‘not-on-job’ nature is being conveyed. 

Probability Chain is used when information is somewhat interesting but not really significant 

Cluster Chain, which acts as liaison and spreads information with the greatest speed. 

(b) Power of Attorney to appear before Income Tax Authorities : 

I/we…………….,residing at …………….hereby authorize…………,to represent me/my firm/my family in connection with …………………..for the year……His statement and explanation will be binding on me/us.
Place:
Date:
Signature
I,……….. .hereby declare that I am duly qualified to represent the above-mentioned person.
Place:
Date:
Address of Power of attorney holder
Signature of Power of attorney holder
Question 18

Board of Directors of Prakash Traders Private Limited proposes to convene an Extraordinary General Meeting for changing the name of the company to Prakash International Private Limited. Draft the notice for calling the Extraordinary General Meeting of the Members.
(5 Marks)
Answer
Notice for Extraordinary General Meeting of the Members
Notice is hereby given that extraordinary General Meeting of the members of Prakash Traders Private Limited will be held on Monday , the ……day of 2008, at the registered office of the company at…….Mumbai at……..P.M. to transact the following business.
Special Business
To consider and if thought fit, to pass with or without modification the following resolution as special resolution.
“Resolved that, subject to the approval of the Central Government under section 21 of the Companies Act,1956, the name of the company be and is changed from Prakash Traders Private Limited to Prakash International Private Limited and that consequent to this change clause I of the Memorandum and Article …..of the Articles of Association of the company be altered accordingly.
By order of the Board of Directors of Prakash Traders Private Limited. Secretary
Place:
Date:
Question 19
Draft a notice for calling the Board of Directors meeting of M/s. MN Limited where Mr. RS is co -opted as an Additional Director and also to consider buy-back of company’s equity shares to an extent of 10%, of issued share capital. (5 Marks)
Answer
Notice: Meeting of Board of Directors:
Notice
Notice is hereby given that meeting of the Board of Directors of the company will be held at the registered office on…….at……a.m./p.m. to transact the following:
Agenda
1. Confirmation of the minutes of the previous Board Meeting held on…….to……… 

2. Discussion of the progress in business. 

3. Co-option of Mr. RS. as an Additional  Director of the company. 

4. Buy back of 10% of the equity shares of the company. 

5. Any other matter with the permission of the chair. 

Place :
By Order of the Board of Directors
Date:
Question 20
Explain clearly the process of Communication.
(5 Marks)
Answer
Process of Communication
Communication is a two-way process in which there is an exchange of ideas or thoughts linking the sender and receiver towards a mutually accepted direction or goal consisting of 7 elements which are as under:
(4) Sender: The process of communication begins with a sender, the person who has an idea and desires to exchange it. 
(5) Encoding: The sender puts his/her ideas or facts into words, symbols, pictures or gestures that the receiver can understand. 
(6) Message: A message refers to what is being communicated. It may be verbal or non-verbal. 
(7) Channel: Channel is the medium through which message is transmitted to the sender. Channel may be in oral or written forms. 
(8) Receiver:  It is any person who notices and attaches some meaning to a message. 

(9) Decoding: The receiver translates the words and symbols used in the message into ideas and interpret it to attain its meaning. 
(10) Feedback: Ultimately receiver reacts or responds to the communication sent by the sender. It could be based on clear interpretation of the symbols sent or misunderstanding or misinterpretation of the symbols sent. 
PAPER – 3 : LAW, ETHICS AND COMMUNICATION
PART - I
Question Nos. 1 and 2 are compulsory.
Attempt any eight questions from rest
Question 1
(d) A gives to C a continuing guarantee to the extent of Rs. 5000 for the vegetables to be supplied by C to B from time to time on credit. Afterwards, B became embarrassed, and without the knowledge of A, B and C contract that C shall continue to supply B with vegetables for ready money, and that the payments shall be applied to the then existing debts between B and C. 

Examining the provision of the Indian Contract Act, 1872, decide whether A is liable on his guarantee given to C. (5 Marks)
(vi) State with reasons whether the following statements are correct or incorrect: 
In case of alternative promise one branch of which is legal and the other illegal, the whole contract can not be performed. 

The contract of Insurance is not fully covered under the contract of Indemnity. 

(2×1=2 Marks)
(aj) Pick-up the correct answer from the following and give reasons: 

(a) When a person without expressing his final willingness proposes certain terms on which he is willing to negotiate he makes: 

(1) Counter offer 

(2) Standing offer 

(3) Offer 

(4) Invitation to an offer. 

(b) The principle that no one shall be allowed to enrich himself at the expense of another is known as: 

(1) Quantum Meruit 

(2) Nudem Pactum 

(3) Quasi-contract 

(4) None of these. 

(c) A negotiable instrument that is payable to order can be transferred by: 

(1) Simple delivery 

(2) Endorsement and delivery 

(3) Endorsement 

                 4.      Registered Post
(3×1=3 Marks)
Answer
35 The problem as asked in the question is based on the provisions of the Indian Contract Act, 1872 as contained in Section 133. The section provides that any variance made without the surety’s consent in the terms of the contract between the principal debtor and the creditor, discharges the surety as to transactions subsequent to the variance. 
In the given problem all the above requirements are fulfiled. Therefore, A is not liable on his guarantee for the vegetable supplied after this new arrangements. The reason for such a discharge is that the surety agreed to be liable for a contract which is no more there and he is not liable on the altered contract because it is different from the contract made by him. 
36 i. Incorrect : In accordance with the provision of the Indian Contract Act, 1872 as contained in under section 58 in the case of an alternative promise one branch of 
which is legal and the other illegal, the legal branch alone can be performed. On this point the decision given by court in Mahadeo Prasad Singh Vs Mathura 132 L.C. 321A is relevant in which the court has followed the above provision and decided accordingly.
ii. Correct : Contract of Insurance is contract of indemnity, but not fully covered under Indian Contract Act, 1872 as the loss can happen due to any reason, while in the contract of indemnity, under section 124 of the Indian Contract Act ,1872 loss should occur due to conduct of promisor or some other person. Loss due to natural calamities are not covered in this definition as per the Indian Contract Act, 1872. 
(c) (i) Correct answer is (1) i.e “counter offer” : Any departure from the terms of the offer or any qualification vitiates the acceptance unless it is agreed to by the person 
from whom the offer comes. It is treated as a counter offer and amounts to rejection of the original offer.
(d) Correct answer is (3) i.e. “Quasi Contract” : In certain situations, a person is obliged to compensate another although the basis of this obligation is neither a contract between the parties nor any tort on the part of the person who is bound to compensate. The basis of the obligation is that no one should have unjust benefit at the cost of the other. It is based on equity. These obligations relate to money and such other benefits, which the party under obligation has benefited from the other. 
Alternative Answer
As the question concerns the principle ‘Quantum Meruit’, choice (i) can also be a right answer. The object of quantum merit is also to restore what one person may have unjustly benefited at the expense of another. In those instance, where one party has benefited at the expense of another, quantum meruit comes into operation where a contract had been pre-existing but now has been nullified, while quasi-contract comes into operation in select enumerated circumstances, despite absence of specific contractual obligations between those parties.
(4) Correct answer is (2) i.e. “Endorsement and delivery” : In accordance with the provisions of section 58 of the Negotiable Instrument Act, 1881, a promissory note, bill of exchange or cheque payable to order, is negotiable by the holder by endorsement and delivery thereof under section 48. Section 58 lays down that if a negotiable instrument is lost or has been obtained by fraud or unlawful consideration only holder in due course is entitled to get amount. 
Question 2
(ak) STD Ltd. convened its Board of Directors meeting on 1st August, 2008. During the course of the meeting the date for calling annual general meeting was discussed but no decision could be taken on it in the meeting. However, the Secretary of the company issued the notice for calling the annual general meeting of the shareholders without taking any authorization from the Board of Directors. 

State who is the proper authority to issue the notice for calling the annual general meeting and to whom such notice is to be given. (5 Marks)
(aj) State whether the following statements are True of False and give reasons: 

(a) An ultra-vires transaction will not affect the right of a Company to acquire property. 

(ii)    Reserve Capital of a Public Company may be called at any time.
(2×1=2 Marks)
(iv) Pick-up the correct answer from the following and give reasons: 

If a company does not receive the minimum subscription, it should refund all money received from applicants for shares without interest: 

Within  30 days of issue of prospectus 

Within 60 days of issue of prospectus 

Within 90 days of issue of prospectus 

Within 120 days of issue of prospectus. 

A small depositor means a depositor who has deposited in a financial year a sum not exceeding: 

Ten thousand rupees 

Fifteen thousand rupees 

Twenty thousand rupees 

Fifty thousand rupees. 

An extra ordinary general meeting may be convened by: 

Board of Directors 

Requisitionists 

Company Law Board/Tribunal 

4.      All the above.
(3×1=3 Marks)
Answer
(a) The Annual General Meeting of a company can be called by a proper authority. Obviously the only proper authority is the Board of Directors. It may be called by passing necessary resolution in the Board meeting or by circular resolution. The notice for it must be given by the proper authority i.e. Board of Directors.
It cannot be called by any individual director or some of the directors or by Secretary. Therefore, in this case the secretary of the STD Ltd. is not authorised to call Annual General Meeting of the company. The proper authority to call and to issue the notice of such meeting is the Board of Directors. If however a notice has been issued without authority such a notice may be ratified by the Board of Directors before the meeting.
Whom to send notice of AGM?: Notice of AGM must be in writing and should be given to:
(a) every member of the company 

(b) In case of insolvent member, to his assignee 

(c) In case of deceased member to his representative. 

(d) Auditors {Section 172 (2)}. 

(e) A legally entitled representative 

(f) In case of joint holders, that joint holder whose name is first in the register of members or in record of depository {Section 53 (4)}. 

(g) Stock exchange, in case the company is a listed company. 

In addition to the above the copy of notice is to be sent to Financial Institutions, foreign collaborators, trustees for holders of debentures, if company has entered into any agreement with them, which may provide for sending of notices of general meeting to them.
(b) (i) Correct :- If a company’s money has been spent ultra vires in purchasing some property, the company’s right over that property must be held secure. For the assets, though wrongly acquired, represent the corporate capital. In Ad Sait vs. Bank of Mysore,1930, the Madras High Court held that property legally and by formal transfer to a corporation is in law duly vested in such corporation, even though the corporation was not empowered to acquire such property.
Incorrect : As per Section 99 of the Companies Act, 1956 a limited company may, by special resolution determine that any portion of its share capital which has not been called up shall not be capable of being called up except in the event and for the purposes of the company being wound-up. Therefore, the reserve share capital cannot be called up by the company at any time except at winding up. 
(d) (i) Correct answer is (4) i.e. If the minimum subscription is not received within 120 days after the first issue of the prospectus all moneys received must be repaid to applicants forthwith without interest according to Section 69 (4) of the Companies Act, 1956. (Infact upto 130 days, a company may refund the money received without interest, though 120 days is the period for closing of minimum subscription).
(ii) Correct answer is (3) i.e., the reason being as per explanation of Section 58B a small depositor means a depositor who has deposited in a financial year a sum not exceeding twenty thousand rupees in a company and includes his successors, nominees and legal representatives. 
(iii) Correct answer is (4) i.e. An extraordinary meeting may be called by Board of Directors, requisitionists, Company Law Board or Tribunal under Section 169 of Companies Act, 1956 and table(A) given in the schedule of the Companies Act, 1956. 
Question 3
ABC Textiles Ltd. employed 20 full–time and 5 part -time employees who were drawing salary of less than Rs.10,000 per month. After completing service of 28 days, in an accounting year, 10 full -time employees submitted their resignations and left the service of the company. The Board of directors of this company decided not to give the bonus to the employees, who resigned, to the remaining full-time employees and to the part-time employees. Against the decision, all the employees applied to the authorities for relief.
Decide, stating the provisions of the Payment of Bonus Act, 1956, whether the employees, who resigned, remaining full-time employees and part-time employees will get relief. (5 Marks)
Answer
In accordance with the provisions of Section 2(13) of the Payment of Bonus Act, 1965 any person other than an apprentice employed on a salary or wage not exceeding Rs.10,000 (by notification dated 15th Nov. 2007) per mensum in any industry to do any skilled or unskilled, manual, supervisory, managerial, administrative, technical or electrical work for hire or reward whether the terms of employment be express or implied is eligible for bonus. Further, in accordance with the provisions of Section 8 of the Payment of Bonus Act, 1965 every employee of an establishment covered under the Act is entitled to bonus from his employer in an accounting year provided he has worked in that establishment for not less than thirty working days in the year on a salary less than Rs.10,000 per month.
The problem as asked is based on the above provisions of the Act and the answer may be given as follows:
(c) As regards the employees who resigned : The employees who have resigned are not entitled to bonus because they have given their services only for 28 days in an accounting year although they are drawing salary less than Rs.10,000 per mensem. 

(d) As regards full time remaining employees: These employees are entitled to get the bonus as they fulfil both the requirements as stated under Sections 2 (13) and 8 of the Act. Although the employees in this case have been reduced to 10, once the Act is applicable, it continues to apply even if number of employees fall below 20. 

As regards part time employees: Even a part time employee is also entitled to bonus on the basis of total number of days worked by him in an accounting year. The Payment of Bonus Act, 1965 does not prohibit such employees as they fulfil all the requirements stated above (Automobile Karmchari Sangh vs. Industrial Tribunal (1971).

Question 4
B issued a cheque for Rs.1,25,000 in favour of S. B had sufficient amount in his account with the Bank. The cheque was not presented within reasonable time to the Bank for payment and the Bank in the meantime, became insolvent.
Decide,  under  the  provisions  of  the  Negotiable  Instrument  Act,  1881  whether  S  can  recover
the money from B.
(5 Marks)
Answer
The problem as asked in the question is based on Sections 72 and 74 of the Negotiable Instrument Act,1881.
As per Section 72, it is the duty of the holder of a cheque to present the same to the bank for payment before the relationship between the bank and drawer is spoilt. It is only if he does so that he can hold the drawer liable in case of non payment and not otherwise.
As per Section 74, if the cheque is not presented by the holder for payment within reasonable time and meanwhile the relation between drawer/customer of the bank is spoilt and if the bank refuses to make payment or is incapable of making such payment, then the drawer cannot be held liable for such dishonour.
Hence applying the above provisions, S cannot recover the money from B.
Question 5
E was an employee of Tea Estate Ltd. The whole of the undertaking of Tea Estate Ltd. was taken over by a new company - Asia Tea Estate Ltd. The services of E remained continuous in new company. After serving for one year E met with an accident and became permanently disabled. E applied to the new company for the payment of gratuity. The company refused to pay gratuity on the ground that E has served only for a year in the company.
Examine the validity of the refusal of the directors in the light of the provisions of the Payment of Gratuity Act, 1972. (5 Marks)
Answer
According to Section 4 (1) of the Payment of Gratuity Act, 1972, gratuity shall be payable to an employee on the termination of his employment after he has rendered continuous service for not less than five years on his super annuation, or, on his retirement or resignation or on his death or disablement due to accident or disease.
The condition of the completion of five years of continuous service is not essential in case of the termination of the employment of any employee due to death or disablement for the purpose of this section. Disablement means such disablement as incapacitates an employee
for the work which he was capable of performing before the accident or disease resulting in such disablement.
The given problem fulfils all the above requirements as stated. Therefore, E is entitled to recover gratuity after becoming permanently disabled, and continuous service of five years is not required in this case. Hence, the company can not refuse to pay gratuity on the ground that he has served only for a year.

Question 6
Discuss under the Employees Provident Funds and Miscellaneous Act, 1952 as whether the Provident fund contribution is a preferential payment in case of the employer being declared
insolvent.
(5 Marks
Answer
In accordance with the provisions of the Employees Provident Funds and Miscellaneous Provisions Act, 1952, as provided in Section 11 of the said Act, if the employer is declared an insolvent or if the employer is a company and an order for winding-up thereof has been made the amount due from the employer whether in respect of the employees’ contribution or the employer’s contribution must be included among the debts which are to be paid in priority to all other debts under both the Insolvency Act i.e. Presidency Towns Insolvency Act, 1902 (Section 49) and Provincial Insolvency Act, 1920 (under section 61). Hence, this payment will be preferential payment provided the liability therefor, has accrued before this order of adjudication or winding up is made.

Question 7
Describe  in  brief  the  advantages  and  protections  available  to  a  “holder  in  due  course”  under
the provisions of the Negotiable Instruments Act, 1881.
(5 Marks)
Answer
In accordance with the provisions of Section 9 of the Negotiable Instruments Act, 1881, ‘holder in due course’ means a person who for consideration became the possessor of a promissory note, bill of exchange or cheque if payable to bearer or the payee or indorsee thereof, if payable to order, before the amount mentioned in it became payable and without having sufficient cause to believe that any defect existed in the title of the person from whom he derived his title.
The holder in due course gets better title even if there was defect in title of transferor. In fact all defects are cleansed when the bill goes in the hands of holder in due course except in case where signature of endorser or maker or drawee was forged.
Hence the holder in due course has following advantages and protections:
(a) A person who had signed an inchoate instrument is liable to holder in due course for full value as provided under Section 20. 

(b) Every prior party to the instrument is liable to holder in due course (section 36). 

(c) Even if drawer is fictitious, acceptor is liable to holder in due course if signature of drawer and endorser as appearing in the bill tallies (section 42). 

(d) Parties to instrument are liable to holder in due course or against subsequent holder even if it was an accommodation bill but the liability stands only to the consideration paid by him and not the full amount (section 43). 

(e) Even if Bill of Exchange was delivered conditionally or for a specific purpose and not for purpose of transferring property in the bill absolutely, the holder in due course is still entitled for the amount of the Bill (section 46 para 3). 

(f) Even if Bill was lost or was obtained from maker/acceptor/holder by offence or fraud for unlawful consideration the holder in due course is still entitled to get full amount of bill (Section 58). 

(g) In a suit by holder in due course, maker of promissory note, drawer of bill of exchange or cheque and acceptor of bill for honour of drawer cannot deny validity of the instrument as originally drawn (Section 120). 

(h) In a suit filed by holder in due course, maker of promissory note and acceptor of bill payable to order can not deny payee’s capacity to indorse the promissory note or bill (Section 121). 

(i) Endorser can not deny signature or capacity of any prior party to the instrument (Section 122). 

Question 8
What will be the consequence in case a Private Company incorporated under the provisions of Indian Companies Act,1956 defaults in complying with conditions constituting Private
Company in terms of Section 3 (1) (iii) of the Companies Act, 1956.
(5 Marks)
Answer
Consequence in case of private company acting in contravention of Section 3 (1) (iii) of the Indian Companies Act 1956:
A private company which has been constituted under Section 3(1) (iii) has the following characteristics :
minimum 2 members 
maximum 50, excluding employees and ex-employees who had become members when they were employees 
minimum 2 directors 
with restrictions on transferability of shares 
restrained from inviting public for share capital and from issuing prospectus with minimum paid up capital of Rs.1 lakh 
prohibited from accepting deposits from persons other than its members, directors and their relatives. 
Some other procedural concessions are also given under Indian Companies Act, 1956.
In accordance with the provisions of Section 43 of the Indian Companies Act, 1956, if contravention is made against complying with the provisions contained in Section 3 (1) (iii), the company shall lose all the privileges and exemptions conferred on it by the Act, and the provisions of the Act shall apply to it as if it were not a private company. But the Company Law Board may relieve the company from such a consequence if it is satisfied that the failure in compliance with the said requirement was not deliberate but was accidental or inadvertent or that on other grounds it is just and equitable to grant relief.

Question 9
Developers Ltd. hold a General Meeting of shareholders for passing a special resolution regarding alteration of Articles of Association. Out of the members present in the meeting 20 voted in favour, 4 against and 8 members did not vote and remained absent from voting. The Chairman of the meeting declared the resolution as passed. Is it a valid resolution as per the
provisions of the Indian Companies Act, 1956 ?
(5 Marks)
Answer
In accordance with Section 189 (2) of the Companies Act, 1956 the votes cast in favour of a resolution (whether by show of hands or in a poll as the case may be) by members who, being entitled so to do, vote in person or where proxies are allowed, by proxy, are not less than three times the number of votes if any, cast against the resolution by members so entitled and voting is called special resolution.
Hence in accordance with the above mentioned provisions, the resolution passed in the general meeting of the Developers Ltd is a valid resolution since the vote cast in favour of the resolution are more than 3 times the number of votes cast against the resolution.

Question 10
The Articles of a Public Company clearly stated that Mr. A will be the solicitor of the company. The Company in its general meeting of the shareholders resolved unanimously to appoint B in place of A as the solicitor of the company by altering the articles of association. Examine,
whether the company can do so ? State the reasons clearly.
(5 Marks)
Answer
According to Section 36(1) of the Indian Companies Act,1956, the memorandum and articles shall, when registered, bind the company and the members thereof to the same extent as if they respectively had been signed by the company and by each member and combined covenants on its and his part to observe all the provisions of the memorandum and articles. Section 36 creates an obligation binding on the company in its dealings with the members but the word “members” in this Section means members in their capacity as members, that is,
excluding any relationship which does not flow from the membership itself. Therefore even a member cannot enforce the provisions of articles for his benefit in some other capacity than that of a member.
Section 31 also provides that the company may by special resolution alter its articles. In the given problem the company has changed its articles by passing resolution unanimously and therefore the company can change its articles. The provision of memorandum and articles will bind the members but in the capacity of a member only and even a member may be treated as an outsider. Therefore a member cannot enforce the provisions of articles for his benefit in some other capacity than that of a member. In the given case A will not succeed and the company is empowered to appoint B as a solicitor of the company and may change the articles accordingly. The problem is based upon the decision held in Eley vs. Positive Govt. Security Life Assurance Co. (1876).

Question 11
The Articles of Association of MSW Ltd. contained a provision that upto 4% of issue price of the shares may be paid as underwriting commission to the underwriters. The Board of directors decided to pay 5% underwriting commission. Can the Board of directors do so ? State the provisions of law in this regard as stated under the Indian Companies Act, 1956.
(5 Marks)
Answer
According to the provisions of Section 76 (1) of the Companies Act, 1956 a company may pay a commission to any person who agrees to subscribe or procure subscription for an agreed number of shares or debentures of the company. Such commission may be paid to the underwriters who offer guarantee to procure applications for certain number of shares and guarantee to purchase the balance quantity of shares. For this, the underwriter gets underwriting commission. Maximum total commission payable cannot exceed 5% of the price of shares or the underwriter may be paid a lower rate if so prescribed by articles. In case of debentures it is 2½% or a lower rate if so prescribed in the articles.
In the given problem the articles of MSW Ltd has prescribed 4% underwriting commission but the directors decided to pay 5% underwriting commission. The directors cannot do so because under Section 76 (1) as aforesaid, such commission cannot be more than that prescribed in the articles. Therefore the directors are not empowered to do so. Further, such amount of commission payable must be authorized by articles. The agreed commission should be disclosed in the prospectus or the statement in lieu of prospectus. Copy of the contract for payment of commission must be filed with Registrar of companies at the time of the delivery of the prospectus or letter of offer. [Section 76 (1)]. An underwriter must be also registered with SEBI.
Question 12
What is meant by “Shelf prospectus” ? Who can file a “Shelf prospectus” with the Registrar of Companies? Stating the provisions of Companies Act, 1956 point out the circumstances under which such prospectus is required to be filed with the Registrar of Companies. (5 Marks)
Answer
Section 60 A of the Companies Act, 1956 lays down the provisions as regards shelf prospectus. According to it, the shelf prospectus means a prospectus issued by any financial institution or bank for one or more issues of the securities or class of securities specified in that prospectus.
Therefore, any public financial institution, public sector bank or schedule bank whose main object is financing shall file a shelf prospectus. A company filing a shelf prospectus with the registrar shall not be required to file prospectus afresh at every stage of offer of securities by it within the period of validity of such self prospectus.
A company filing a shelf prospectus shall be required to file an information memorandum on all material facts relating to charges created, and changes in the financial position as have occurred between the first offer of securities, previous offer of securities and the succeeding offer of securities within such time as may be prescribed by Central Government prior to making of a second or subsequent offer of securities under the shelf prospectus.
An information memorandum shall be filed along with such prospectus, which will remain valid for one year from the date of opening of the first issue of securities under that prospectus. Updated information memoranda filed with the shelf prospectus shall constitute the prospectus. Here financing means making loans or subscribing in the capital of a private industrial enterprise engaged in infrastructural financing or such other company which the Central Government may so notify in this behalf.
PART-II
Question No. 13 is compulsory.
Attempt any two questions from rest.
Question 13
(a) To pay proper attention to business ethics is certainly beneficial in the interest of business. Describe four such benefits which may be obtained by paying attention to business ethics.
(b) Explain how corporate social responsibility minimises the ecological damage and helps in achieving long-term objectives, so that the business may gain long-term profit 

maximization.
(5+5=10 Marks)
Answer
(a) Benefits which may be obtained by paying attention to business ethics: Ethics is the concern for good behaviour – doing the right thing. In business, self interest prevails and there is always inconsistency between ethics and business. But it is a well settled principle that ethical behaviour creates a positive reputation that expands the opportunities for profit. The awareness regarding products and services of an organization, and the actions of its employees can affects its stakeholders and society as a whole. Therefore to pay proper attention to business ethics may be beneficial in the interest of business. These benefits may be enumerated as follows:
(1) In the recent past ruthless exploitation of children and workers, trust control over the market, termination of employees based on personalities and other factors had affected society and a demand arose to place a high value on ethics, fairness and equal rights resulting in framing of anti-trust laws, establishment of governmental agencies and recognition of labour unions. 

(2) Easier change management: Attention to business ethics is also critical during times of fundamental change. The apparent dilemma may be whether to be non profit or for profit. In such situations, often there is no clear moral compass to guide leaders about what is right or wrong. Continuing attention to ethics in the workplace sensitises leaders and staff for maintaining consistency in their actions. 

(3) Strong team work and greater productivity: Ongoing attention and dialogues regarding ethical values in the workplace builds openness, integrity and a sense of community which leads to, among the employees, a strong alignment between their values and those of the organisation resulting in strong motivation and better performance. 

(4) Enhanced employee growth: Attention to ethics in the workplace helps employees face the reality both good and bad in the organisation and gain the confidence of dealing with complex work situations. 

(5) Ethical programmes help guarantee that personnel policies are legal: A major objective of personnel policies is to ensure ethical treatment of employees. In matters of hiring, evaluating, disciplining and firing etc, an employer can be sued for breach of contract for failure to comply with any promise. The gap between corporate culture and actual practice have significant legal and ethical implications. Attention to ethics ensures highly ethical policies and procedures in the work place. Ethics management programmes are useful in managing diversity. Such programmes require the recognition and application of diverse values and perspectives which are the basis of a sound ethics management programme. Most organisations feel that cost of mechanisms to ensure ethical programme may be more helpful in minimizing the costs of litigations. 

(6) Ethical programmes help to detect ethical issues and violations early so that criminal acts “of omission” may be avoided. 

(7) Ethical values help to manage values associated with quality management, strategic planning and diversity management. 

(b) Corporate social responsibility and ecological damage 

The business institution exists and flourishes only because it performs invaluable services to society. Society gives business its license to exist which may be revoked and amended at any time if they do not fulfil the society’s expectations. Therefore, if a business intends to retain its existing social role and power, it must serve society’s needs constructively. 
A business organization acts in its own self interest and uses natural resources also. The effluents of many businesses damage the surrounding environment. By their own socially responsible behaviour, they can prevent government intervention if they are proactive in recognizing their ecological responsibility towards society. Companies must recognize that a strategy for corporate responsibility can play a valuable role not only in meeting the challenges of globalization by mitigating risks domestically and internationally, but also in providing benefits beyond risk management. 
Question 14
A retailer was purchasing goods regularly from XYZ Ltd. for the purpose of resale. There were defects in the goods in one of the purchase lot and as a result the retailer suffered loss of his share in competition. The retailer sued the said company for this reason. The company contended that the goods were purchased for the purpose of resale and therefore, not bound. Is it a valid contention ? Explain clearly the provisions of Competition Act, 2002 in this regard.
(5 Marks)
Answer
The problem as asked in the question is based on the provisions of Section 2(f) of the Competition Act, 2002. The Section provides that “consumer” means any person who buys any goods for a consideration which has been paid or promised or partly paid or partly promised or under any system of deferred payment and includes any user of such goods other than the person who buys such goods for consideration paid or promised or partly paid or partly promised or under any system of deferred payment when such use is made with the approval of such person whether such purchase of goods is for resale or for any commercial purpose or for personal use.
Hence Section 2(f) of the Competition Act, 2002 provides that whether purchase of goods is for resale or for any commercial purpose or for personal use, the purchaser is a consumer. Thus consumer will also include a person who purchases goods for re-sale. Therefore the contention of XYZ Ltd. is not valid and not tenable.

Question 15
Answer any two out of four. You are required to state whether the statement is correct or incorrect with brief reasons:
(a)    The Governance Model positions management as accountable solely to investors.
(xi) Business does not sub-serve environmental ethics. 

(xii) Consumer for personal use and consumer for commercial use are synonymous. 

(d)    Water pollution is also a kind of resource depletion.
(5 Marks)
Answer
(xiii) Incorrect : The traditional governance model positions management as accountable to investors only but a growing number of corporations in the late part of the 20th century accept that constituents like employees, trade unions, customers, suppliers along with the investors are affected by corporate activity and therefore the corporates must be answerable to them also. Such constituents of an organization are also called the stakeholders. 
(xiv) Incorrect : Previously the business concerns were mainly concerned with only good business in economic sense. The conservation of natural resources was a motive of more economic gains. But now due to awareness of social responsibility and ethical norms the motive of business is not only concerned with business interest of the shareholders but also a general concern for the community. Now the business houses have realized that environmental ethics make good business sense if quality, ethics and environmental standards are maintained. 
(xv) Incorrect : It seems that the definition of “consumer” under Competition Act, 2002 and under Consumer Protection Act, 1986 are substantially the same. But there is difference between the two and that difference is that under clause (1) of Section 2(f) in Competition Act, the words used are “whether such purchase of goods is for the resale of for any commercial purpose or for personal use” in place of the words “but does not include a person who obtains such goods for resale of for any commercial purpose” as in the Consumer Protection Act. Likewise in clause (ii) the words used in the Competition Act are “Whether such hiring or availing of services is for any commercial purpose or for personal use” in place of the words “but does not include a person who avails of such services for any commercial purpose” as in the Consumer Protection Act. Thus in case of Competition Act the word consumer includes both consumer for personal use and for commercial use but it is not so in the case of Consumer Protection Act. 
(xvi) Correct : Water pollution is also a kind of resource depletion because contamination of air, water or land diminishes their beneficial qualities. Oceanographers have found traces of plutonium, cesium and other radioactive materials in seawater that have apparently leaked from the sealed drums in which radioactive wastes are disposed. An increase in population and economic activity in urban area has also resulted in increased demands of water. The ground water is also shrinking because of the decreasing rainfall and wasting of water are also goods for certain reasons. 
Question 16
State,  how  far  a  sound  ethical  environment  in  a  company  may  be  created  and  corporate
scandals may be avoided.
(5 Marks)
Answer
Creating an ethical environment in company : A sound ethical environment in a company may be created and corporate scandals may be avoided by adopting the following methods :
(i) Ensuring that employees are aware of their legal and ethical responsibilities. 

Some ethical organisations are having policies to train and motivate employees towards ethical behaviour. To start with, such initiation should be from the top. A number of companies in India and abroad are being known for their quality and soundness of their ethics programmes. Companies like Raytheon, Texas Instruments, Wipro are pioneers in establishing ethical environment among the employees enabling them to take ethical decisions. 
(j) Providing a communication system between the management and employees so that any one in the company can report fraud and mismanagement with out the fear of being reprimanded. 

In India, Wipro has introduced a helpline comprising of senior members of the company, who are available for guidance on any moral, legal or ethical issues that an employee of the company may face. 
(k) Ensuring fair treatment to those who act as whistle blowers : 

This is perhaps the most important and sensitive issue. Fair treatment to whistle blowers is a basic necessity to check fraud. Some acts must be appreciated and that appreciation should be extended from within the company rather than outside. 

PART III
Question Nos. 17 is compulsory.
Attempt any two questions from rest.
Question 17
(e) Explain clearly the advantages of a formal communication. 

(f) As a secretary of AB forgings Ltd., draft a notice of a board of directors meeting to consider any five items as agenda of the meeting, to be held on November 15, 2008 at the registered office of the Company at Mysore. 

Answer
(h) Advantages of a formal communication: 
Communication is the principal means by which members of an organization work together. It helps to bind them together, enabling them to react to and influence each other. 
Formal communication:- A formal communication flows along prescribed channels which all organizational members desirous of communicating with one another are obliged to follow. Every organization has a built in hierarchal system that can he compared to a pyramid. It can, therefore, be understood that communication normally flows top downwards. But it is not always so. Communication in an organization is multidimensional and multidirectional .
Advantages of formal communication:
(a) The formal channels account for most of the effectiveness of communication. Therefore, a great care has to he taken in sending across any letter or report through the proper formal channels.
Formal channels cover an ever – widening distance as organization grows. Through them, it is easier to reach out to the branches of an organization spread far and wide. 

Formal channels, because of their tendency to filter information, keep the higher level managers from bogged down. 

Formal channels of communication consolidate the organization and satisfy the people in managerial position. 

(c) Notice of a board meeting 
AB forgings Limited
Ph. No-
Saiyaji Road
Fax -
Mysore – 32
Ref. No.
October 10, 2008
(Notice regarding meeting of director )
Dear sir/ Madam
This is to inform you that a meeting of the board of director will be held on November 15, 2008 at the registered office of the company, 281 Saiyaji Road, Mysore- 32 at 11. 30 AM to consider the following:
6. To approve the minutes of the last meeting 

7. To consider matters arising out of the minutes. 

8. To consider and pass the statement of accounts for payment 

9. To approve transfer of shares 

To sanction an interim dividend @ 10% (tax free) on the equity shares of Rs 10/-each. Rs 8/- per shares paid up 

To consider any other matter with the permission of the chair and 

To fix the date and time of the next meeting. 

To _______
Yours faithfully
(Ajay Garg)
Company Secretary

Question 18
What  is  meant  by  “Negotiation”?  Name  the  various  steps  which  can  be  identified  in  the
process of negotiation from start to the completion of the process.
(5 Marks)
Answer
When two or more persons meet together and talk/ discuss on any business or non business matter, it is known as negotiation. When same persons discuss specific proposals in order to come to a mutually accepted solutions; whether it is with an employer, family member or business partner. It can be said that negotiation is a common way of settling things in business.
Steps in the negotiation process
	1.
	Preparing

	2.
	arguing

	3.
	signaling

	4.
	packaging

	5.
	bargaining

	6.
	closing and arguing


Question 19
ABC Ltd. wants to hold its Annual General Meeting on 15th December, 2008 to discuss the matters relating to ordinary business. Draft a notice along with notes in brief for calling annual general meeting of its shareholders.
(5 Marks)
Answer
Draft of notice for calling annual general meeting:
Notice
Notice is hereby given that the 3rd annual general meeting of the ABC Ltd. will be held on Friday, the 15th of December, 2008, at the registered office of the company at 123, tower complex, Lucknow Distt. Lucknow (U.P.) at 11.00 a.m. to transact the following ordinary business:
1. To receive, consider and adopt the audited balance sheet of the company as on 31st march 2008 and the profit and loss account for the year ended on the date auditor’s and director’s reports there on. 

2. To declare dividend for the year ending 31st  March 2008. 

3. To appoint a director in place of Mr. A.V. Kamath, Who retires by rotation and being eligible, offers himself for re-appointment. 

4. To appoint a director in place of Mr. J.K. Smith, Who retires by rotation and being eligible, offers himself for reappointment. 

5. To appoint statutory auditors of the company and fix their remuneration. 

	Regd. Office
	For and on behalf of Board of Directors.

	123, Tower complex
	

	Distt. Lucknow (U.P.)
	Sd.

	Dated: Oct. 15, 2008
	Chairman of the meeting


Notes:
· A members entitled to attend and vote is entitled to appoint a proxy to attend and vote instead of himself and the proxy need not be a member of the company. 

· The register of members and the shares transfer banks of the company will remain closed from 7th day of December 2008 to 15th day of December 2008, both days inclusive. 
· Members are requested to notify immediately change of address, if any, to the company’s registered office. While communicating to the company, please quote folio number. 
· Shareholders desirous of answering any information concerning the accounts the accounts and operations of the company are requested to address their questions to the company’s head office, so as to reach at least 5 day before the date of the meeting so that information may be made available at the meeting to the best extent possible. 
 Question 20
State the various components which are required to draft a partnership deed.
(5 Marks)
Answer
A written agreement of partnership is called partnership deed. A partnership deed can be seen as comprising of the following components:
Date of execution Names of partners 
Date of commencement Business of partnership Name of the partnership Place of business 
Duration of partnership Capital 
Interest on capital 
Sharing of Profits/ Losses Accounts 
Borrowing powers Bank accounts 
Variation clause Arbitration 
