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(i)
NOTE : Guideline Answers of the last Six Sessions have been updated with a view to

keep the students abreast of new developments. While updating the answers
the changes and references to be consulted have been given hereinbelow :

INTERMEDIATE EXAMINATION
UPDATING SLIP
COMPANY LAW
GROUP -1 - PAPER 1

Examination Question No. Updating required in the answer
Session
(1) 2) 3
December 2002 5(c) SEBI (Employee Stock Option Scheme

and Employee Stock Purchase Scheme)
Guidelines, 1999 have been amended. The
answer be modified accordingly.

-do- 8(a)(i), (i) Multi-State Co-operative Societies Act,
2002 has come into force. The answer be
modified accordingly.

December 2003 8(a) Certain industries have been prohibited from
appointing sole selling agents for a period
of three years. The answer to be modified
accordingly.
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UPDATING SLIP
ECONOMIC, LABOUR & INDUSTRIAL LAWS

GROUP -1 -PAPER 3

Examination Question No. Updating required in the answer
Session
(1) 2) 3
June 2003 1(v) The provisions relating to Environmental

Clearances relating to Industrial Projects
to be updated in accordance with
Notification S.O. 60E dated 27-01-1994 (as
amended in 2001).

December 2003 4(c) Section 50 of the Patents Act, 1970
amended by Patents (Amendment) Act,
2002. Answer to be amended accordingly.




INTERMEDIATE EXAMINATION
JUNE 2004

COMPANY LAW

Time allowed : 3 hours Maximum marks : 100
NOTE : Answer SIX questions including Question No. 1 which is COMPULSORY.
Question 1

Comment on the following :

(i) A private company requires no provisional contract.

(i) Adelay in filing of memorandum of satisfaction of charge cannot be condoned
by the Registrar of Companies.

(i) A share certificate of the company is an official publication.

(iv) Aprivate company may, in its articles, incorporate additional disqualifications in
respect of directorship of the company.

(v) The appointment of several directors cannot be clubbed together.
(4 marks each)

Answer 1(i)

A private company may commence business and exercise its various powers
immediately after it is incorporated. A public company having share capital, on the other
hand, should obtain certificate to commence business from Registrar of Companies and
comply with Section 149 of the Companies Act, 1956 before it can commence its business
or exercise its borrowing powers. The provisional contracts are those entered into between
the company and third party after incorporation but before the company is entitled to
commence its business. As the private company is entitled to commence its business
right from incorporation, it is correct to say that a private company requires no provisional
contract.

Answer 1(ii)

A company is required to file a Memorandum of satisfaction of charge in Form No.17
along with Form No.13 of the Companies Central Government's (General Rules & Forms),
1956 within 30 days from the date of final payment or satisfaction of charge. Unlike the
powers conferred upon the Registrar of Companies for condoning a delay in filing of Form
Nos. 8 and 13, the Registrar has no power to grant extension of time beyond 30 days as
Section 138 of the Companies Act, 1956 has given or conferred no power on him. So itis
correct to say that a delay in filing of Memorandum of Satisfaction of charge cannot be
condoned by Registrar. The company should file a petition under Section 141(1) of the
Companies Act, 1956, before the Company Law Board, Regional Bench for seeking
direction to Registrar for Registration of satisfaction under Section 139 of the Act, after
condoning the delay in filing of the satisfaction of charges.

Answer 1(iii)

According to the provisions of Section 82 of the Companies Act, 1956 the shares in
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a company are freely transferable movable property and are prima facie, evidence of the
titte and ownership.

On the question of whether a share certificate is an official publication of the company
under Section 147(1)(c) of the Act, the Department of Company Affairs has clarified vide
circular No.3/73 [(8/10(147)/72-CL-V] dated 3.2.1973 that the share certificates issued
under the common seal of the company are transferable in the manner provided in the
Articles as movable property are not publications in the nature of prospectus, balance
sheet, profit & loss account, notice or advertisement.

The share certificate is therefore, not an official publication within the meaning of
Section 147(1)(c) of the Companies Act, 1956.

Answer 1(iv)

Section 274(1)(a) to (g) of the Companies Act, 1956 contains the provisions regarding
the disqualification of directors.

According to Section 274(3) Companies Act, 1956 a private company may, by its
articles, prescribe that a person shall be disqualified to be appointed as director on any
ground, in addition to the grounds provided under Section 274(1)(a) to (g) of the Act.
Such private company should not however, be a subsidiary company of a public company.

Answer 1(v)

The directors of a company are elected and appointed by the shareholders in their
meeting. According to Section 263 of the Companies Act, 1956 the appointment of director
in a public company or a subsidiary of public company must be done by voting individually.
There should be no clubbing of directors in respect of their appointment to the Board,
unless a resolution is earlier passed unanimous that two or more directors shall be
appointed by a single resolution.

Any appointment made in batch in contravention to the provisions of Section 263(1)
shall be void under Section 263(2). However, in case of a private company, which is not
a subsidiary of a public company, the provisions of Section 263 are not applicable.

Question 2

(@ Arunis adirector of ABC Ltd., which has failed to repay matured deposits from
1st April, 2003 onwards and the default continues. But ABC Ltd. is regular in
filing annual accounts and annual returns. Arun is also a director of PQR Ltd.
and XYZ Ltd. Answer the following questions with reference to the relevant
provisions of the Companies Act, 1956 :

(i) Whether Arun is disqualified under Section 274(1 )(g) of the Companies
Act, 1956 and if so, whether he is required to vacate his office of director in
POR Ltd. and XYZ Ltd. ?

(i) Is it possible for the Board of directors of DEF Ltd. to appoint Arun as an
additional director at the Board meeting to be held on 15th June, 2004 ?
(10 marks)

(b) The paid-up capital of Royal Ltd. has been increased from Rs.4 crore to Rs.6
crore. The Board of directors of Royal Ltd. proposes to constitute an audit
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committee. At present, the Board consists of 10 directors including a managing
director. Draft a Board resolution taking into consideration the requirements of
the Companies Act, 1956 relating to constitution of the audit committee and the
voting rights of its members. (6 marks)

Answer 2(a)

(i) Apersonwhois already a director of a public company becomes disqualified for
being appointed as a director, if the concerned company has committed default
on either of the two counts mentioned in sub-clauses (A) and (B) of
Section 274(1)(g) of the Companies Act, 1956. In this case ABC Ltd., is regular
in filing annual accounts and annual returns. But ABC Ltd. failed to repay matured
deposits from 1st April 2003 and such failures continues for more than one year.
Hence, ABC Ltd. has committed a default under Section 274(1)(g) and Arun
being a director of ABC Ltd. is disqualified under Section 274(1)(g).

This disqualification would come into operation only at the time of appointment
or reappointment of Arun as a director in any other public company after the
default has become effective. Hence, Arun need not vacate the office of director
in PQR Ltd. and XYZ Ltd. as there is no such requirement either in Section 274
or in Section 283 which provides for vacation of office.

(i) According to Section 274(1)(g) of the Companies Act, 1956 Arun is disqualified
to be appointed as a director of any other public company for a period of five
years from the date on which ABC Ltd. in which he is a director makes default
under Section 274(1)(g)(A) or Section 274(1)(g)(B). Hence the Board of Directors
of DEF Ltd. cannot appoint Arun as additional director at the Board meeting to
be held on 15th June, 2004.

Answer 2(b)

RESOLVED THAT, pursuant to Section 292A of the Companies Act, 1956, an audit
Committee consisting of the following directors be and is hereby constituted.
Shri ANominee of IFCI
Shri B Nominee of IDBI
ShriC
ShriD
Shri E Managing Director

a ks wnh e

To deal with internal audit control system, the scope of audit, review of half-yearly
and annual financial systems before their submission to the Board and also to ensure
compliance of internal control systems.

RESOLVED FURTHER that the said committee do have authority to investigate into
any matter in relation to areas specified above or referred to it by the Board and for this
purpose will have full access to information contained in the records of the company and
external professional advice, if necessary.

RESOLVED FURTHER that the recommendations of the said committee on any
matter relating to financial management including the audit report be binding on the
Board.
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RESOLVED FURTHER that the members of the said committee do elect a Chairman
from amongst themselves to be the Chairman of the said committee whose tenure of
office will also be decided by the members of the said committee.

Question 3

(@ The Board of directors of Greenfield Projects Ltd., a company whose shares are
listed in Delhi Stock Exchange, proposes to give loan to a sister company in
excess of the limit prescribed under Section 372A of the Companies Act, 1956.
The next annual general meeting of the company is due only after six months.
Since the Board is anxious to complete the formalities quickly without waiting
for the date of next annual general meeting, advise the Board about the steps to
be taken to comply with the legal requirements under the Companies Act, 1956.

(8 marks)

(b) Marygold Ltd., a listed company, decides to make a public issue of equity shares.
Explain briefly the eligibility norms to be complied with by the company as
prescribed under the SEBI guidelines. (8 marks)

Answer 3(a)

Loans in excess of limits laid down under Section 372A of the Companies Act,
1956

Loans above the ceiling can be made only with the previous approval of shareholders
by a special resolution in general meeting [(Proviso to Section 372A(1)]. However,
according to Rule 4 of the Companies (Passing of the Resolutions by Postal Ballot)
Rules, 2001, Postal Ballot is mandatory in the case of Listed company for
transacting a business relating to giving of loans in excess of the prescribed limits
under Section 372(A). As the subject company is a listed company, the company must
take steps for passing a special resolution through postal ballot in accordance with the
aforesaid rules and such resolution can be passed at any time before AGM. The following
steps should be taken in this regard :

() Hold a Board Meeting for approval of Notice of Resolution, appointment of
scrutinizer etc.

(i) Send Notice of Resolution alongwith Postal Ballot forms to all eligible
shareholders.

(i) Appoint scrutinizer who shall scrutinize the postal ballot forms received and
ascertain the result.

(v) Chairman should declare the result at the appointed date and time specified in
the notice.

(V) Inaddition to special resolution, prior approval of Board of Directors is required
to give loans. All directors present at the Board Meeting must vote in favour of
the resolution [Section 372A(2)];

(vi) Prior approval of public financial institutions from whom loans are taken is also
required [Section 372A(2)];

(vi) The interest to be charged by the company shall not be less than the prevailing
bank rate specified by RBI under Section 49 of RBI Act [Section 372A(3)];
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The prescribed particulars must be entered in the Register of loans maintained
under Section 372A(5);

The company must also file a copy of the special resolution with the Registrar of
Companies (Section 192).

Intimation to be sent to Stock Exchanges.

Answer 3(b)

Public issue of equity shares by Marygold Ltd., a Listed Company

The eligibility norms for Companies issuing securities are listed in the SEBI (Disclosure
& Investor Protection) Guidelines, 2000. These are :

The aggregate of the proposed issue and all previous issues made in the same
financial year in terms of size [i.e. offer through offer document + firm allotment+
promoters’ contribution through the offer document], issue size does not exceed
5 times its pre-issue net worth as per the audited balance sheet of the last
financial year.

In case there is a change in the name of the issuer company within the last one
year (reckoned from the date of filing of the offer document), the revenue accounted
for by the activity suggested by the new name is not less than 50% of its total
revenue in the preceding one full year period.

A listed company which does not fulfill the conditions given above shall be eligible
to make a public issue subject to complying with the conditions specified.

All the existing partly paid-up shares must have been fully paid or forfeited in the
prescribed manner. Further the company must also comply with the guidelines
relating to filing of offer document.

No company shall make any issue of securities, unless a draft prospectus has been
filed with the SEBI, through an eligible Merchant Banker, at least 21 days prior to the
filing of Prospectus with the Registrar of Companies (ROCs).

The company must also enter into an agreement with a depository for dematerialization
of securities.

Question 4

@

“Save as provided under the Companies Act, 1956 a person cannot be appointed
as debenture trustee of a company.” Comment. (5 marks)

(b) When is the balance sheet considered to be final ? Is it an acknowledgement of

(©

debt ? (5 marks)

Discuss briefly the provisions of the Companies Act, 1956 as regards
‘authentication of accounts’. How will the accounts be authenticated when only
one director is available ? (6 marks)

Answer 4(a)

According of Section 117B of the Companies Act, 1956 no company shall issue a
prospectus or a letter of offer to the public for subscription of its debentures, unless the
company has, before such issue, appointed one or more debenture trustees for such
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debentures and the company has, on the face of the prospectus or the letter of offer,
stated that the debenture trustee or trustees have given their consent to the company to
be so appointed.

Any person who has not been disqualified to be appointed as debenture trustee.
That is to say that any person who is not disqualified or debarred by proviso to Section
117B, can be appointed as debenture trustee.

Proviso to Section 117B of the Companies Act, 1956 states that a person cannot be
appointed as debenture trustee if he :

(i) beneficially holds shares in the company;

(i) is beneficially entitled to money which are to be paid by the company to the
debenture trustee;

(i) has entered into any guarantee or agreement in respect of principal debt secured
by debenture or interest thereon.

Therefore, a person cannot be appointed as debenture trustee, if he suffers from any
of the disqualifications.

Answer 4(b)

The Balance Sheet of a company is drawn at the end of the financial period showing
the outstanding position of various assets and liabilities on a particular date which is the
last date of the period.

The provisions of Sections 205, 210, 215, 216 and 220(2) of the Companies Act,
1956 make it clear that it is only after the Balance Sheet and Profit & Loss Account have
been placed before and considered by the general body of the shareholders of the company
that they are finally accepted. It would, therefore, be correct to say that the Balance
Sheet and Profit & Loss Accounts of the company are considered final only after the
approval and adoption by the shareholders.

The balance sheet of a company wherein the company admits its indebtedness in a
certain sum, to any person, is sufficient acknowledgement of the debt. The approval of
the balance sheet in Board meeting and signing of it by two directors as required by the
Companies Act, is sufficient acknowledgement for purpose of the Limitation Act [Jones v.
Bellegroves Properties Ltd. (1949) 2 All ER 198 (CA)].

It must, however, be noted that, though the balance sheet is signed by the directors
on behalf of the company several months after the balance sheet date, the
acknowledgement of debt relates to the date of the balance sheet and not the date on
which the directors sign it. [Re. Gee & Co. (Woolwich) Ltd. (1974) 1 All ER 1149 (Ch.D)].

Answer 4(c)

According to Section 215 of the Companies Act, 1956 the Balance Sheet and Profit
& Loss Account of a company other than a Banking Company must be signed by its
managers or secretary if any and by not less than two directors one of whom must be
Managing Director if there is one in the company.

In the case of a ‘Banking Company', the authentication should be done as specified
in the Banking Companies Act, 1949.
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If there is only one director or managing director for the time being in India, he can sign
the Balance Sheet and the Profit & Loss Account. However, in such a case he is required
to attach along with the Balance Sheet and Profit & Loss Account, a signed statement
explaining the reason as to why compliance with the provisions of Sub-section (1) of
Section 215 was not possible. [Sub-section (2) of Section 215]

The Balance Sheet, Profit & Loss Account along with its schedules and addendum,
if any, are laid before the Board for its consideration and approval. After the Board approves
the Balance Sheet and Profit & Loss Account, it is signed by the Director to authenticate
its genuinety.

Question 5
(@) Distinguish between —
() ‘Debenture’ and ‘debenture stock’,
(i) ‘Debenture’ and ‘loan’. (3 marks each)
(b) Can debentures be re-issued ? (5 marks)

(c) “It is basically the duty of the company to effect the registration of charge.”
Examine. (5 marks)

Answer 5(a)

(i) ‘Debenture’ and ‘debenture stock’ : The difference between 'Debenture’ and
‘debenture stock’ is that while ‘debenture’ is the description of an instrument of
debt, ‘debenture stock’ is the description of a debt or sum secured by an
instrument.

(i) 'Debenture’ and ‘loan' : A debenture means a document which creates or
acknowledges a debt. A loan creates a right in the creditor to demand
repayment, and the substance of a debt is a liability upon the debtor to repay the
money [Ram Ratan Karmarkar v. Amulya Charan Karmarkar, 56 CWN 728 at
p.729].

Answer 5(b)

On expiry of the period, the debentures can be redeemed either enmass or by draw
of lots.

After the debentures are redeemed the company may keep them alive or extinguish
them or allow them to lapse. To keep them alive, the company must park these debentures
with an agency.

According to Section 121 of the Companies Act, 1956 a company can re-issue the
debentures by keeping them alive unless :

(i) The Articles or Memorandum of Association contain any contrary provision thereby
making it impossible to re-issue the debentures or if the conditons of issue per
se have extinguished it.

(i) The company has manifested its intention to cancel the debentures by a resolution
to that effect or by some other act.
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Thus, it may be concluded that the debentures may be re-issued subject to the
aforesaid conditions.

Answer 5(c)

The relevant Forms 8/10 and 13 can be submitted to the Registrar of Companies
effecting the Registration of charge by any person interested to the creation of charge.
However, primary duty lies with the company. If any one else, files the charge documents
and gets the registration of charge effected, he or itis entitled to get reimbursement from
the company. Form 8/13 is required to be filed in triplicate and should be signed by both
the company and the charge holder. For default the company and every officer is liable to
be punished with fine upto Rs.5,000 every day during which the default continues.

Question 6

(@ Sudesh sent an envelope to Nova Technologies Ltd. on 6th June, 2003. The
envelope contained a duly executed transfer deed along with relevant share
certificate. On an enquiry, it was learnt that the envelope has not been delivered
to the company and the same may have been lost in postal transit. Sudesh
seeks .your advice, as a company secretary, as to how to obtain a duplicate
share certificate from the company in lieu of the lost one. (6 marks)

(b) Ram, a director of Jay Kay Brothers Ltd., was born on 29th February, 1924. He
has filed a declaration with Jay Kay Brothers Ltd. that he is not disqualified
under any of the law nor he was ever detained or convicted for any offence. On
this footing, the Board of Jay Kay Brothers Ltd. appointed him as the managing
director of the company at a remuneration of Rs.50,000 p.m. which has also
been duly approved by an independent remuneration committee. The appointment
was made on 26th August, 2003 subject to approval of annual general meeting.
On 29th September, 2003, the annual general meeting passed an ordinary
resolution for his appointment.

On 10th October, 2003, when Form No.25C was furnished to PCS & Co., a firm
of practising company secretaries, for its certification and onward submission
to the Registrar of Companies. Prem, a partner of the said firm, refused to
certify Form No.25C stating that the requirements of schedule XIII have not
been complied with.

Jay Kay Brothers Ltd. inquires from you, as an expert on company law, whether
PCS & Co. isright in its approach ? State your views with reasons.

(5 marks)

(c) Swift Technologies Ltd. wants to insert a new sub-clause in the objects clause
of the memorandum of association of the company to commence a new wing of
marketing of CDs. It is an unlisted company. Advise the Board of directors
about the steps to be taken in this regard. (5 marks)

Answer 6(a)

This is a case of a ‘lost in transit’ transfer instrument, which was duly executed by
transferor and transferee.
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According to proviso to Section 108(1) if the transfer instrument duly executed, with
relative share certificate is lost in transit the company may on an application register the
transfer on such terms as to indemnity as the Board may think fit.

The transferee will have to prove to the satisfaction of the Board that he is beneficiary
to the shares. He will have to furnish an application, alongwith following documents :

() FIR forloss of shares.
(i) A contract note if the shares are purchased from market.
(i) A bank statement for payment of consideration.
(v) AnIndemnity Bond of appropriate value.
(V) Copies of transfer documents (if retained)
(vi) An Affidavit.
(vii) A receipt of post, proving dispatch of shares.

After all the above documents are lodged with the company, the company must
serve a registered notice on the transferor by giving due time to object.

If no objection is received within the period, the company may transfer the shares in
favour of transferee.

Thus, Sudesh will be advised to write to the company and follow the procedure as
above.

Answer 6(b)

Section 269(2) of the Companies Act, 1956 states that no appointment of a person
as a managing or whole time director or a manager in a public company or a private
company which is subsidiary of a public company shall be made except with the approval
of the Central Government unless such appointment is made in accordance with the
conditons specified in Part-1 and Part-11 of Schedule XIII. Clause (c) of Part | of schedule
XIII states that no person shall be eligible for appointment as a Managing or Whole-time
Director or a Manager of a Company unless he has completed the age of 25 years and
has not attained the age of 70 years. Provided that where:

(i) he has not completed the age of 25 years, but has attained the age of majority,
or

(i) he has attained the age of 70 years,

and where his appointment is approved by a special resolution passed by the company
in general meeting, no further approval of the Central Government shall be necessary for
such appointment.

Accordingly, a person who has attained the age of 70 years cannot be appointed
without passing special resolution. If the company does not pass special resolution then
it must obtain approval of the Central Government.

Thus, it may be seen that M/s PCS & Co. is correct in their view as Ram, has
attained the age of 79 years and company has passed only an ordinary resolution and
has not passed a special resolution for his appointment. .
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Answer 6(c)

A company can alter its object Clause by passing a Special Resolution in the general
meeting (Section 17 of the Companies Act, 1956).

The steps involved are as under :

0]

(if)

(i)

)
(Vi)

Call Board Meeting to approve :
— Insertion of new Sub-clause.
— Calling of General Meeting.

Issue notices for the General Meeting by giving not less than twenty-one days
notice in writing proposing the special resolution with suitable Explanatory
Statement. Hold EGM/AGM and get special resolution passed by three-fourth
majority.

File Form No.23 along with explanatory statement and altered copy of the
Memorandum to ROC within 30 days.

The ROC must register Form No.23 within 30 days.

Obtain a certificate under Section 18(1) from ROC and thereafter only the alteration
in object clause shall be effective.

Question 7

(@ Kith & Kin Consultants Pvt. Ltd., incorporated in the year 2003, seeks your legal

advice regarding the following appointments relating to directors and their relatives:

() Niraj, who is a relative of one of the directors, is to be appointed as the
managing director on a monthly salary of Rs. 50,000 plus other perquisites
as applicable to other executives of the company.

(i) Namita, a relative of a director, is to be appointed as the chief executive
officer on a consolidated salary of Rs. 25,000 per month.

Advise the company explaining the relevant provisions of the Companies Act,
1956. (4 marks each)

(b) A multi-State co-operative society is desirous of amending its bye-laws. Advise

the society as to what procedure is required to be followed for the said purpose
under the Multi State Co-operative Societies Act, 2002. (8 marks)

Answer 7(a)

(i)

(if)

According to the provisions of Section 314 of the Companies Act, 1956 except
with the consent of the company accorded by a Special Resolution, no director
of a company or relative shall hold any office or place of profit except that of
Managing Director or Manager of the Company. Thus, Niraj who is appointed as
the Managing Director of the Company, the provisions of Section 314 are not
attracted, even though he is related to one of the directors of the company. Thus
the appointment of Managing Director is covered under Section 269 of the Act.
Accordingly provisions of Section 269 read with schedule XlII should be complied
with.

According to Section 314(1B) no relative of a director can be appointed to any
office or place of profit under the company which carries a monthly remuneration
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of not less than such sum as may be prescribed except with the prior consent of
the company by a special resolution and the approval of Central Government.

Rule 3 of Directors Relatives (Office or Place of Profit) Rules, 2003 which have
come into force on 05.02.2003 provides that no appointment for an office or
place of profit in a company shall take effect, unless approved by Central
Government on an application in respect of partner or relative of director or manager
which carries a monthly remuneration exceeding Rs.50,000 p.m.

Thus, appointment of Namita who is appointed as Chief Executive Officer on a
consolidated salary of Rs.25,000 per month requires the passing of Special
Resolution & not the approval of Central Government.

Answer 7(b)

Amendment of bye-laws by a Multi-State Co-operative Society

A Multi-State Co-operative Society desirous of amending its bye-laws has to take
the following steps in accordance with the provisions of Section 11 of the Multi-State Co-
operative Societies Act, 2002 :

1.

Pass a resolution by a two-third majority of the members present at the general
meeting of the society.

Issue 15 clear days notice to the members to consider the proposed amendment
of bye-laws.

Make an application to the Central Registrar for registering the amendment within
sixty days from the date of the general meeting at which amendment was passed. Such
an application should be accompanied with the following documents :

0]
(if)

(i)
(v)
)
(i)

(i)

Copy of Resolution passed.

Statement containing the particulars of the date of the general meeting, the
number of days notice which was given to convene the general meeting, total
number of members of the society on the date of meeting, number of members
forming the quorum, number of members present at the meeting, number of
members exercising the right of voting, and number of members voting in favour
of the amendment.

Copy of the existing bye-laws with amendment proposed to be made together
with reasons justifying such amendment.

Four copies of the text of bye-laws as they will stand after the amendment
signed by the officers duly authorized by the general body.

Copy of the Notice given to members for convening their general meeting and
proposal to amend the bye-laws.

Certificate signed by the presiding authority of the general meeting stating that
the resolution was passed by the 2/3rd majority and that valid 15 clear days
Notice was given for convening the meeting to consider the amendment.

Any other particular, which may be required by the Registrar for this purpose.

On satisfying himself, the Central Registrar will register the amendment and issue a
certified copy of the amended bye-laws.
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Question 8

(@) Discuss the time and place for holding statutory meeting. What is its scope ?
(5 marks)

(b) Discuss briefly the requirements of issuing notice for the adjourned meeting of
the Board of directors. (5 marks)

(c) A depositor had deposited some money in a cumulative scheme of an eligible
non-banking non-financial company registered under the provisions of the
Companies Act, 1956, but he did not receive the fixed deposit receipt until 42
days of the date of deposit.However, he got it on 47th day. State with reasons
whether an infringement of law is involved in this case. (6 marks)

Answer 8(a)

According to Section 165 of the Companies Act, 1956 every company limited by
shares, and every company limited by guarantee and having a share capital, shall within
six months from the date of its incorporation must call a meeting not earlier than one
month but not later than six months from the date the company has become entitled to
commence the business and such meeting will be designated as statutory meeting.

Section 165 of the Act, does not specify the time or place for holding statutory
meeting hence it can be called and held at any time and at any place.

According to Section 165(7) the members can discuss any matter concerning the
incorporation of the company, as there is no limit or scope defined for statutory meeting.
It is however, pertinent to note that at statutory meeting only those resolutions can be
passed, a notice in respect of which has been given pursuant to the provisions of the Act.

Answer 8(b)

An adjourned meeting is only a continuation of original meeting. Law does not call
for any notice in respect of adjourned meeting. Itis purely to be regulated by the provisions
contained in the Articles [(Pramod Kumar Mittal v. Southern Steel Ltd. (1980) 50. Com.
Cases.555 (Cal.)]. However, notice of assigned meeting should be given to Directors who
did not attended original board meeting. Notice of adjourned meeting is not required if
time and place of the adjourned meeting is announced at the original meeting. It may be
noted however, that if the meeting of the Board of Directors has been adjourned sine die,
fresh notice will be required.

Answer 8(c)

According to Rule 6 of the Companies (Acceptance of Deposits) Rules, 1975, every
company shall furnish to the depositor of the money or his agent, a fixed deposit receipt
duly signed by an authorized officer of the company within eight weeks from the date of
deposit or renewal of deposit. As in the instant case, the fixed deposit receipt has been
furnished on 47th day which is well within the prescribed limit and the company is not
required to do anything else in the matter. There is no infringement of law in this case.




COMPANY SECRETARIAL PRACTICE
Time allowed : 3 hours Maximum marks : 100
NOTE : Answer SIX questions including Question No. 1 which is COMPULSORY.
Question 1

Draft specimen resolutions for transacting the following items of business indicating
the kind of meeting at which each resolution is to be passed and the type of resolution
with the majority required to :

(i) change the place of registered office from one State to another.
(i) open a bank account with a scheduled bank for payment of dividend.
(iii) issue of duplicate share certificate.
(iv) commence a new business by a public limited company
(v) grantgeneral power of attorney to the company secretary. (4 marks each)

Answer 1(i)

Change the place of registered office from one State to another
Type of meeting : General Meeting

Type of Resolution :  Special Resolution

“RESOLVED that subject to the provisions of Section 17 of the Companies Act, 1956
and subject to confirmation of the Company Law Board, the place of the registered office

of the company be shifted from the State of ........... to the State of ........

RESOLVED FURTHER THAT Clause Il of the Memorandum of Assomanon of the
company be altered by substituting the words ............. by the words..............
Answer 1(ii)

Open a bank account with a scheduled bank for payment of dividend

Kind of meeting : Board Meeting
Type of Resolution :  Simple majority

“RESOLVED that a bank account to be designated as Equity Dividend (2003) Account
of ......... Ltd. be opened in the name of company with.......... Bank atits Branch at..........

RESOLVED FURTHER that Shri.............. Managing Director and Shri........ ,
Company Secretary, be and are hereby authorized to jointly sign the dividend warrants to
be issued on the said bank and the said bank be and is hereby authorized to honour the
dividend warrants jointly signed by the said authorized signatories as and when presented
for encashment.

RESOLVED FURHER that Shri............. , Company Secretary be directed to take
further steps to give effect to this resolution.”

13
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Answer 1(iii)
Issue of duplicate share certificate

Kind of meeting : Board Meeting
Type of Resolution : Resolution by simple majority

WHEREAS the company has received a request for the issue of a duplicate share
certificate(s) from Shri........... in lieu of original certificate(s) reported to have been lost
and whereas the said shareholder has executed an indemnity bond in favour of the
company;

“NOW THEREFORE IT IS RESOLVED that in consideration of indemnity bond having
been received to the satisfaction of the Board and in consideration of the loss of share
certificates having been advertised in a newspaper, having all India circulation, duplicate
share certificates bearing certificate Nos.......... (o FUT be issued to Shri.......... inlieu
of share certificate Nos........... (o I reported as lost and the said share certificates
be issued under the common seal of the company to be affixed in the presence of
Mr............ and Mr....... , Directorsand Mr............ Secretary of the company, who shall
sign the same in token thereof”.

Answer 1(iv)
Commence a new business by a public limited company

Type of meeting  : General Meeting
Type of Resolution : Special Resolution

RESOLVED that pursuant to Section 149(2A) of the Companies Act, 1956, approval
of the shareholders be and is hereby accorded to the company for commencement of
business by the company as specified in Clause IV of the objects clause of the
Memorandum of Association of the company.

Answer 1(v)
Grant general power of attorney to the company secretary

Kind of meeting  : Board Meeting
Type of Resolution : Simple majority

“RESOLVED THAT pursuant to the provisions of Section 291 and other applicable
provisions of the Companies Act, 1956, Shri........... Secretary of the Company be and is
hereby authorized to exercise all powers with respect to the secretarial works of the
company including representing the company at the various statutory authorities.”

Question 2

(@ What are the legal requirements to be complied with in regard to recording of
minutes and maintenance of minutes book ? (6 marks)

(b) “A company can keep its registers at a place other than the registered office.”
Comment. (5 marks)

(c) Can an alternate director said to be interested in a contract or arrangement in
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which the original director was interested, but the alternate director has no interest
whatsoever ? (5 marks)

Answer 2(a)

Section 193(1) of the Companies Act, 1956 stipulates that every company shall
keep arecord of all proceedings of every general meeting and of all proceedings of every
Board meetings or of every meeting of Committee of the Board. The said section also
provides that entries of the proceedings of the meetings should be recorded in the books
kept for the purpose within 30 days of the conclusion of every such meeting. The pages
of every minutes book are to be consecutively numbered and no attaching or pasting of
papers is allowed in minutes book. Each page of the minutes book of Board meeting
must be initialled or signed by the Chairman of the said meeting or the next succeeding
meeting. The last page of the record of proceedings of each meeting in the minutes book
shall be dated and signed. Inthe case of proceedings of a general meeting, the minutes
shall be signed by the Chairman of the same meeting within aforesaid period of 30 days
of the meeting or in the event of the death or inability of that Chairman, within that period
by a director duly authorized by the Board for the purpose.

In case of meeting of Board of Directors or its committees, the minutes must also
state the names of the directors present at the meeting and also contain the names of
the directors dissenting from or not concurring with the resolution passed at the meeting.
The Chairman may exclude from the minutes any matter which is defamatory, irrelevant
or immaterial or which is detrimental to the interest of the company. The discretion of the
Chairman in this regard is absolute and unfettered. All appointments of officers made at
any of the above meetings shall be included in the minutes of the meeting.

The Department of Company Affairs, however, has allowed, the minutes to be
maintained in loose leaf form provided all other procedural requirements are complied
with and all other possible safeguards against manipulations or interpolation of the minutes
are ensured. The loose leaves can be got bound at reasonable intervals. The loose leaf
binder should have locking facility.

Answer 2(b)

Section 163 of the Companies Act, 1956 provides that register of member, index of
members, register and index of debenture holders and copies of all annual returns prepared
under Section 159 and 160 together with copies of certificates and documents required
to be annexed thereto under Section 160 and 161 shall be kept at the registered office of
the company. However, such registers, index, returns and copies of certificates and
documents or any or more of them can be kept at the place other than the registered
office of the company within the city, town or village in which the registered office is
situated if —

(@ such other place has been approved for this purpose by a special resolution
passed by the company in the general meeting, and

(b) the Registrar of Companies has been given in advance a copy of the proposed
special resolution.
Answer 2(c)

Section 313 of the Companies Act, 1956 provides that the Board of Directors of a
company may, if so authorized by its articles or by a resolution passed by the company
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in a general meeting, appoint an alternate director to act for director (hereinafter in this
section called “the original director”) during his absence for a period of not less than three
months from the State in which meetings of the Board are ordinarily held.

The objective of this Section is that the work of the company should not suffer
because of the absence of a director from the State for a long period. However, the
alternate director is not a representative or agent or proxy of the original director. He is
adirector in his own. Hence, the fact that original director was interested in a contract or
arrangement shall not have any bearing on the position of alternate director. Thus the
provisions of Section 297 and 299 shall not apply unless the alternate director is also
interested in the same contract or arrangement.

Question 3

(@ All shareholders of a company, whose registered office is at New Delhi,
unanimously requested the company to hold its next annual general meeting at
Lucknow. Can their request be acceded to ?

(b) Atthe annual general meeting of ABC Ltd., one of the agenda items was for the
retirement and reappointment of X, a director of the company. However, though
around 50 members attended the meeting, nobody proposed the name of X, the
retiring director, at the meeting for his reappointment. As Secretary of the company
present at the meeting, advise the chairman about the steps to be taken as per
the provisions of the Companies Act, 1956.

(c) The articles of association of a company require the instrument appointing a
proxy to be received by the company 75 hours before the meeting. State with
reasons whether it is a valid requirement.

(d) The present Board of directors of a company consists of 2 non-retiring directors,
3 additional directors and 4 other directors. State the number of directors, if
any, who will be liable to retire at the next annual general meeting and the number
of directors who shall vacate the office at the annual general meeting.

(4 marks each)

Answer 3(a)

Section 166(2) of the Companies Act, 1956 provides that every annual general meeting
shall be called for a time during business hours, on a day that is not a public holiday and
shall be held either (a) at the registered office of the company or (b) at some other place
within the town, city or village in which the registered office of the company is situated.

Hence in the present case, the company can hold its annual general meeting only in
New Delhi and nowhere else. Therefore, the request of the shareholders cannot be
acceded to.

Answer 3(b)

According to Section 256 of the Companies Act, 1956, the vacancy caused by the
retirement of a director by rotation should be filled up at the annual general meeting. Ifin
the meeting called and actually held, the place of retiring director is not filled up and the
meeting has not expressly resolved to fill the vacancy, the meeting shall stand adjourned
till the same day in next week at the same time and place or if that day is a public
holiday, till the next succeeding day which is not a public holiday, at the same time and
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place. If at the adjourned meeting also, the place of retiring director is not filled up then
retiring director shall be deemed to have been reappointed at the adjourned meeting
unless:

(i) atthat meeting aresolution for the reappointment of such director has been put
to the meeting and lost;

(i) the retiring director has, in writing, expressed his unwillingness;
(i) heis not qualified or is disqualified for such appointment;

(iv) a resolution, whether special or ordinary, is required for his appointment or
reappointment in virtue of any provisions of the Act;

(V) the proviso to Section 263(2) is applicable to the case.

Thus, in the given case Chairman is advised to move the proposal suo moto. If the
place of retiring director is not filled up then the meeting shall stand adjourned.

Answer 3(c)

According to Section 176(3) of the Companies Act, 1956, any provision contained in
the articles of a public company which specifies or requires a longer period than forty-
eight hours before a meeting of the company for depositing with the company any
instrument appointing proxy, shall have effect as if a period of forty-eight hours had been
specified in or required by such provision for such deposit.

Thus, the Articles can provide shorter period for submission of Proxy, but a period
longer than forty-eight hours is invalid. Therefore, in the given situation, the requirement
of Articles shall be treated as 48 hours.

Answer 3(d)

Section 256 of the Companies Act, 1956 provides that at every annual general meeting
one-third of such of the directors for the time being as are liable to retire by rotation, or if
their number is not three or multiple of three, then the number nearest to one-third shall
retire from office. The directors to retire by rotation at every annual general meeting shall
be those who have been longest in the office since their last appointment.

Further, according to Section 260 of the Companies Act, 1956, the additional directors
shall hold office only upto the date of the next annual general meeting of the company.
Therefore, in the given situation all the three additional directors shall vacate their office
at next annual general meeting. Of the four rotational directors, one director who
constitutes nearest to one-third and who has been longest in the office since his
appointment shall vacate office at the AGM.

Question 4

(@) State the provisions of the Companies Act, 1956 relating to the contents of
annual return of a company having share capital, its signing and the time limit
within which it should be filed. (8 marks)

(b) State the law and procedure relating to unpaid or unclaimed dividend.
(8 marks)
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Answer 4(a)

As per Section 159(1) of the Companies Act, 1956, the Annual Return of a company
having share capital must be prepared in the form prescribed in Part | of Schedule V of
the Act and must contain the particulars regarding:

(@) itsregistered office;

(b) the register of its members;

(c) the register of its debenture holders;

(d) its shares and debentures;

(e) itsindebtedness;

(f its members and debenture holders, past and present; and

(9) its directors, managing directors, managers and secretaries, past and present.

The Annual return shall be in the form set out in Part Il of Schedule V or as near
thereto as circumstances admit and where the return is filed even though annual general
meeting has not been held on or before the latest day by which it should have been held
in accordance with the provisions of this Act, company shall file with the return a statement
specifying the reasons for not holding the annual general meeting.

Further, the Section provides that if any of the five immediately preceding returns has
given as at the date of annual general meeting with reference to which it was submitted,
the full particulars of the members (past and present) and the shares held and transferred
by them, the return in question may contain only such of the particulars as relate to
persons ceasing to be or becoming members since that date and to shares transferred
since that date or to changes as compared with that date in the number of shares held
by a member. There shall also be filed with the Registrar along with the return a certificate
singed by the signatories of the return stating the prescribed particulars.

As per Section 161 of the Act, the annual return must be signed both by a director
and by the manager or secretary of the company or where there is no secretary or
manager, by two directors of the company, one of whom shall be managing director,
where there is one. The annual return of listed companies must also be signed by a
secretary in whole time practice also.

According to Section 159(1) of the Companies Act, 1956, every company having a
share capital must file Annual Return with the Registrar within 60 days from the day on
which each of the annual general meeting referred to in Section 166 is held.

Answer 4(b)

The law and procedure relating to unpaid or unclaimed dividend is contained under
Section 205A of the Companies Act, 1956, which provides that where a dividend has
been declared by a company but has not been paid or claimed within 30 days from the
date of declaration, to any shareholder entitled to payment of dividend, the company
shall transfer the total amount of such unpaid/unclaimed dividend within 7 days from the
date of the expiry of the said period of 30 days to a special account to be opened by
company in that behalf in any scheduled bank to be called “Unpaid dividend account
of....ooeiin. Company Limited” opened with a scheduled bank. If the total amount of
dividend or any part thereof is not transferred to the unpaid dividend account, the company
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shall pay interest @12% p.a. from the date of such default on so much of the amount as
has not been so transferred to the said account.

Section 205A(5) also provides that any money transferred to the unpaid dividend
account of a company which remains unpaid for a period of 7 years from the date of such
transfer shall be transferred by the company to the Investor Education and Protection
Fund established under Section 205C(1) of the Act. For the purpose of transferring
unpaid or unclaimed dividend to the Investor Education and Protection Fund, convene
the Board meeting and approve the statement in prescribed form setting forth in respect
of all sums included in the transfer from the Unpaid Dividend Account to the Fund, nature
of sums and other prescribed particulars. Further, remit the required amount into
concerned specified branch of Punjab National Bank within a period of thirty days of
such amounts becoming due to be credited to Investor Education and Protection Fund.
Furnish a statement of amounts credited to Investor Education and Protection Fund in
Form No.1 of Investor Education and Protection Fund (Awareness and Protection of
Investors) Rules, 2001 to the Registrar of Companies. On receipt of this statement, the
concerned Registrar of Companies shall enter the details of such receipt in a register
and reconcile the amount so remitted and collected, with the concerned Pay and Accounts
Officer, on monthly basis.

Question 5
State, with reasons, whether the following statements are true or false :

(i) An item of special business to be transacted at a meeting is required to be

passed by a special resolution. (3 marks)
(i) An alternate director shall hold office till conclusion of the next annual general
meeting. (3 marks)
(i) Redemption of preference shares by the company shall reduce the amount of
its authorised share capital. (3 marks)
(iv) Charge on any book debt of the company requires registration with the Registrar
of Companies. (3 marks)
(v) A company can invest any amount in any other body corporate by passing a
special resolution. (4 marks)
Answer 5(i)

False. All items of business other than ordinary business are special business and
can be transacted at a meeting by an ordinary resolution or by a special resolution
depending upon the nature of the resolution.

Answer 5(ii)

False. According to Section 313 of the Companies Act, 1956, the alternate director
shall hold office for the period, as the original director in whose place he is appointed,
would have held the office. However, the alternate director shall vacate office as and
when the original directors returns to the State in which the meetings of the company are
ordinarily held.
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Answer 5(iii)

False. Section 80(3) of the Companies Act, 1956 provides that the redemption of
preference shares under this section by a company shall not be taken as reducing the
amount of its authorized share capital.

Answer 5(iv)

True. As per Section 125(d) of the Companies Act, 1956, the charge on any book
debt of the company requires registration with ROC.

Answer 5(v)

True. According to Section 372A of the Companies Act, 1956, a company can invest
in any other body corporate upto 60% of its paid-up capital and free reserves or upto
100% of its free reserves by passing a Board resolution. As such, by passing of special
resolution for any amount, investment can be made by the company upto that amount.

Question 6

(@ What is the procedure for appointment of directors to be elected by small
shareholders ? (5 marks)

(b) Discuss the various modes of cessation of membership of a company. (5 marks)

(c) What do you mean by ‘directors’ responsibility statement’? What are its
contents ? (6 marks)

Answer 6(a)

The procedure for appointment of directors to be elected by small shareholders is as
follows:

1. Acompany may act suo-moto to elect a small shareholders’ director from amongst
small shareholders or upon the notice of small shareholders, who are not less
than 1/10th of total small shareholders and have proposed name of a person who
shall also be a small shareholder of the company.

2. Small shareholders intending to propose a person shall leave a notice of their
intention with the company atleast 14 days before the meeting under signature
of atleast 100 small shareholders specifying name, address, shares held, folio
number, particulars of shares with differential rights as to dividend and voting, if
any, of the person whose name is being proposed for the post of director and of
other small shareholders proposing such person as a candidate for the post of
director or small shareholders.

3. Before making an appointment of such director, it should be ensured that such
person does not suffer from any of the disqualification mentioned under Rule 5 of
the Companies (Appointment of Small Shareholders’ Director) Rules, 2001. Further
ensure that such person is not already holding office as small shareholders’
director in more than one company.

4. A person whose name has been proposed for the post of small shareholders’
director shall sign, and file with the company, his consent in writing to act as a
director.
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If the company is listed then such director shall be elected through postal ballot
subject to the requirements mentioned above.

If the company is not listed then such small shareholders’ nominee shall be
elected subject to above conditions if majority of small shareholders recommend
his candidature for the post of director in their meeting.

Such director shall hold office for a maximum period of three years subject to
meeting the requirement of provisions of the Companies Act. However he shall
not be liable to retire by rotation. On the expiry of his tenure, the same person
if so desired by small shareholders, may be elected for an another period of 3
years.

The particulars regarding the director so appointed shall be entered in the Register
of Directors and Register of Directors’ Shareholdings.

Answer 6(b)

A member ceases to be a member of a company when his name is removed from its
register of members, which may occur in any of the following situations:

@
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he transfers his shares by sale or otherwise;

his shares are forfeited,;

his shares are sold by the company to enforce a lien;
he dies; (his estate, however, remains liable for calls);
his redeemable preference shares are redeemed;

he rescinds the contract of membership on the ground of fraud or
misrepresentation or a genuine mistake;

his shares are purchased either by another member or by the company itself
under an order of the Court under Section 402 of the Companies Act, 1956;

the member is a company which is being wound up in India, and the liquidator
disclaims the shares; or

the company is wound up.

Answer 6(c)

Section 217(2AA) of Companies Act, 1956 contains the provision relating to Director’s
Responsibility Statement. This statement highlights the accountability of directors in
good corporate governance. Accordingly, the Board's report should include a Director’s
Responsibility Statement, indicating therein:

0]

(if)

(i)

that in the preparation of the annual accounts, the applicable accounting standards
had been followed along with proper explanation relating to material departures;

that the directors had selected such accounting policies and applied them
consistently and made judgments and estimates that are reasonable and prudent
S0 as to give a true and fair view of the state of affairs, of the company at the end
of the financial year and of the profit or loss of the company for that period;

that the directors had taken proper and sufficient care for the maintenance of
adequate accounting records in accordance with the provisions of this Act for
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safeguarding the assets of the company and for preventing and detecting fraud
and other irregularities;

(iv) thatthe directors had prepared the annual accounts on a going concern basis.

Question 7

(@) Astitva Ltd. desires to engage in a new business which is outside the scope of

its existing objects clause. Explain the procedure for giving effect to this proposal.
(12 marks)

(b) Ramsay, a director of Humlog Ltd., resigned from the directorship withimmediate

effect by his letter dated 16th April, 2002 which was received and acknowledged
by the company on 20lh April, 2002. However, the company did not file Form
No.32 with the Registrar of Companies in time. Meanwhile, for a default committed
by the company under the Negotiable Instruments Act, 1881, on 20'h May, 2002
the director was sought to be prosecuted. Ramsay contended that he should not
be prosecuted as he has resigned from the directorship of the company, which
was effective from the date it was received by the company and that he was not
the director on the date the default was allegedly committed. Is the argument of
Ramsay tenable ? (4 marks)

Answer 7(a)

The proposal would involve change in object clause of Memorandum of Association
of Astitva Ltd. The procedure for giving effect to the said proposal is as follows:

1.

Convene Board meeting after issuing notice in writing to every directors of the
company for the time being in India and at his usual address in India to every
other director, to decide about change and to fix date, time, place and agenda of
General Meeting to pass special resolution for suitably altering the Memorandum
of Assaociation in this regard.

If company is listed then the special resolution shall be passed only through
postal ballot.

Issue notices for general meeting by giving not less than twenty-one days notice
in writing proposing the special resolution with explanatory statement.

Hold general meeting and pass special resolution.

In case of listed company, forward three copies of notices to concerned stock
exchanges.

File six copies of amendments made in object clause as soon as company
adopts it in the general meeting. Forward copy of proceedings of general meeting
to concerned stock exchange(s).

File with the Registrar of Companies, a copy of the special resolution passed by
the company, together with a copy of the explanatory statement annexed to the
notice of the meeting within one month of passing of the resolution together with
a printed copy of the Memorandum of Association.

Obtain from the Registrar of Companies, certificate of registration of the alteration
of the Memorandum.
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9. Make necessary changes in every copy of Memorandum of Association,
letterheads, vouchers, registers, office papers etc.

Answer 7(b)

The Companies Act, 1956 does not make express provision for the resignation of
director. A director may resign his office in the manner provided by the articles. If the
articles contain no provision regarding resignation by a director, he may resign his office
any time by giving reasonable notice to the company, no matter whether the company
accepts it or not [Abdul Hug v. Kahradi Industries Ltd. AIR (1960) Mad 482]. Thus, inthe
absence of any provision in the articles resignation once made will take effectimmediately
when the intention to resign is made clear. In such a case the resignation by director
shall take effect from the time when such resignation is tendered.

Filing of Form No.32 is the duty of Company and not of the directors. Therefore, in
the present case the resignation given by Ramsay shall be effective from the date on
which he tendered his resignation i.e. 16th April 2002 and he cannot be prosecuted in
respect of offence committed by company on 20th May 2002.

Question 8

(@) Draft the Board of directors’ report of an unlisted public company. (10 marks)

(b) The central government holds 32% of the equity shares of Globe Ltd. The State
governments of Tamil Nadu and Andhra Pradesh together hold 15%, UTI holds
5% and LIC holds 2% of the equity shares of the company. Is it a government
company ? (3 marks)

(¢) A public limited company having Rs.15 lakh paid-up share capital, which is
facing shortage of fund for its day-to-day affairs, borrowed a sum of Rs.5 lakh
from one of its directors on 1st April, 2003. Does it violate any provision of the
Companies Act, 1956 and rules framed thereunder ? (3 marks)

Answer 8(a)
XY Ltd.
Directors’ Report

Your directors have pleasure in presenting their report on the business and operations
of the company for the year ended 31st March 2003

Financial Results

Financial Results of the company for the year under review alongwith the figures for
previous year are as follows:
31st March 31stMarch

2003 2002

(Rs. in Lacs)
Net Sales/Income from Operations

Other Income

Total Income
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(b) Profit before Interest, Depreciation & Tax
Less: Interest
Depreciation
Profit before Tax
Less : Previous Year adjustments
Provision for Wealth Tax
Provision for current year income-tax
Net Profit after tax & adjustments
Add: Balance carried from Profit & Loss A/c
Less : Provision for earlier year taxation

Balance carried to the balance sheet
Dividend

The Board of directors has recommended a dividend of 5% to the shareholders for
the financial year 2003-04 to be paid out of the profits of the year.

Directors’ Responsibility statement

As required under Section 217(2AA) of the Companies Act, 1956, your directors
confirm having:

(@) followed in preparation of the annual accounts, the applicable standards with
proper explanations relating to material departures, wherever applicable;

(b) selected such accounting policies and applied them consistently and made
judgements and estimates that are reasonable and prudent so as to give a rue
and fair view of the state of affairs of your company at the end of the financial
year and of the profit of your company for that period;

(c) taken proper and sufficient care for the maintenance of adequate accounting
records in accordance with the provisions of the Companies Act, 1956 for
safeguarding the assets of your company and for preventing and detecting fraud
and other irregularities; and

(d) prepared the annual accounts on a going concern basis.
Board of Directors

Pursuant to Section 256 of the Companies Act, 1956, Mr. X and Mr. Y retire by
rotation at the ensuring annual general meeting and being eligible offers themselves for
reappointment. Mr. Aresigned from the Board during the year under report. The Board
places on records its appreciation of the valued contribution made by Mr. A during his
association with the company.

Conservation of energy, technology absorption, foreign exchange earnings and
outgo

The nature of business of the company does not result in manufacturing or processing
activities. As such, particulars as per Section 217(1)(e) of the Companies Act, 1956
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regarding conservation of energy and technology absorption are not applicable. There
were no foreign exchange earnings or outgo during the year under report.

Employees particulars

None of the employees were covered by the provisions of Section 217(2A) of the
Companies Act, 1956 read with Companies (Particulars of Employees) Rules, 1975.

Auditors

M/s. XY & Co., Auditors of the company, hold office till conclusion of the forthcoming
annual general meeting and are eligible for reappointment. The Board recommends their
reappointment for the next year.

Acknowledgement

Your directors gratefully acknowledge the contribution made by the employees towards
success of the company. The directors also place on record its gratitude to the
shareholders, bankers, customers and all other connected with the company for their
unstinted support.

On behalf of the Board of Directors
Sd/-
Chairman.
Dated at...........

Answer 8(b)

Section 617 of the Companies Act, 1956 defines a Government Company as a
company in which not less than 51% of the paid-up share capital of the company is held
by Central Government or by any State Government(s) or partly by the Central Government
and partly by one or more of the State Government and includes a company which is a
subsidiary of a Government company as thus defined. In given situation the Central
Government and State Government together hold 47% of the shares of the company.
The equity shares held by UTI and LIC, being financial institution, shall not be counted as
government holding. Hence the company cannot be considered as a government company.

Answer 8(c)

As per Rule 2(b)(ix) of the Companies (Acceptance of Deposits) Rules, 1975 ‘deposits’
does not include any amount received by a private company from a person who, at the
time of the receipt of the amount, was a director, relative of director or member. Thus the
borrowing by private company from its directors is not deposits. However, exemption
applies only to private company. In the given case public limited company has borrowed
a sum of Rs.5 lakh from one of its director which amounts to deposit. Therefore, company
should have complied with the provisions of Section 58A of the Companies Act, 1956
read with Companies (Acceptance of Deposits) Rules, 1975. In as much as the company
has not complied with the said provisions, it has violated the provisions of Section 58A of
the Act and the rules framed thereunder.




ECONOMIC, LABOUR AND INDUSTRIAL LAWS
Time allowed : 3 hours Maximum marks : 100
NOTE : Answer SIX question including Question No. 1 which is COMPULSORY.
Question 1
With reference to the relevant legal enactments, write notes on any five of the following:

(i) Powers of the MRTP Commission with respect to trying of suits
(i) Misleading advertisements
(iiiy Foreign security
(iv) Restrictions on the acceptance of foreign hospitality
(v) Environmental clearances for setting up industrial projects
(vi) Rights of co-owners of patents. (3 marks each)

Answer 1(i)
Powers of the MRTP Commission with Respect to Trying of Suits

Under Section 12 of the MRTP Act, 1969 the Commission has been vested with the
powers of the Civil Court under the Code of Civil Procedure, 1908 while trying a suit, in
respect of the following matters namely:

(@ the summoning and enforcing the attendance of any witness and examining him
on oath;

(b) the discovery and production of any document or other material object producible
as evidence;

(c) the reception of evidence on affidavits;

(d) the requisitioning of any public record from any court or office;

(e) theissuing of any commission for the examination of witnesses;

(H the appearance of parties and consequences of non-appearance.

The proceedings before the Commission are deemed to be judicial proceedings
within the meaning of Sections 193 and 228 of the Indian Penal Code and the Commission

is deemed to be a Civil Court for the purposes of Section 195 and Chapter XXVI of the
Code of Criminal Procedure, 1973.

The Commission has also been empowered to require any person:

(i) to produce before, and allow to be examined and kept, by an officer of the
Commission specified in that behalf, such books, accounts or other documents
relating to any trade practice, the examination of which may be required for the
purposes of the Act ;and

(i) tofurnish to an officer so specified such information as respects the trade practice
as may be required for the purposes of the MRTP Act or such other information
as may be in his possession in relation to the trade carried on by any other
person.

26
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Answer 1(ii)

“Misleading Advertisements and false representations” is one of the unfair trade
practices contemplated under Section 36A of the MRTP Act, 1969. Misleading
advertisements may be made through oral or written statements of various types as
specified in sub clauses (i) to (x) of Section 36A(1). They are

(i) false representations that goods are of a particular standard, quality, quantity,
grade, composition, style or model.

(i) false representations that services are of a particular standard, quality or grade.

(i) false representations about rebuilt, second hand, renovated, reconditioned or
old goods to be new goods.

(v) representations that the goods/services have the sponsorship, approval,
performance, characteristics, accessories, uses or benefits which such goods/
services do not have.

(V) representations that the seller or supplier has the sponsorship or approval or
affiliation which he does not, in fact have.

(vi) false or misleading representation concerning the need for, or the usefulness of,
any goods or services.

(vi) false/misleading warranty or guarantee of performance not based on adequate
or proper tests.

(vii) Materially Misleading Warranty or Guarantee for any product or any goods or
services or promise to replace, maintain or repair any article, etc.

(ix) materially misleading representation about price of goods or services.

(x) false or misleading facts disparaging the goods, services or trade of another
person.

Answer 1(iii)

Foreign Security : In terms of Section 2(0) of the Foreign Exchange Management
Act, 1999, Foreign Security has been defined as to mean any security in the form of
shares, stocks, bonds, debentures or any other instrument denominated or expressed in
foreign currency and includes securities expressed in foreign currency but where
redemption or any form of return such as interest or dividend is payable in Indian currency.

Transfer or issue of a foreign security is a capital account transaction within the
meaning of Section 6(3)(a) of the Act. The Reserve Bank of India has made Foreign
Exchange Management (Transfer or Issue of Any Foreign Security) Regulations, 2000 for
regulation, acquisition and transfer of a foreign security by a person resident in India i.e.
investment by Indian entities in overseas joint ventures and wholly owned subsidiaries as
also investment by a person resident in India in shares and securities issued outside
India.

Answer 1(iv)

Restrictions on acceptance of foreign hospitality : Section 9 of the Foreign
Contribution (Regulation) Act, 1976 prohibits acceptance of foreign hospitality by certain
persons except with the prior permission of the Central government. Accordingly, no
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member of Legislature, office bearer of a political party, Judge, Government servant or
employee of a corporation while visiting any country or territory outside India is allowed
to accept the foreign hospitality except with the prior permission of the Central Government.
However, it shall not be necessary to obtain any such permission for an emergent medical
aid needed on account of sudden illness contracted during the visit outside India. However,
where such hospitality has been received, the person receiving such hospitality is under
an obligation to intimate, within one month from the date of receipt of such hospitality, to
the Central Government as to the receipt of such hospitality and the source from which
and the manner in which such hospitality was received by him.

The Central Government has vide notification dated January 3, 1986 granted general
exemption to members of delegations sponsored by Central Government from seeking
prior permission for acceptance of foreign hospitality while visiting any country or territory
outside India. Similarly, vide notification dated December 30, 1987 Government servants
and employees of a corporation have also been granted exemptions from seeking prior
permission of Central Government for acceptance of foreign hospitality while visiting any
country or territory outside India, in pursuance of bilateral agreement between the
Government of India and the Government of any foreign country, duly approved by the
Department of Economic Affairs and/or while attending long-term/ short-term training
programme duly approved by the Department of Personnel Affairs.

For the purpose of this section, a corporation has been defined to mean a corporation
owned and controlled by Government and includes a Government Company as defined in
Section 617 of the Companies Act, 1956.

Answer 1(v)

Environmental Clearances for setting up Industrial Projects : Entrepreneurs
are required to obtain statutory clearances relating to Pollution Control and Environment
for setting up an industrial project or for modernization/ expansion of existing projects. A
Notification (SO 60(E) dated 27.1.94) (as amended in 2001) issued under the Environment
(Protection) Act, 1986 has listed 30 projects in respect of which environmental clearance
needs to be obtained from the Ministry of Environment, Government of India. This list
includes industries like petrochemical complexes, petroleum refineries, cement, thermal
power plants, bulk drugs, fertilizers, dyes, paper etc.

However, ifinvestment is less than Rs. 12000 million or 500 million in case of expansion/
modernization projects, such clearance is not necessary, unless it is for pesticides, bulk
drugs and pharmaceuticals, asbestos and asbestos products, integrated paint complexes,
mining projects, tourism projects of certain parameters, tarred roads in Himalayan areas,
distilleries, dyes, foundries and electroplating industries.

Further, any item reserved for the small-scale sector with investment of less than
Rs. 10 million is also exempt from obtaining environmental clearance from the Central
Government under the Notification. Powers have been delegated to the State Governments
for grant of environmental clearance for certain categories of thermal power plants. Setting
up industries in certain locations considered ecologically fragile (eg Aravalli Range, coastal
areas, Doon valley, Dahanu, etc.) are guided by separate guidelines issued by the Ministry
of Environment of the Government of India.
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Answer 1(vi)

Rights of Co-owners of patents : Section 50 of the Patents Act, 1970 provides that
where a patent is granted to two or more persons, each of those persons shall, unless an
agreement to the contrary is in force, be entitled to an equal undivided share in the
patent. This section further entitles a co-owner, by himself or by his agents the rights
conferred by Section 48 i.e..

— Where the patent is for a product, the exclusive right to prevent third parties, who
do not have his consent, from the act of making, using, offering for sale, selling
or importing for those purposes, that product in India.

— Where the subject matter of patent is a process, the exclusive right to prevent
third parties, who do not have his consent, from the act of using that process,
and from the act of using, offering for sale, selling or importing for those purposes
the product directly obtained from that process, in India. However, the product
should not be such that no patent can be granted for that product in India.

A licence under the patent may not be granted and share in the patent may not be
assigned by one of such persons except with the consent of the other person or persons.

Question 2

(@ What is meant by ‘effective steps’ under the Registration and Licensing of
Industrial Undertakings Rules, 1952 ? (2 marks)

(b) A contract entered into by an industrial undertaking prior to taking over its
management and control by the Central Government with a third party is found
detrimental to the interests of the undertaking. What is the remedy against
such a contract ? (5 marks)

(c) The complainants, husband and wife, kept Rs.20 lakh in a fixed deposit with a
nationalised bank. The complainants exercised their right to take back the
amount before the expiry of the period of deposit. The bank declined to allow
them to withdraw the amount stating that the husband was a guarantor on behalf
of Regent Ltd. for the repayment of outstanding dues to the tune of Rs.2 crore
and that he was jointly and severally bound and liable to pay the outstanding
dues to the bank. Examine the stand taken by the bank. (4 marks)

(d) Ram Lakhan & Co. entered into an agreement relating to a restrictive trade
practice with a dealer. It is exempt from compulsory registration under the
Monopolies and Restrictive Trade Practices Act, 1969. Both parties were, however,
interested in getting the said agreement registered. Their application was not
entertained by the Director General of Investigation and Registration. Advise
the applicants. (4 marks)

Answer 2(a)

Rule 2 of the Registration and Licensing of Industrial Undertakings Rules, 1952
defines ‘effective steps to mean one or more of the following:

(@) 60% or more of the capital issued for an industrial undertaking which is a public
company within the meaning of the Companies Act, 1956, has been paid up;
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(b) asubstantial part of the factory building has been constructed;

(c) afirm order has been placed for a substantial part of the plant and machinery
required for the undertaking.

The definition of effective steps is important as any undertaking for the establishment
of which effective steps have been taken is also included in the definition of industrial
undertaking under Industries (Development and Regulation) Act,1951.

Answer 2(b)

Section 18C of the Industries (Development and Regulation) Act, 1951 provides that
the persons or body of persons authorized by the Central Government under Section 18A
to take over the management, may, with the previous approval of the Central Government,
make an application to any court having jurisdiction in this behalf for the purpose of
cancelling or varying any contract or agreement entered into between the industrial
undertaking and any other person at any time before the issue of the notified order to
take over the management and control.

The court may, after satisfying itself in this behalf that such contract or agreement
had been entered into in bad faith and is detrimental to the interests of the industrial
undertaking, make an order cancelling or varying that contract or agreement (either
unconditionally or subject to such conditions as it may think fit) and the contract or
agreement shall have effect accordingly.

Answer 2(c)

The facts of the case are similar to M M Pandey v. Bank of India (1998) 31 CLA 83
—-MRTPC.

In this case it was held by the MRTP Commission that the bank had no right to
withhold payment of deposit amount along with interest to the complainants. It had no
right to combine personal accounts with the joint accounts. The husband had taken on
certain liabilities as a guarantor on behalf of the company and there was nothing in the
deposit receipt to show that there was any lien in favour of the bank in respect of such
guarantee. No loan was taken by the husband from the bank, but it was the company
which had taken loans and availed of credit facilities from the bank. The liability of the
husband was not out of any direct transaction with the bank but it was only out of being
a guarantor on behalf of the company. Therefore, the stand taken by the bank was not
justified.

Answer 2(d)

Section 33 of the MRTP ACT,1969 provides that every agreement falling within one or
more categories listed in Sub-section (1) thereof, shall be deemed, for the purposes of
the Act to be an agreement relating to restrictive trade practice and hence, shall be
subject to registration. However if any agreement is not compulsorily registrable under
MRTP Act and is exempt, it cannot be registered by DGIR. The applicant may be advised
to register the agreement under Indian Contract Act,1908.

Sub-section (1) of Section 33 had undergone a major amendment vide the MRTP
Amendment Act, 1984. The effect of the amendment is to deem the categories of
agreements listed therein to be agreements relating to restrictive trade practices.
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Prior to the amendment, the view held by the Supreme Courtin Telco v. RRTA (1977)
47 Comp. Cas. 520 and in Mahindra and Mahindra Ltd. v. Union of India was that
Section 33(1) does not contain statutory illustrations of restrictive trade practices and
that only where a trade practice, fulfils the requirements of Section 2(0) of the Act and
thereafter falls in one or more of the categories listed in Section 33(1), it becomes
registrable. The 1984 amendment reversed this line of interpretation, by clearly stating
that every agreement falling within one or more of the categories listed in Sub-section (1)
of Section 33 is deemed for the purpose of the Act to be an agreement relating to restrictive
trade practice and shall be subject to registration.

Question 3

(@ With reference to the relevant provisions of the Foreign Exchange Management
Act, 1999, advise on the following :

(i) Apersonresidentin India proposes to retain foreign currency notes acquired
during a visit to a place outside India.

(i) A partnership firm, registered in India, is intending to invest in foreign concerns
engaged in similar professional activities.

(i) A public limited company interested to send machinery outside India on
lease terms.

(iv) A personresident outside India intends to seek remittance of sale proceeds
of a security of a company incorporated in India. (2 marks each)

(b) Write a brief note on the impact of money laundering on the economic
development of a country. (4 marks)

(c) Gabbaris alocal level leader of a regional political party in Haryana. He received
a sum of US $5,000 as an agent of a foreign source in relation to a transaction
made by the foreign source with the Government of Haryana. Did he contravene
the provisions of the Foreign Contribution (Regulation) Act, 1976 ? Refer to
relevant provisions. (3 marks)

Answer 3(a)(i)

Foreign Exchange Management (Possession and Retention of Foreign Currency)
Regulations, 2000 provides for limits for possession and retention of foreign currency
notes or foreign coins. As per the said regulations unspent foreign exchange acquired
during a visit to a place outside India and brought back to India is required to be surrendered
to an authorised person within 90 days from the date of return of the traveller, if the
unspent foreign exchange is in the form of currency notes.

However, as per Regulation 3 a person resident in India can retain foreign currency
notes not exceeding US $ 2000 or its equivalent. Foreign exchange so retained, can also
be utilised by him for his subsequent visit abroad and can also be deposited in Resident
Foreign Currency (Domestic) Account.

Answer 3(a)(ii)

A partnership firm registered under the Indian Partnership Act, 1932 which is engaged
in providing specified professional services, may make investment in foreign concerns
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engaged in similar activity, by way of remittance from India and/or capitalization of fees/
other entitlements due to it from such foreign concerns subject to following conditions: -

(@ such investments do not exceed US$ 1 (one) million or its equivalent in one
financial year,

(b) the investing firm is a member of the respective All India professional organization/
body; and

(c) areportin form ODA is submitted to the Reserve Bank through the authorized
dealer within 30 days of making such investments.

Firms wishing to take up financial services activities are however, required to satisfy
the additional requirements prescribed.

Subiject to the firm being eligible for overseas investment and subject also to the
condition that the entire funding for such investment is done by the firm, itis in order for
individual partners to hold shares for and on behalf of the firm in overseas JV/ WOS if the
host country regulations or operational requirements warrant such holdings.

Answer 3(a)(iii)

Taking or sending out goods outside India by way of lease has been defined as
export under Foreign Exchange Management (Export of Goods and Services) Regulations,
2000.In terms of said regulations export of machinery, equipment, etc., on lease, hire,
etc., basis under agreement with the overseas lessee against collection of lease rentals/
hire charges and ultimate re-import require prior approval of the Reserve Bank. The public
limited company is required to apply for necessary permission, through an authorized
dealer, to the concerned Regional Office of the Reserve Bank, giving full particulars of the
machinery to be exported.

Answer 3(a)(iv)

Remittance of sale proceeds of a security (net of applicable taxes) is allowed to the
seller of shares resident outside India, on the following conditions:

(i) the security was held by the seller on repatriation basis;

(i) either the security has been sold on a recognized stock exchange in India through
a stock broker at the ruling market price as determined on the floor of the
exchange, or the Reserve Bank’s approval has been obtained in other cases for
sale of the security and remittance of the sale proceeds thereof; and

(iii) ano objection/tax clearance certificate from the Income Tax authority has been
produced.

Answer 3(b)

The process of converting tainted money into untainted money is called ‘money
laundering’. In this process the funds finally enter the legitimate economy. The possible
social, economic and political effects of money laundering, if left unchecked or dealt with
ineffectively, are serious for the economic development of a country. Through the process
of money laundering, organised crime can infiltrate financial institutions, acquire control
of large sectors of the economy through investment, or offer bribes to public officials and
indeed governments. Thus, the economic and political influence of criminal organisations
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can weaken the social fabric, collective ethical standards, and ultimately the democratic
institutions of society.

The gaps in a national anti-money laundering system are exploited by launderers,
who tend to move their networks to countries and financial systems with weak or ineffective
countermeasures. As with the damaged integrity of an individual financial institution,
there is a dampening effect on foreign direct investment when a country’s commercial
and financial sectors are perceived to be subject to the control and influence of organised
crime.

In times of decelerating growth, an infusion of hard currency can bolster a country’s
foreign reserves, ease the hardship associated with budget tightening policies and
moderate foreign indebtedness. While these are short-term benefits associated with an
inflow of criminal monies, the long-term effects are mostly negative. One difference between
official borrowing and laundered funds is that the former can be controlled by Government,
whereas the funds owned by criminals escape the government’s ability to control and
regulate the economy.

Answer 3(c)

Section 8(d) of the Foreign Contribution (Regulation) Act, 1976 specifically permits
acceptance of foreign contribution as an agent of a foreign source in relation to any
transaction made by such foreign source with Government. Therefore, Gabbar has not
contravened the provisions of FCRA.

Question 4

(@) State the absolute grounds for refusal of registration of trade marks under the
Trade Marks Act, 1999.

(b) What are the acts which are not considered to be amounting to infringement
under the Patents Act, 1970 ?

(c) Mention the powers of the copyright societies under the Copyright (Amendment)
Act, 1994, (5 marks each)

Answer 4(a)

Section 9(1) of the Trademarks Act, 1999 contains provisions relating to absolute
grounds for refusal for registration. It prohibits the registration of trademarks on following
grounds:

1. Common or Non-Distinctive : Following trademarks shall not be registered:

(@ which are devoid of any distinctive character, or

(b) which consist exclusively of marks or indications which may serve in trade to
designate the kind, quality, quantity, intended purpose,values, geographic origin
or the time of production of goods or rendering the service or other characteristics
of goods or service, or

(c) which consist exclusively of marks or indications which have become customary
in the current language or in the bonafide and established practices of the trade.

However, a trademark shall not be refused registration, if the mark has in fact acquired
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a distinctive character as a result of use or is a well-known trademark before the date of
application. In short, a trade mark which has been demonstrated to be distinctive in the
market place shall be regarded as distinctive in law as well and be registrable.

2. Confusing, Obscene or Prohibited : Following marks cannot be registered:

(@ whichis likely to deceive or cause confusion, or

(b) which comprises scandalous or obscene matter, or

(c) which contains any matter likely to hurt religious susceptibilities, or

(d) ifitis prohibited under Emblems and Names (Prevention of Improper Use) Act,1950

3. Shapes which cannot be registered

(@ shape of the goods which results from nature of goods themselves, or
(b) shape of the goods which is necessary to obtain a technical result, or
(c) shape which gives substantial value to goods.

However, nature of goods or services where the mark is used shall not be a ground
for refusal of registration.

Answer 4(b)

The Patents (Amendment) Act, 2002 inserted a new Section 107A dealing with acts
not to be considered as infringement. These are:

(i) any act of making, constructing, using or selling a patented invention solely for
uses reasonably related to development and submission of information required
under any law for the time being in force, in India or abroad, that regulates the
manufacture, construction, use or sale of any product;

(i) importation of patented products by any person from a person who is duly
authorized by the patentee to sell or distribute the product.

Answer 4(c)

An individual person is often not able to administer his copyrights effectively. If such
copyrights owners form a society, the society can administer the rights effectively and
ensure that the owners of rights get their due share.

Section 34(3) of the Copyright Act, 1957 empowers the Copyright Society to:

(i) issue licences granted by owners of existing or future work under Section 30 of
the Act;

(i) collect fees in pursuance of such licences;

(iii) distribute such fees among owners of rights after making deductions for its own
expenses; and

(iv) perform any other function consistent with control over copyright societies by
the owners of rights prescribed under Section 35.

The society can also enter into agreement with a foreign society for administration of
rights in foreign country. A society on all India basis can be registered under
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Section 34A(1). Such society can frame a scheme for quantum of remuneration payable
to individual copyright owners depending upon the number of copies of work in circulation.

Question 5

With reference to the provisions of the Consumer Protection Act, 1986, decide the
following giving reasons in support of your answer :

0]

(ii)

(i)

Anju boarded an Express Train at a station in Tamil Nadu to go to Delhi on some
professional work. She was carrying with her a suitcase in which there were
some research material and cash of Rs. 10,000. She complained to the travel
ticket examiner that a stranger without reservation had entered into the
compartment and despite protest from her and other co-passengers, the stranger
occupied the berth and the travel ticket examiner did not do anything to de-train
the stranger. When Anju woke up at 2.00 a.m. the next day, to her surprise, she
found that her suitcase was ransacked, and important documents and cash
were missing. She alleged that both travel ticket examiner and the guard were
unwilling to receive her complaint and, therefore, she had registered an FIR with
the police at Delhi. And afterwards she filed a case before the District Consumer
Forum, Delhi. Whether the railways are liable to pay the damages to Anju ?

A dealer in precious stones and gems had sent four parcels of gems by registered
post duly insured to a consignee in America, but the parcels did not reach the
destination. The investigation revealed that the parcels were either lost in transit
or were stolen. The postal authorities admitted their liabilities and made payment
of postal charges in respect of each parcel. The insured agreed to settle the
claim. However, he insisted that the payment of the insured amount should be
made in US dollars. The insurer denied their liability to pay in dollars to the
dealer. The dealer proceeded against the insurance company before the National
Consumers Disputes Redressal Commission. Will he succeed ?

After Ranjit, a passenger of air-travel, occupied his seat in the air-craft, an
announcement was made that his luggage was lying on the ground unidentified
and that he should disembark to identify it. According to Ranijit, he moved towards
the rear door and finding that the step ladder was attached to the rear door, he
stepped out onto the stair case, but before he could put his entire body weight
on the stair case, the ladder was suddenly removed and as a result, he fell down
on the ground and sustained bodiiy injuries. He filed a case for compensation of
Rs.10 lakh but the airlines was willing to pay only Rs.40.000 under its rules
framed under the Carriage by Air Act, 1972. Will he succeed for the higher
amount ? (5 marks each)

Answer 5(i)

The facts of the case are similar to General Manager, Southern Railway, v. Mrs. A.
Shameem (2002) and Union of India v. K.K. Shukla (2002)(NC). In this case the National
Commission held that if the reserved compartment was not protected from intruders, it
was clearly a case of deficiency in service on the part of the Railways. The TTE, who
was present in the compartment when the train started and a complaint was made to him
about presence of an unauthorized passenger in the reserved compartment, ignored the
pleas of the passengers and did not offer any help to passenger in distress. This was
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nothing but deficiency in service and negligence under Section 100 of the Railways Act,
19809.

Answer 5(ii)

The facts of the case are similar to National Insurance Co. Ltd. v. SKYGEMS 2002
(1) SCALE 94. In this case the insurer denied its liability to pay the amount in USD on
the ground that the title in goods had not passed to the consignee and that it continued
to be the owner of the goods and so the payment could be made only in Indian Rupees.
This was negated by the National Consumers Dispute Redressal Commission and the
Commission insisted to pay in USD. However, the Supreme Court upheld the views of the
Insurance Company stating that the title to the goods had not clearly passed to the
consignee and the consignor respondent continued to be the owner having insurable
interest in the goods.

Answer 5(iii)

The facts of the case are similar to Station Manager, Indian Airlines v. Dr. Jiteswar
Ahir [First Appeal No. 270 of 1994 decided on 28.2.1996 (NCDRC)]. In this case the
State Commission, after examining witnesses and the medical boards report held that
there was dangerous deficiency in service and having regard to the expert opinion and
other medical reports, it ordered payment of compensation of Rs. 4 lakhs for bodily
injuries and Rs. 1 lakh for mental agony and distress plus costs.

In appeal, the National Commission, upholding the State Commissions order, held
that in terms of regulations relied upon by the appellant, if it was proved that the accident
caused to the complainant had resulted in a permanent disablement, incapacitating him
from engaging in or being occupied with his usual duties or his business or occupation,
the liability could not exceed Rs. 5 lakhs. This case related to the incapacity and
permanent disability to the extent of 10 per cent and, therefore, the compensation could
not exceed Rs. 5 lakhs. The State Commissions assessment of compensation of Rs. 4
lakhs was justified, considering the age of the complainant (37 years) at the time of
accident and his having lost earning capacity. The State Commission was also right in
awarding compensation of rupees one lakh for the complainants mental suffering and
agony as well as feeling of inferiority in social relations.

Question 6

(@) State the provisions of the National Environment Tribunal Act, 1995 relating to
compensation for death, injury to a person and damage to property and
environment.

(b) Discuss the offences and penalties prescribed under the Environment (Protection)
Act, 1986.

(c) Mention the salient features of the Water (Prevention and Control of Pollution)
Cess Act, 1977. (5 marks each)
Answer 6(a)

Chapter Il of the National Environment Tribunal Act, 1995 deals with compensation
for death of or injury to a person and damage to property and environment. Section 3(1)
states that where death of or injury to any person or damage to any property or environment
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has resulted from an accident, the owner shall be liable to pay compensation for such
death, injury or damage. The compensation is payable on the basis of strict liability
under civil law, i.e owner has to pay compensation for an accident even if he is not at
fault. The damage can be to a person or property.

A claimant in any claim for compensation is under no obligation to plead and establish
that the death, injury or damage in respect of which the claim has been made was due to
any wrongful act, neglect or default of any person. In this context the term injury
includes, permanent total or permanent partial disability or sickness resulting out of an
accident.

Section 4 deals with application for claim for compensation and provides that an
application for compensation may be made:

(i) by the person who has sustained the injury;
(i) by the owner of the property to which the damage has been caused;

(i) where death has resulted from the accident, by all or any of the legal
representatives of the deceased;

(v) by any agent duly authorized by such person or owner of such property;

(V) by any representative body or organization, functioning in the field of environment
and recognized in this behalf by the Central Government, or

(vi) by the Central Government or a State Government or a local authority.

Any claimant making an application for compensation may also make an application
before the Tribunal for such relief as is provided in the Public Liability Insurance Act.
However, no such application shall be made if the applicant has received the relief earlier
or an application made by the claimant to the Collector under that Act is pending and has
not been withdrawn.

Every application for compensation is required to contain such particulars and shall
be accompanied by such documents and such fee not exceeding one thousand rupees
as may be prescribed. The application for compensation shall not be entertained unless
it is made within five years of the occurrence of accident.

The Schedule to the Act lists out various heads under which compensation for damages
may be claimed such as Death, Permanent, temporary, total or partial disability or other
injury or sickness, loss of wages due to total or partial disability or permanent or temporary
disability, medical expenses incurred for treatment of injuries or sickness; damage to
private property etc.

Answer 6(b)

Section 15 to 17 of the Environment (Protection) Act,1986 deal with offences and
penaties.

Offences by Companies : Section 16 of the Act deals with offences by the companies
and provides that where any offence has been committed by a company, every person
who, at the time the offence was committed, was directly in charge of, and was responsible
to, the company for the conduct of the business of the company, and the company itself,
shall be deemed to be guilty of the offence and shall be liable to be proceeded against.
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When an offence has been committed by a company, and it is proved that the offence
was committed with the consent or connivance of any director, manager, secretary or
other officer of the company, such director, manager, secretary or other officers shall
also be deemed to be guilty of that offence and shall be liable to be proceeded against
and punished accordingly.

Offences by Government Departments : In the case of an offence committed by any
department of the Government, the Head of the Department shall be deemed to be guilty
of the offence and shall be liable to be proceeded against unless he proves that the
offence was committed without his knowledge or that he exercised all due diligence to
prevent the commission of such offence.

Where it is proved that the offence committed by a Government Department has
been committed with the consent or connivance of, or is attributable to any neglect on
the part of, any officer other than the Head of the Department, such officer shall also be
deemed to be guilty of the offence and shall be liable to be proceeded against and
punished accordingly.

Penalties : Section 15 of the Act makes contravention of any of the provisions of the
Act or any rules made or, orders, directions issued thereunder, punishable with
imprisonment upto 5 years or with fine upto Rs. 1 lakh or with both. An additional fine of
Rs. 5,000 would also be leviable for every day of continuing default. Sub-section (2) of
Section 15 further provides that where such contravention continues beyond a period of
one year from the date of conviction, the offender shall be punishable with imprisonment
upto seven years.

If an offence is punishable under this Act as well as any other Act, the offender shall
be punishable under that Act and not under Environment (Protection) Act, 1986.

Answer 6(c)

With a view to augment the resources of the Central Board and the State Boards for
the prevention and control of water pollution, the Water (Prevention and Control of Pollution)
Cess Act, 1977 has been brought on the statute book. This Act authorizes the levy and
collection of a cess on water consumed by person carrying on certain industries and by
local authorities. The object of the Cess Act is to ensure that the State or Central Boards
are able to raise sufficient finance other than the funds that are being contributed by the
Central Government and States and also by way of gifts and donations, in the effective
discharge of functions contemplated under the Pollution Control Laws.

Question 7
(@) Discuss any two of the following :
() Industrial discipline.

(i) ‘Temporary partial disablement’ and ‘permanent partial disablement’ under
the Workmen’s Compensation Act, 1923.

(i) Voluntary reference of disputes to arbitration. (5 marks each)

(b) Attempt any five of the following stating the relevant legal provisions and case
law, if any :
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Sam, an employee of Saurabh Ltd., tendered his resignation from the services
of the company with effect from 1st July, 2003. The management of the
company immediately accepted his resignation and this fact was known to
Sam. But the communication of acceptance of his resignation was sent to
Sam after 13 days from the date of recept of his resignation. Meanwhile, on
9th July, 2003, Sam sent a fax message to Saurabh Ltd. withdrawing his
resignation.

(1) What is the date of acceptance of Sam'’s resignation letter ?

(2 Whether the employer should take cognizance of the withdrawal letter
of Sam and he be allowed to resume his duties in Saurabh Ltd. ?

An employed person has taken a loan of Rs.2 lakh from a co-operative
society approved by the government. The employer makes a deduction of
80% of wages payable to him in a wage period towards repayment of the
loan. Is the action of the employer valid ?

Raghav was retrenched from service and the reason assigned to him was
that he had become an economic surplusage. Is the action of the employer
justified ?

A cart-man was engaged by a rice mill to carry rice bags from the mill to
railway station. The cart-man met with an accident on a public road while
returning back and died. The rice mill owner claimed that there was no need
to pay compensation as per Sections 12, 12(1) and 12(4) of the Workmen'’s
Compensation Act, 1923. Will he succeed ?

Gomzi was working as a contract labour in an undertaking. The contractor
is very erratic in making payment of wages to him. Can Gomzi ask the
owner of the undertaking to make payment of wages in full and within the
prescribed period ?

Raju is an employee in an establishment governed by the Employees’ State
Insurance Act, 1948. His principal employer defaults in making his
contribution to the ESI Fund resulting in Raju becoming disentitled to the
benefits under the Act. What is the remedy available to him ?

There is an industrial dispute pending before the conciliation officer. The
employer makes changes in the conditions of service of the workmen in
respect of the matters connected with the pending industrial dispute without
the permission of the conciliation officer but the alterations are not to the
prejudice of the workmen. Is the action of the employer justified and legal?

Sonu is a member of a trade union registered under the Trade Unions Act,
1926. He resigns from the said trade union to join another registered trade
union in the same factory. He writes to the secretary of the trade union that
the amounts contributed to the general funds of the union may be refunded
to him. Will he succeed ? (3 marks each)

Answer 7(a)(i)

Industrial discipline means working by employees according to predetermined rules,
regulations and code of conduct in the industry. It is absolutely essential that the workers
(a) know the rules etc.; (b) appreciate their value to them and to industry; (c) have a
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behaviour pattern conducive to following it (right attitude, right perspective, right self
control). Hence knowledge or information and motivation are of utmost importance for
ensuring good industrial discipline. Similarly, equally important is fair, unbiased and
proactive attitude of the employee.

Discipline is the very essence of life and absence of discipline means chaos and
disorder. An industrial enterprise is an organic whole in which a variety of forces act in
unison towards the attainment of the ultimate aim of the organization. Obviously smooth
and effective functioning demands a high degree of coordination among the various elements
and constraints, which form an integral part of an organization. In an industry, big or
small, manpower is the most important factor. Manpower can be used effectively only if
there is discipline in the industry.

The major objectives of industrial discipline are to:

(i) Get cooperation of subordinates within the framework of company’s policy
whether expressed or implied for fulfilling the goals of the company and not
merely to enforce authority.

(i) To reform the offender causing displeasure, deter others from making the same
mistake. Discipline is basic to the successful accomplishment of maximum
cooperation and conducting normal employee behaviour and orderliness ultimately
benefit industry and people who work in the industry.

Answer 7(a)(ii)

Disablement means loss of capacity to work or to move. Disablement of a workman
may result in loss or reduction of his earning capacity. In the latter case, he is not able
to earn as much as he used to earn before his disablement. Disablement may be partial
or total. Further it may be permanent or temporary. The Workmen’s Compensation Act,
1923 does not define the word ‘disablement’, but defines partial disablement under
Section 2(1)(g). Partial disablement means “any disablement as reduces the earning
capacity of a workman as a result of some accident”. Partial disablement may be temporary
or permanent.

Temporary partial disablement means any disablement as reduces the earning
capacity of a workman in any employment in which he was engaged at the time of
accident which resulted in such disablement.

Permanent partial disablement is one, which reduces the earning capacity of a
workman in every employment which he was capable of undertaking at the time of injury.

The distinction between these two types of disablement depends on the fact as to
whether an injury results in reduction of earning capacity in all the employments which
the workman was capable of undertaking or only in that particular employment in which
he was engaged at the time of injury. The type of disablement suffered can be determined
only from the facts of a case. But it is provided by the Act that injuries specified in Part
Il of Schedule | shall be deemed to result in permanent partial disablement. These injuries
are known as scheduled injuries.

The Calcutta High Court has held in Calcutta Electric Supply Corpn. v. Habul Chandre,
AIR (1986) Cal 278 that the Act is not limited only to physical disablement but extends
to the reduction of earning capacity as well
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Answer 7(a)(iii)

The circumstances under which an industrial dispute may be voluntarily referred to
arbitration have been stipulated under Section 10A of the Industrial Disputes Act, 1947.
Section 10A provides:

@

(1A)

@
©)

3A)

@)

(4A)

Where any industrial dispute exists or is apprehended and the employer and the
workmen agree to refer the dispute to arbitration, they may, at any time before
the dispute has been referred under Section 10 to a Labour Court or Tribunal or
National Tribunal, by a written agreement, refer the dispute to arbitration and the
reference shall be to such person or persons (including the presiding officer of a
Labour Court or Tribunal or National Tribunal) as an arbitrator as may be specified
in the arbitration agreement.

Where an arbitration agreement provides for a reference of the dispute to an even
number of arbitrators, the agreement shall provide for the appointment of another
person as umpire who shall enter upon the reference, if the arbitrators are
equally divided in their opinion, and the award of the umpire shall prevail and
shall be deemed to be the arbitration award.

An arbitration agreement shall be in such form and shall be signed by the parties
thereto as prescribed.

A copy of the arbitration agreement shall be forwarded to the appropriate
Government and the conciliation officer and the appropriate Government shall,
within one month from the date of the receipt of such copy, publish the same in
the Official Gazette.

Where an industrial dispute has been referred to arbitration and the appropriate
Government is satisfied that the persons making the reference represent the
majority of each party, the appropriate Government may, within the time referred
to in Sub-section (3), issue a notification as prescribed and when any such
notification is issued, the employers and workmen who are not parties to the
arbitration agreement but are concerned in the dispute, shall be given an
opportunity of presenting their case before the arbitrator or arbitrators.

The arbitrator or arbitrators shall investigate the dispute and submit to the
appropriate Government the arbitration award signed by the arbitrator or all the
arbitrators as the case may be.

Where an industrial dispute has been referred to arbitration and a notification
has been issued under sub-section (3A), appropriate Government, may by order,
prohibit the continuance of any strike or lock-out in connection with such dispute
which may be in existence on the date of the reference.

Answer 7(b)(i)

The facts of the given problem are similar to the case of Rajkumar v. Union of India
(1969) 3 SCR 857. The Supreme Courtin this case held that in the absence of any law or
statutory rules governing the conditions of the service of an employee to the contrary, it
will not be open to the employee to withdraw his resignation after it was accepted and he
came to know of it. The delay in intimating the employee, action taken on the resignation
may justify an inference that the resignation had not been accepted. But the employee
could not derive profit by the delay in intimating the acceptance in relieving him of his
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duties. There was no requirement in stating that even in those cases where resignation
was accepted with immediate effect, it could be withdrawn before such acceptance was
communicated to the person concerned. On the contrary, the resignation took effect the
moment it was accepted. In the instant case, the delay was only 13 days. The fact that
in the meantime the respondent had attended the office and signed the attendance
register would be of no assistance to claim that the resignation had no effect and the
attendance could not be taken as lawful attendance in view of the resignation.

In the light of the decision of the Supreme Court mentioned above, the date of
acceptance of resignation in the present problem is 1st July 2003. The resignation takes
effect the moment it is accepted. Therefore, employer cannot take cognizance of the
withdrawal letter of Sam and allow him to resume his duties.

Answer 7(b)(ii)

Section 7(2) of the Payment of Wages Act, 1936 envisages the illustrations of various
kinds of deductions, which the employer can make from the wages of an employed
person. The permissible limit on such deductions has been laid down under Section 7(3)
of the Act.

As per Section 7(3) of the Payment of Wages Act, 1936 the total amount of deductions,
which may be made in any wage period from the wages of any employed person, shall
not exceed:

— 75 per cent of such wages in cases where such deductions are wholly or partly
made for payments to co-operative societies;

In any other case, they shall not exceed 50 per cent of such wages.

Where the total deductions authorised under Section 7(2) exceed 75 per cent, or 50
per cent of the wages as the case may be, the excess may be recovered in such manner
as may be prescribed.

In view of the legal provisions stated above, the action of the employer is not valid.
Answer 7(b)(iii)

The action of the employer is justified. In Parry & Co. Ltd. v. P.C. Pal (1970) Il LLJ
429 the Supreme Court has observed that the management has a right to determine the
volume of its labour force consistent with its business or anticipated business and its
organisation. If for instance, a scheme of reorganisation of the business of the employer
results in surplusage of employees, no employer is expected to carry the burden of such
economic dead weight and retrenchment has to be accepted as inevitable, however,
unfortunate it be. The fact that the implementation of a reorganisation scheme adopted
by an employer for reasons of economy and convenience would lead to the discharge of
some of the employees, will have no material bearing on the question as to whether the
reorganisation has been adopted by the employer bona fide or not.

Answer 7(b)(iv)

The facts of the given problem are based on the case of Bhuvaneshwari Rice Mills,
Guntur v. Mannava Pullayya, (1962) 2 LLJ 29. In this case it was held that where a
workman died by accident on the route, the word ‘premises’ would cover the premises of
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the station also as well as places covered by the route. If on facts, it is established that
the deceased workman was in the employment of the principal, the latter would be liable.
But even assuming that he was in the employment of the contractor engaged by the
principal, the provisions of Sections 12 of the Workmen’s Compensation Act clearly
render the principal liable.

In the given problem, the rice mill owner will not succeed. [See also Satyanarayana
v. Mannav Pullayya AIR (1964) A.P.392, where it was held that the place at which the
workman met with an accident can be brought within the meaning of the words ‘on, in or
about’, and as such the workman was entitled to compensation. The facts of this case
are quite similar to that of the given problem. It has been held by the Madras High Court
that in view of specific provisions made in Section 12(1) of the Act even the principal
employer is liable for compensation in respect of accidental death of workman in the
course of his employment [Century Chemicals & Oils (P) Ltd. v. Esther Margathan (1998)
2LLY 473 (Mad.)]

Answer 7(b)(v)

Gomazi can ask the owner of the undertaking to make payment of wages in full within
the prescribed period. As per Section 21(4) of the Contract Labour (Regulation and Abolition)
Act, 1970 if the contractor fails to make payment of wages within the prescribed period
or makes short payments, then the principal employer shall be liable to make payment
of wages in full or the unpaid balance due, as the case may be, to the contract labour
employed by the contractor and recover the amount so paid from the contractor either by
deduction from any amount payable to the contractor under any contract or as a debt
payable by the contractor.

It has been held in Indian Airlines v. Central Government Labour Court, (1987) 2 LLJ
512 that the contract labour employed by the contractor can claim wages even from the
principal employer under Section 21(4).

Answer 7(b)(vi)

The E.S.I. Act, 1948 enjoins upon the principal employer to pay in respect of every
employee whether directly employed by him or through an immediate employer, both the
employer’s contribution and the employees’ contribution.

In fact it is the primary duty of the employer under Section 40 of the E.S.I. Act to pay
both his contribution and employees’ contribution in the firstinstance, subject to a right
of reimbursement from the employee or employees concerned regard to his or their
portion or portions of the same.

Raju can approach the ESI Corporation to seek the remedy. Under Section 68 of the
E.S.1. Act, if any principal employer fails or neglects to pay any contribution which under
the Act he is liable to pay in respect of any employee and by reason thereof such person
becomes disentitled to any benefit or entitled to any benefit on a lower scale, the
Corporation may, on being satisfied that the contribution should have been paid by the
principal employer, pay to the person the benefit at the rate to which he would have been
entitled if the failure or neglect had not occurred and the Corporation shall be entitled to
recover from the principal employer either-

(i) the difference between the amount of benefit which is paid by the Corporation to
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the said person and the amount of the benefit which would have been payable on
the basis of the contributions were in fact paid by the employer; or

(i) twice the amount of the contribution, which the employer failed or neglected to
pay, which ever is greater.

The amount recoverable under this Section may be recovered as if it were an arrear
of land-revenue or under Section 45C to Section 45-1

Answer 7(b)(vii)

As per Section 33 of the Industrial Disputes Act, during the pendency of any
conciliation proceeding before a Conciliation Officer or a Board of Conciliation or of any
proceeding before an arbitrator or a Labour Court or Industrial Tribunal or National Tribunal
in respect of an industrial dispute, no employer shall-

— inregard to any matter connected with the dispute, alter, to the prejudice of the
workmen concerned in such dispute, the conditions of service applicable to
them immediately before the commencement of such proceedings; or

— for any misconduct connected with the dispute, discharge, or punish, whether
by dismissal or otherwise any workmen concerned in such dispute.

The employer may do the above acts with the express permission in writing of the
authority before which the proceeding is pending.

As is evident from the provisions of Section 33, the express permission in writing of
the authority is necessary if change in the conditions of service of a workman is to be
made. The action of the employer in the given problem is not legal, as the employer has
made changes in the conditions of service of the workman during the pendency of an
industrial dispute without the permission of the conciliation officer.

As held by the Supreme Court, application for permission under Section 33 is
necessary only in case of pendency of an industrial dispute. (P.D. Sharma v. State Bank
of India, AIR 1968 SC 985)

Answer 7(b)(viii)

Sonu will succeed. As per Supreme Court’s decision in G.S. Dhara Singh v. E.K.
Thomas, (1988) 4 SCC 565 on resignation from the trade union as a member, the outgoing
person is entitled to receive his share of subscription.




SECURITIES LAWS AND REGULATION OF FINANCIAL MARKETS
Time allowed : 3 hours Maximum marks : 100
NOTE : Answer SIX questions including Question No. 1 which is COMPULSORY.
Question 1

Write notes on any four of the following :

(i) Automated lending and borrowing mechanism

(i) Market making

(i) Circuit breakers

(iv) Collective investment schemes

(v) Buy-back arrangement. (5 marks each)
Answer 1(i)
Automated lending and borrowing mechanism

Automated lending and borrowing mechanism ,popularly known as ALBM is a scheme
introduced by the National Stock Exchange (NSE) that acts as a facilitator for securities
lending. It also facilitates financing in addition to securities lending. ALBM, is basically
a modified carry forward system. Lending of securities and funds is a way by which
individuals can take advantage and participate in the bull period. It allows one to participate
in the market without worrying about downside risks and incidental problems. Itinvolves
lending securities to those who had sold without being in possession of the instruments
(Short-Sellers). It helps generate income for those with idle securities. It also includes
lending of funds on those buying shares without funds.

Answer 1(ii)
Market making

Market Making is a process whereby two way quotes are offered for the purpose of
facilitating trading in respect of a certain scrip .The chief advantage of market making is
that it affords much-needed liquidity to the securities. Moreover, it also increases the
supply of scrips in the market and also triggers demand for the scrips in the market.
Market making also helps in reducing the bane of concentration and thus eliminating the
influence of the unbiased sensitive index.

Answer 1(iii)
Circuit breakers

Circuit breakers or price limits have been imposed by BSE to control volatility in the
price movements, vis-a-vis prescribed daily and weekly limit for every stock. The daily
price limit is checked against the stocks closing price in the previous trading session.
The weekly price limit of stock depends on its closing price on the last trading day in the
previous week. The BOLT system is so structured that it rejects buy or sell orders of a
stock at prices outside the price limits, though it does not stop trading itself.

45
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Answer 1(iv)
Collective investment scheme

A collective investment scheme is any scheme or arrangement, which satisfies the
conditions, referred to in sub-section (2) of Section 11AA of the SEBI Act. Any scheme
or arrangement made or offered by any company under which the contributions, or
payments made by the investors, are pooled and utilised with a view to receive profits,
income, produce or property, and is managed on behalf of the investors is a Collective
Investment Scheme. Investors do not have day-to-day control over the management and
operation of such scheme or arrangement.

Answer 1(v)
Buy-back arrangement

Buy Back Arrangement is one of the issue requirements be ensured compliance by
the lead merchant banker. Any safely net or buy back arrangements of the shares proposed
in any public issue shall be finalized by issuer company with the lead merchant banker
in advance and disclosed in the prospectus.

Question 2
(@ The redemption price of a mutual fund unit is Rs.12 while the front-end load and
back-end load charges are 2% and 3% respectively. You are required to calculate:
(i) Netassetvalue (NAV) per unit; and
(i) Public offer-price of the unit. (6 marks)
(b) Explain any four of the following terms :
() RIBs
(i) BANKEX
(iii) NSDL
(iv) NEAT
(v) EDIFAR. (4 marks)

(c) Richie invests Rs.5,00,000 in a 9% debentures having a maturity period of 8
years with an option of 50% conversion at 24 months from the date of allotment.
Interest is payable yearly. If the debentureholder goes for conversion, what amount

will he receive at the time of redemption ? (3 marks)
(d) Differentiate between ‘open ended’ and ‘close ended’ investment schemes.
(3 marks)
Answer 2(a)(i)

Calculation of NAV per unit and Public Offer Price per unit :
Net Asset Value
(1+Back end Load)
Net Asset Value per unit = ROP x (1 + Back end load)
12 x (1 +.03)
12.36

() Redemption of Price =
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Net Asset Value
" (1-FrontendLoad)

(i) Public offer Price

12.36

=————=12061
(1-0.02)

Answer 2(b)(i)

Resurgent India Bond (RIB) is a foreign currency denominated instrument offered by
the State Bank of India. The initial offer was open to Non-resident Indians/ OCBs in
August 1998 and closed in September 1998. The tenure of the bond is 5 years.

Answer 2(b)(ii)

BANKEX : This is the index designed by the Bombay Stock Exchange exclusively
for the bank stocks. BANKEX will track the performance of the leading banking sector
stocks listed on the BSE and is based on the free float methodology of index
construction.

Answer 2(b)(iii)

NSDL : National Securities Depository Ltd. (NSDL) is one of the two depositories
functioning in India. NSDL provides various services to investors and other participants
in the capital markets such as clearing members, stock exchanges, investment
institutions, banks and issuing corporates.

Answer 2(b)(iv)

NEAT stands for National Exchange for automated Trading which is the sophisticated
fully automated screen based trading system operated by NSE, which is order driven
without trading intermediaries to quote buy or sell prices of stock as an inducement.
The systems matches the orders received and executed on a price time priority basis
systematically. The orders are entered combining time, price and quantity conditions.

Answer to 2(b)(v)

EDIFAR is Electronic Data Information Filing and Retrieval system. This involves
electronic filing of information in a standard format by the companies. This system has
several benefits by way of dissemination of information to various classes of market
participants like investors, regulatory organization, research institutions etc.

Answer 2(c)
A case of partly convertible debentures

The convertible portion i.e., 50% of Rs. 5,00,000 is equal to Rs.2,50,000 debentures
is to be converted into equity shares at the expiry of specified period at 24 months from
the date of allotment of 9% debentures. This conversion is optional at the end of discretion
of the Mr. Richie. For the first two years, he will get interest of Rs. 45,000 each year.
The debentureholder goes for conversion. Therefore, he will receive for the next 5 years
i.e. 3rd to 7th year interest Rs. 22,500 each year, and in the year of redemption, i.e. at
the end of 8th (maturity year) he will receive Rs. 2,50,000 and Rs. 22,500 for interest and
in total Rs.2,72,500 besides dividends.
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Answer 2(d)

Difference between ‘Open ended’ and ‘close ended’ investment schemes :

OPEN ENDED SCHEMES CLOSE ENDED SCHEMES

1. Variable corpus due to on going Fixed corpus : no new units can be offered
purchase and redemption beyond the limit

2. No listing on exchange transac- Listed o n the stock exchange for buying
tions done directly with the fund and selling

3. Only one price namely NAV Two values available namely NAV and the

Market Trading Price
4. Highly Liquid Mostly liquid
Question 3

(&) “Securities and Exchange Board of India (SEBI) was constituted with the primary
purpose of protecting and promoting the investors’ interest.” Elucidate the
statement bringing out the role and relevance of the SEBI in investors’ protection.

(6 marks)

(b) Ambitious Infosys Ltd. recently made a public issue and was listed at the National
Stock Exchange. The company is now required to publish its quarterly financial
results under clause 41 of the listing agreement. Prepare a brief note for the
managing director listing out the requirements of clause 41. (6 marks)

(c) In the context of dematerialisation of securities, is the dematerialisation of
securities compulsory ? Also, explain what is a beneficiary account. (4 marks)

Answer 3(a)
Role and Relevance of SEBI in Investors’ Protection

Investor protection is to protect the investors from being deceived or being put to loss
by the companies. No doubt, investor protection is the major responsibility of SEBI,
SEBI has been in fact constituted for the purpose of investor protection and welfare only.
According the Preamble of the SEBI Act, 1992 the objective of setting up of SEBI is to
protect the interests of investors in securities and to promote the development and to
regulate the securities market. During the last twelve years, it has sought to balance the
two objectives by constantly reviewing and re-appraising its existing policies and
programmes, formulating new policies and regulations, to foster developments in these
areas and implementing them to ensure growth of the market with efficiency, integrity
and protection of interests of investors. All throughout, enforcement and surveillance has
been a major priority for SEBI. Itintroduced several reforms in primary market and acted
as a catalyst for modernization of market infrastructure. It streamlined and simplified the
issue procedure, gave flexibility to the issue process and strengthened the criteria for
accessing the securities market. In secondary market, it improved market efficiency,
integrity and transparency. Trading infrastructure was modernized in most of the traditional
stock exchanges, clearing and settlement systems were improved and depositories
were established. Mutual funds were reformed drastically so as to provider greater
operational flexibility to the fund manager and increase their accountability and supervision.
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Substantial acquisition of takeover of shares and insider trading was regulated and
regulations for foreign institutional investors were liberalized. SEBI action has resulted
in number of complaints coming down. SEBI launched prosecution against companies
apart from serving show cause notices, inspections and investigations.

Answer 3(b)

From : XYZ To : The Managing Director
Ambitious Infosys Ltd.

Sub. : Requirements of Clause 41 of the Listing Agreement

This is one of the most important requirements of the listing agreement. The stock
exchange have from time to time amended clause 41 in the listing agreement pertaining
to the publishing of financial result. For the last quarter of the financial year, if the
company intimates in advance to the Stock Exchange (s) that it will publish audited
results within a period of three months from the end of the last quarter of the financial
year, unaudited results for the last quarter need not be published/given to the stock
Exchange(s).

In addition, to the above, the company must prepare half yearly results in the same
proforma and the same must be approved the Board of Directors and must be subjected
to a limited review by the auditors of the company. The copy of the review report must
be submitted to stock exchanges within 2 months after the close of the half year. If the
sum total of the first and second quarterly un-audited results of any items given in the
same proforma format varies by 20% or more from the respective half yearly results as
determined after the limited review by the auditors, the company must send a statement
as approved by the board of directors explaining reasons thereof to the stock exchanges
alongwith the review report.

To comply with the requirements of publishing quarterly results, the following action
has to be taken:-

— Intimate to Stock Exchanges at least 7 days in advance about the date of Board
Meetings

— Along with the intimation, a press release has to be issued immediately in at
least one national newspaper and one regional language newspaper about the
date of the Board Meeting.

— Send by fax within 15 minutes of the conclusion of the Board Meeting the financial
results to the stock exchange.

— Publish within 48 hours of the conclusion of the Board Meeting in at least one
English daily newspaper circulating in the whole of India and in one newspaper
published in the language of the region, where the registered office of the company
is situated.

— After publishing the results, send a copy of the published results to stock
exchange(s).

Submitted Please.

Sd/-
XYz
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Answer 3(c)

SEBI Disclosure and Investor Protection Guidelines, 2000 prescribes that no company
can make a public or rights issue or an offer for sale unless the company enters into an
agreement with a depository for dematerialisation of securities already issued or proposed
to be issued to the public or existing shareholders and the company gives an option to
the subscribers/ shareholders/investors to receive the security certificates or hold securities
in dematerialized form with a depository.

Thus dematerialisation of securities is compulsory for making the issue of securities.
However after getting the shares it is the discretion of the shareholder to either keep itin
dematerialized form or rematerialize it in Physical form.

Beneficiary Account

Holder of the Beneficiary account is known as Beneficiary owner. A person whose
name is recorded as beneficial in respect of an eligible security held with a depository. In
case of dematerialized securities, a nominee ,which may be the depository itself becomes
the registered owner of securities in the records of the issuers. The actual owners of the
securities however retain the right to receive all the benefits accruing , including voting
rights, in respect of such securities. They are , therefore, referred to as the beneficial
owners of the securities.

Question 4
(@ What is ‘book building’ ? Distinguish between a ‘normal public issue’ and a
‘public issue based on the book building route’. (4 marks)
(b) Explain the main features of ‘off-shore venture funds’. (4 marks)

(c) Distinguish between any four of the following :
(i) ‘Forward contract’ and ‘futures contract’,
(i) ‘Money market’ and ‘capital market’,
(i) ‘Reduction of capital’ and ‘buy-back of capital’,
(iv) ‘Front-end load’ and ‘back-end load’,
(v) ‘Putoption’and ‘call option’. (2 marks each)

Answer 4(a)

Book Building is a method of floating a public offer that allows the issuer to price its
offer of securities based on the market demand. In a book-building offer, the issuer
determines only the offer size or the number of securities he would like to offer for
subscription. He then invites bids from prospective investors for the offer. Then the offer
is priced based on the inherent demand and the price discovered through the process of
bidding.

Normal Issue v. Book Building
(@ Pricing

In the case of a normal public issue, the investor knows Price at which the
securities are offered/allotted in advance. In the case of a book building the
investor does not know Price at which securities will be offered/allotted in advance.
Only an indicative price range is known.
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(b) Demand

In the case of a normal issue, the demand for the securities offered is known
after the closure of the issue. Demand for the securities offered can be known
everyday as the book is built in the case of book building.

(c) Payment

In the normal public issue, payment is made at the time of subscription wherein
refund is given after allocation.

In the case of a book building issue, payment is made only after the allocation of
securities.

Answer 4(b)
Off —=Shore venture funds

Off-shore funds are the funds in which investments can be made by the overseas
investors. To augment venture capital funding in India, Government of India allowed Overseas
Venture Capital Investments in approved Domestic Venture Capital Funds, Venture Capital
Companies etc. with the approval of Foreign Investment Promotion Board (FIPB).
Guidelines were issued by Ministry of Finance in September 1995. The domestic
institutions have to conform to Government Guidelines, particularly tax exemption under
the Income-tax Act.

Answer 4(c)

(i) Forward contract and futures contract

Features Forward Contact Futures Contract
Mechanism Not traded on an exchange Traded on a exchange
Contract Terms Differs from trade to trade Standardized contracts
Counter party risk  Exists Does not exist
Liquidity Poor Very high

Price discovery Poor Better

(i) Money market and capital market

Money market is a place for trading money and short term financial assets that are
as liquid as money. It provides a platform for short term surplus of lenders or investors
and short term requirement of borrowers. The instruments can be traded at low cost and
are highly liquid. Instead of stock exchanges, institutions like Discount and Finance
house of India and Securities Trading Corporation of India provide liquidity through primary
dealers. The instrument in money market include treasury bills, certificate of deposits,
commercial paper, call money, etc.

Capital market, on the other hand, is a financial market providing and facilitating
orderly exchange of long term financial assets. It includes of Securities market and
money market. Securities market is a market place where securities are dealt in, i.e.,
purchase and sale of all types of securities such as shares, preference shares, debentures,
bonds, etc. It comprises of stock exchange, stock brokers, investors and regulatory
authority, SEBI.
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(iii) Reduction of capital and buy-back of capital

A company limited by the shares or a company limited by guarantee and having
share capital can it authorized by its articles, by special resolution and subject to
confirmation by the court on petition reduce its share capital. It may effect reduction of
its share capital in any of following circumstances:-

1. Where the company is over capitalized

(@) Pay off part of the paid up share capital on the footing that it may be called
up again. If shares are of Rs. 100 each the company may pay off Rs. 25 per
share on condition that when desired the company may call it again without
extinguishing the liability of shareholders to pay the uncalled share capital.

(b) Reduce by a combination of the aforesaid methods

2. Where the company has suffered loss of capital, in such situation the company
can write off or cancel the share capital which has been lost or is unrepresented
by available assets.

Buy back of shares can be made by a company in accordance to the provision
of Section 77A and 77B. Buy back is a reduction of capital Reduction of capital
which can take place without the sanction of the court. Buy-back can only be
upto 25% of the total paid up capital and free reserves of the company.

(iv) ‘Front-end load’ and ‘back-end load’

Mutual fund costs are (i) operating expenses and (ii) sales charges which are sub-
divided under (a) front-end load and (b) back-end loads. Sales loads are charged directly
from investors which includes agents’ commission, marketing and distribution expenses.

Front end load is a one time fixed fee which is paid by an investor while he buys into
a scheme.

Back end load is a fixed fee redemption load or a contingent deferred sale charge. A
redemption load exists permanently and is paid only at the time of redeeming or selling
units of a load.

(v) Put option and call option

Put option contract conveys the right to sell a standard quantity of a specified asset
at a fixed price per unit (the strike price) for a limited length of time (until expiration)

Call option contract conveys the right to buy a standard quantity of a specified asset
at a fixed price per unit (the strike price) for a limited length of time (until expiration).

Question 5

(@ Whatare primary market intermediaries ? Explain briefly their role and functions
in a public issue of securities. (8 marks)

(b) Mudra Finance Ltd. is a newly incorporated company with the object of undertaking
non-banking finance business. Prepare a brief note highlighting the provisions
of Section 45-IA of the Reserve Bank of India Act, 1934 relating to registration
and requirement of minimum net owned fund by a non-banking financial company.

(8 marks)
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Answer 5(a)

Primary Market Intermediaries : Intermediaries provide useful services to the
companies while making public issue of securities. With the assistance of these
intermediaries, company reaches its prospective investors and work as a team to complete
the issue. Intermediaries also provide services to investors. Various intermediaries
involved in making public issue of securities are as under :

1. Merchant Banker/Lead Manager
Registrars and Share Transfer Agents
Underwriters

Bankers to issue

Debenture Trustees

Depositories and Depository Participants
Credit Rating Agencies

Merchant Banker /Lead Manager undertakes activities relating to management of an
issue of capital, investment advice, act as manager, consultant and advisor to the issue.

Registrars and Share Transfer Agents : RTA carries all activities relating to allotment
of securities in a public issue and other allied activities including uploading of credit,
mailing of refund, etc. STA carries out activities of maintenance of shareholders/investors
database, carry out corporate action from time to time and provide services to investors
of the company.

Underwriters enters into an arrangement with company to subscribe to the securities
of the company when the existing shareholders of the company or the public do not
subscribe to the securities offered to them.

Bankers to issue carries on the activities relating to acceptance of application and
application monies, acceptance of allotment or call monies, refund of application monies
and payment of dividend or interest warrants.

Debenture Trustee is a trustee of a trust deed for securing any issue of debentures
of a body corporate.

Depository participants (DP) is an interface between the depository and market
participants. DP provides custody, settlement services to the clients.

Credit Rating Agencies do business relating to securities offered by way of public
issue, provide advisory consultancy work and information services.

S e

Answer 5(b)
Section 45-1A

Section 45-IA lays down that no banking financial company shall commence or carry
on the business of a non-banking financial institution without (a) obtaining a certificate of
registration and (b) having the net owned fund of Rs.25 lakh or such other amount not
exceeding Rs.200 lakh as RBI may specify.

RBI may grant a certificate of registration. It may however, impose such conditions
as it consider fit while granting registration. RBI may cancel a certification of registration
granted to a NBFC, if it ceases to carry on the business as such in India or has failed to



ISLRFM—June 2004 54

comply with any conditions agreed to, if it failed to maintain accounts as per prescribed
procedure or offer them for inspection when demanded by RBI. RBI may also prohibit a
NBFC from accepting deposits. On issue of such order, deposit should not be accepted
from and after the date on which 3 months elapse from the date of the order. Before
canceling the registration, RBI shall give due opportunity to NBFC to be heard and to
comply with the conditions.

Net owned funds means the aggregate of the paid up capital and free reserves as
disclosed in the latest balance sheet of the company deducting therefrom accumulated
balance of losses, deferred revenue expenditure and other intangible assets. The
investments of such company in shares of its subsidiaries, companies in the same
group and all other NBFCs as well as the book value of debentures, bonds, outstanding
loans and advances (including hire purchase and lease finance) made to and deposits
with subsidiaries of such company and companies in the same group shall also be
deducted to the extent such amount exceeds 10% of net owned funds.

Question 6
(@ What is meant by ‘delivery’ in stock market ? Explain briefly any three of the
following types of deliveries mostly permitted by the stock exchanges :
(i) Spotdelivery;
(i) Hand delivery;
(iiiy Clearing delivery; and
(iv) Special delivery. (8 marks)
(b) Herbal Pharma Ltd. is a new company. It started commercial operations on 1st
January, 2004. Its audited operating results are not yet available. The company
is planning its maiden public issue of equity shares. Briefly explain the guidelines
issued by the Securities and Exchange Board of India for investors’ protection,

which would be applicable to the first issue of shares in respect of pricing and
determination of denomination of shares. (8 marks)

Answer 6(a)
Delivery

Delivery means presentation of securities with transfer deeds in fulfillment of a
transaction.

(i) Spot Delivery : A delivery of and payment for the securities are made on the
same day or next day is said spot delivery.

(i) Hand Delivery : Adelivery of and payment for securities are made on the date of
delivery fixed by the stock exchange authorities.

(i) Clearing Delivery : Clearing Delivery is one where the delivery and payment are
to be made through the clearing house of the Stock Exchange regarding ‘A
Category securities’.

(iv) Special Delivery : is one where a delivery is to be made after the delivery period
fixed by the Stock Exchange authorities.
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Answer 6(b)

Guidelines for new issue

The following are the guidelines issued by SEBI for disclosure and investor protection
in case of new issues

A. Pricing

1. Free Pricing

@

()

(©

A listed company and an unlisted company eligible to make a public issue
and desirous of getting its securities listed on a recognized stock exchange,
may freely price its equity shares or any securities convertible at a later
date into equity shares.

An eligible infrastructure company shall be free to price its equity shares
subject to the compliance with the disclosure norms as specified by SEBI
from time to time.

The banks may freely price their issue of equity shares or any securities
convertible at a later date into equity share subject to approval by the Reserve
Bank of India.

2. Differential Pricing

@)

()

Any unlisted company or a listed company making a public issue of equity
shares or securities convertible at a later date into equity shares, may issue
such securities to applicants in the Firm allotment category at a price different
from the price at which the net offer to the public is made provided that —

(i) the price at which the security is being offered to the applicants in firm
allotment category is higher than the price at which securities are offered
to public; and

(i) Justification for the price difference shall be given in the offer document.
The net offer to the public means the offer made to the Indian public and
does not include firm allotments or reservations or promoters
contributions.

A listed company making a composite issue of capital may issue securities
at differential prices in its public and rights issue.

3. Price Band

@)

()

@

Issuer company can mention a price band of 20% (cap in the price band
should not more than 20% of the floor price) in the offer documents filed with
the SEBI and actual price can be determined at a later date before filing of
the offer document with ROCs.

If the +ant Bankers shall ensure that in case of the listed companies, a 48
hours notice of the meeting of the Board of Directors for passing resolution
for determination of price is given to the designated Stock Exchange.

The final offer document, shall contain only one price and one set of financial
projections, if applicable 4.
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B. Determination of the denomination of shares

(@ An eligible company shall be free to make public-or rights issue of equity shares
in any denomination determined by it in accordance with section 13(4) of the
Companies Act, 1956 and in compliance with the norms as may be specified by
SEBI from time to time.

(b) The companies, which have already issued shares in the denomination of Rs.10
or Rs.100 may change the standard denomination of the shares by splitting or
consolidating the existing shares.

(c) The companies proposing toissue shares in any denomination or changing the
standard denomination shall comply with the following :

(i) The shares not be issued in the denomination of decimal of a rupee;

(i) The denomination of the existing shares shall not be altered to a denomination
of decimal of arupee;

(i) Atany given time there shall be only one denomination for the shares of the
company;

(iv) The companies seeking to change the standard denomination may do so
after amending the Memorandum and Articles of Association, if required.
(V) The comply shall adhere to the disclosure and accounting norms specified
by SEBI from time to time.
Question 7
(@ Explain any two of the following :

() Billrediscounting
(i) 364-day treasury bills
(iii) Inter-bank participation. (2 marks each)

(b) PrimaBPO Ltd. plans to make an euro issue. Prepare a brief note listing therein
the principal documentation involved in euro issue management. (4 marks)

() How many depositories are there in India ? Who regulates them ? (4 marks)

(d) Aqua Portfolios Ltd. is contemplating to issue debentures to part-finance their
working capital requirements. You are required to prepare a note explaining the
categories of debentures based on the convertibility, which it may issue.

(4 marks)

Answer 7(a)(i)

Bill Rediscounting : It is an important device for raising funds. Generally banks have
a facility to rediscount the bills with RBI and other approved financial Institutions and
NBFCs which include LIC, GIC, UTI, ICICI, IFCI, DFHI etc. In India, bill finance is less
popular than abroad due to some unfavourable conditions and market practices. Other
means of financing becoming more popular particularly in the present age of liberalization.
An indigenous form of bill of exchange is Hundies but have less-opportunities of
discounting as well as rediscounting.
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Answer 7(a)(ii)

364 Day Treasury Bills : 364 Day Treasury Bills are money market instrument which
have salient features of higher yielding, better liquidity and greater safety. But the RBI
did not extend re-discounting facilities to the TB. The 364 Day TBs stabilizing the money
market since 1992. The Government sold on the basis of fortnightly auction without
specifying the gross in amount.

Answer 7(a)(iii)

Inter Bank Participation : As per guidelines, Banks can issue two types of Inter
Bank Participation (IBPs) instruments; (a) on risk sharing basis and (b) without risk
sharing. These instruments are used by the Scheduled Commercial Banks other than
Regional Rural Banks. The IBPs with risk sharing is issued for 91 to 180 days in respect
to certain advances. The rate of interest is mutually determined by the issuing bank and
the participating bank. The maturity period is 90 days in case of IBP without risk sharing.
However, IBP instrument has not become very popular because it has not provision for
advance or pre-matured redemption payment non-transferable instrument and there is no
ceiling on rate of interest.

Answer 7(b)

Principal Documentation : The following principal documents are involved in euro-
issue management :

1. Depository Agreement

2. TrustDeed

3. AgencyAgreement

4. Custodian Agreement and
5. Subscription Agreement

Answer 7(c)
There are two depositories in India :

1. Central Depository Services (India) Limited (CDSL) is promoted by The Stock
Exchange, Mumbai (BSE), Bank of India, Bank of Baroda, State Bank of India
and HDFC Bank.

2. National Securities Depository Limited (NSDL) is promoted by the Unit Trust of
India, Industrial Development Bank of India and National Stock Exchange.

The legal framework for depositories has been laid down by the Depositories Act,
1996 and is regulated by SEBI. The depository business in India is regulated by the
following Acts :

— The Depositories Act, 1996;
— The SEBI (Depositories and participants) Regulations, 1996;
— Bye-laws of Depository;

— Business Rules of Depository.
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Besides this, Depositories are also governed by certain provisions of :

— The Companies Act, 1956;

— The Indian Stamp Act, 1899;

— Securities and Exchange Board of India Act, 1992;
— Securities Contracts (Regulation Act, 1956;

— Benami Transactions (Prohibition) Act, 1988;

— Income-tax Act, 1961,

— Banker’'s Book Evidence Act, 1891.

Answer 7(d)
From : XYZ To : Aqua Portfolios Ltd.

As desired a note on the categories of debentures based on the convertibility is
placed for kind consideration please.
Based on conversion philosophy debentures can be classified under three categories:
(i) Fully convertible debentures (FCDs),
(i) Non-convertible Debentures (NCDs) and
(iiiy Partly Convertible Debentures (PCDs)
FCDs are converted into equity shares with or without premium as per the terms of
the issue on the expiry of specified period. As per Chapter Xlll of the DIP Guidelines,

2000 the currency of the FCDs shall not exceed 18 months from the date of issue.
Interest is payable on these debentures upto date of conversion transfer issue.

NCDs have no option of conversion into equity shares and redeemed on maturity.
Interest is payable as per the terms of issue.

The PCDs may consist of two parts/kinds viz (i) convertible and (i) non-convertible.
The convertible portion is converted into equity shares at the expiry of specified period
not later than 18 months from the date of issue. The non-convertible portion is redeemed
at maturity.

Submitted please.

Sd/-
XYZ
Question 8

(@ How s the financial system of India regulated and what is the legislative framework
for its regulation ? Give a brief account of the regulatory agencies and the
statutes involved in the whole process. (8 marks)

(b) Explain any two of the following credit rating symbols and name the concerned
agencies :

() AAA
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(i) MA+
(i) BB. (2 marks each)
(c) Explain any two of the following schemes of the mutual fund :
(i) Tax-saving schemes
(i) High growth schemes
(iii) Hybrid schemes
(iv) Income oriented schemes. (2 marks each)
Answer 8(a)
Regulation of financial system

The financial system of a country is conglomeration of various sub markets. The
most prominent amongst them are; capital market, money market, forex market and the
market Comprising of the financial intermediaries. The flow of funds amidst these
subsystems is multi directional depending upon the maturity and the interest structure
differential prevailing between various segments.

The following are the agencies involved in regulation of financial system in India:

(@ Ministry of Finance

(b) Department of Company Affairs

(c) Department of Economic Affairs

(d) The Reserve Bank of India

(e) The Securities & Exchange Board of India

(f) Stock Exchanges

The following are the important statures, which aim to regulate the Indian financial
system :

(@ The Securities Contracts (Regulation) Act, 1956

(b) The Securities & Exchange Board of India Act, 1992

(c) The Reserve Bank of India Act, 1934

(d) The Companies Act, 1956

(e) The Depositories Act, 1996

() The Foreign Exchange Management Act, 1999

Answer 8(b)

— AAA=Triple A. Awarded for Structured obligations for High investment grades
by CRISIL. Indicates highest safety and certainty in the timely payment of
financial obligations.

— MA+ = Adequate safety. Awarded for medium term including fixed deposit by
ICRA Indicates adequate safety and certainty in the timely payment of financial
obligations.
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— BB =Double B. Awarded for Structured obligations for Speculative grades by

CRISIL. Indicates inadequate safety and certainty in the timely payment of
financial obligations.

Answer 8(c)

0]

(if)

(i)

)

Tax Saving Schemes : These schemes offer tax rebates to the investors under
tax laws as prescribed from time to time. The Government offers tax incentives
for investment in specified avenues e.g., ELSS and pensions schemes.

High Growth Schemes : An investment in high risk and high return with a high
degree of capital appreciation generating securities in which aggressive investors
are willing.

Hybrid Schemes : For both fixed income as well as growth orientation needs
satisfied. Mutual Funds fix judicious mix of securities; bonds, debentures and
sound equities. The funds are therefore, also known as “Balanced Funds”.

Income Oriented Schemes : The MFs offer fixed income securities to the
investors. Fixed income yielding MCs are bonds. Mutual Funds Schemes are
subject to the market risks and careful study of the offer document.




