PAPER - 2: BUSINESS LAW, ETHICS & COMMUNICATION

PART - |: ANNOUNCEMENTS STATING APPLICABILITY
FOR NOVEMBER, 2019 EXAMINATIONS

Applicability for November, 2019 examinations

The Study Material (July 2015 edition), along with the “Supplementary Study Paper for
May 2019 examination and onwards” is relevant for November 2019 examinations.

Supplementary Study Paper contains the relevant amendments in the subject pertaining to
business law for the period 1stMay 2015to 30t April, 2018. Further, Chapter 6 — The Companies
Act, 2013, has been fully revised as per amendments upto 30t April, 2018. Hence, the students
are advised that Module-2 (which is comprised of Chapter 6) of this paper is now to be read

from this supplementary study paper.

Further, all relevant amendments/ circulars/ notifications etc. in the Business Law and Company
law part for the period 1st May 2018 to 30t April, 2019 are mentioned below:

Relevant Legislative amendments from 1t May 2018 to 30t April, 2019

The Companies Act, 2013

Sl.
No.

Relevant Amendments

Page
no.#

Amendments related to- COMPANIES (AMENDMENT) ACT, 2017
Following sections of the Companies Act, 2013 (hereinafter referred to as
the principal Act) have been amended by the Companies (Amendment) Act,
2017 via Notifications: S.0. 1833 (E) dated 7" May, 2018; S.0. 2422(E)
dated 13" June, 2018; SO. 3299(E) dated 5" July, 2018; S.0. 3300(E)
dated 5t July, 2018; S.0. 3684(E) dated 27t July, 2018; S.O. 3838(E) dated
31st July, 2018; S.O. 3921(E) dated 7t August, 2018 and S.O. 4907(E)
dated 19 September, 2018.

1. In section 2 of the Companies Act, 2013 (hereinafter referred to as the
principal Act)-

(i) in clause (6), for the Explanation, the following Explanation shall be
substituted, namely.—

Explanation.—For the purpose of this clause,—

(a) the expression "significant influence" means control of at least twenty
per cent. of total voting power, or control of or participation in business
decisions under an agreement;

(b) the expression "joint venture" means a joint arrangement whereby the
parties that have joint control of the arrangement have rights to the net

assets of the arrangement;’;

12
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52 INTERMEDIATE (IPC) EXAMINATION: NOVEMBER, 2019

Enforcement Date: 7t May, 2018

(ii) in clause (87), in sub-clause (ii), for the words “total share capital’, the | 28
words “total voting power” shall be substituted;

Enforcement Date: 7t May, 2018

2. In section 7 of the principal Act, in sub-section (1), in item (c), for the | 61
words "an affidavit’, the words "a declaration" shall be substituted.
Enforcement Date: 27t July, 2018

3. In section 12 of the principal Act,— 65
(i) in sub-section (1), for the words "on and from the fifteenth day of its

incorporation”, the words "within thirty days of its incorporation" shall be
substituted;

(i) in sub-section (4), for the words "within fifteen days", the words "within
thirty days" shall be substituted.
Enforcement Date: 27t July, 2018

4. In section 26 of the principal Act, in sub-section (1),— 84
(i) after the words "signed and shall", the following shall be inserted,
namely—

"state such information and set out such reports on financial information as
may be specified by the Securities and Exchange Board in consultation with
the Central Government:

Provided that until the Securites and Exchange Board specifies the
information and reports on financial information under this sub-section, the
regulations made by the Securiies and Exchange Board under the
Securities and Exchange Board of India Act, 1992, in respect of such
financial information or reports on financial information shall apply.";

Enforcement Date: 7t May, 2018

4. In section 26, in sub-section (1),— 84,
(ii) clauses (a), (b) and (d) shall be omitted. 85 &
Enforcement Date: 7t May, 2018 86

5. For section 42 of the principal Act, the following section shall be | 107,
substituted, namely.— 108,
42. (1) A company may, subject to the provisions of this section, make a | 109,
private placementof securities. 110 &

(2) A private placementshall be made only to a select group of persons who 1
have been identified by the Board (herein referred to as ‘"identified
persons"), whose number shall not exceed fity or such higher number as
may be prescribed [excluding the qualified institutional buyers and
employees of the company being offered securities under a scheme of
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employees stock option in terms of provisions of clause (b) of sub-section
(1) of section 62], in a financial year subject to such conditions as may be
prescribed.

(3) A companymaking private placementshallissue private placementoffer
and application in such form and manneras may be prescribed to identified
persons, whose names and addresses are recorded by the companyin such
manner as may be prescribed:

Provided that the private placementoffer and application shall not carry any
right of renunciation.

Explanation |—"private placement" means any offer or invitation to
subscribe or issue of securities to a select group of persons by a company
(other than by way of public offer) through private placement offer-cum-
application, which satisfies the conditions specified in this section.
Explanation ll—"qualified institutional buyer" means the qualified
institutional buyer as defined in the Securities and Exchange Board of India
(Issue of Capital and Disclosure Requirements) Regulations, 2009, as
amended from time to time, made under the Securities and Exchange Board
of India Act, 1992.

Explanation Ill—If a company, listed or unlisted, makes an offer to allot or
invites subscription, or allots, or enters into an agreement to allot, securities
to more than the prescribed number of persons, whether the payment for
the securities has been received or not or whether the company intends to
list its securities or not on any recognised stock exchange in or outside
India, the same shall be deemed to be an offer to the public and shall
accordingly be governed by the provisions of Part | of this Chapter.

(4) Every identified person willing to subscribe to the private placement
issue shall apply in the private placement and application issued to such
person alongwith subscription money paid either by cheque or demand draft
or other banking channeland not by cash:

Provided that a company shall not utilise monies raised through private
placementunless allotment is made and the return of allotment is filed with
the Registrar in accordance with sub-section (8).

(5) No fresh offer or invitation under this section shall be made unless the
allotments with respect to any offer or invitation made earlier have been
completed or that offer or invitation has been withdrawn or abandoned by
the company:

Provided that, subject to the maximum number of identified persons under
sub-section (2), a companymay, at any time, make more than one issue of
securities to such class of identified persons as may be prescribed.

(6) A companymaking an offer or invitation under this section shall allot its
securities within sixty days from the date of receipt of the application money
for such securities and if the companyis not able to allot the securities within
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that period, it shall repay the application money to the subscribers within
fiteen days from the expiry of sixty days and if the company fails to repay
the application money within the aforesaid period, it shall be liable to repay
that money with interest at the rate of twelve per cent. per annum from the
expiry of the sixtieth day:
Provided that monies received on application under this section shall be
kept in a separate bank account in a scheduled bank and shall not be
utilised for any purpose other than—

(a) for adjustment against allotment of securities; or

(b) for the repayment of monies where the company is unable to allot
securities.
(7) No company issuing securities under this section shall release any
public advertisements or utilise any media, marketing or distribution
channels or agents to inform the public at large about such an issue.
(8) A company making any allotment of securities under this section, shall
file with the Registrar a return of allotment within fifteen days from the date
of the allotment in such manneras may be prescribed, includinga complete
list of all allottees, with their full names, addresses, number of securities
allotted and such other relevant information as may be prescribed.
(9) If a company defaults in filing the return of allotment within the period
prescribed under sub-section (8), the company, its promoters and directors
shall be liable to a penalty for each default of one thousand rupees for each
day during which such default continues but not exceeding twenty-five lakh
rupees.
(10) Subject to sub-section (11), if a company makes an offer or accepts
monies in contravention of this section, the company, its promoters and
directors shall be liable for a penalty which may extend to the amount raised
through the private placementor two crore rupees, whichever is lower, and
the company shall also refund all monies with interest as specified in sub-
section (6) to subscribers within a period of thirty days of the order imposing
the penalty.
(11) Notwithstanding anything contained in sub-section (9) and sub-section
(10), any private placementissue not made in compliance of the provisions
of sub-section (2) shall be deemedto be a public offer and all the provisions
of this Act and the Securities Contracts (Regulation) Act, 1956 and the
Securities and Exchange Board of India Act, 1992 shall be applicable.’.
Enforcement Date: 7t August, 2018

6. In section 54, in sub-section (7), clause (c) shall be omitted. 123
Enforcement Date: 7t May, 2018
7. In section 73 of the principal Act, in sub-section (2),— 153

(i) for clause (c), the following clause shall be substituted, namely.—
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"(c) depositing, on or before the thirtieth day of April each year, such sum
which shall not be less than twenty per cent. of the amount of its deposits
maturing during the following financial year and kept in a scheduled bank in
a separate bank accountto be called deposit repayment reserve account;”;

(ii) clause (d) shall be omitted;

(iii) in clause (e), for the words "such deposits;", the following shall be
substituted, namely.—

"such deposits and where a default had occurred, the company made good
the default and a period of five years had lapsed since the date of making
good the default;".

Enforcement Date: 15* August, 2018

8. In section 74, in sub-section (1), for clause (b), the following clause shall | 160
be substituted, namely.—

"(b) repay within three years from such commencementor on or before
expiry of the period for which the deposits were accepted, whichever is
earlier:

Provided that renewal of any such deposits shall be done in accordance
with the provisions of Chapter V and the rules made thereunder.".
Enforcement Date: 15* August, 2018

9. In section 77 of the principal Act, in sub-section (7), after the third | 165
proviso, the following proviso shall be inserted, namely.—

"Provided also that this section shall not apply to such charges as may be
prescribed in consultation with the Reserve Bank of India.".

Enforcement Date: 7t May, 2018

10. In section 78 of the principal Act, for the words and figures "register the | 166
charge within the period specified in section 77", the words, brackets and
figures "register the charge within the period of thirty days referred to in sub-
section (1) of section 77" shall be substituted.

Enforcement Date: 7t May, 2018

11. In section 82 of the principal Act, in sub-section (1),— 169

(i) the words, brackets and figures "and the provisions of sub-section (1) of
section 77 shall, as far as may be, apply to an intimation given under this
section" shall be omitted:;

Enforcement Date: : 5% July, 2018
11. In section 82 of the principal Act, in sub-section (1),— 169
(i) the following proviso shall be inserted, namely.—
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"Provided that the Registrar may, on an application by the companyor the
charge holder, allow such intimation of payment or satisfaction to be made
within a period of three hundred days of such payment or satisfaction on
payment of such additional fees as may be prescribed.".

Enforcement Date: : 5% July, 2018

12. In section 89 of the principal Act,— 182
(i) in sub-section (6), the words and figures, "within the time specified under
section 403" shall be omitted;

(i) in sub-section (7), for the words and figures, "under the first proviso to
sub-section (7) of section 403", the word "therein", shall be substituted;

(iii) after sub-section (9), the following sub-section shall be inserted,
namely.—

"(10) For the purposes of this section and section 90, beneficial interest in

a share includes, directly or indirectly, through any contract, arrangement
or otherwise, the right or entitlement of a person alone or together with any
other

person to—

(i) exercise or cause to be exercised any or all of the rights attached to such
share; or

(ii) receive or participate in any dividend or other distribution in respect of
such share.".

Enforcement Date: 7t May, 2018 [for (i) and (ii)]
13" June, 2018 [for (iii)]

13. For section 90 of the principal Act, the following section shall be | 183
substituted,

namely.—

'(1) Every individual, who acting alone or together, or through one or more
persons or trust, includinga trust and persons resident outside India, holds
beneficial interests, of not less than twenty-five per cent. or such other
percentage as may be prescribed, in shares of a company or the right to
exercise, or the actual exercising of significant influence or control as
defined in clause (27) of section 2, over the company (herein referred to as
"significant beneficial owner"), shall make a declaration to the company,
specifying the nature of his interest and other particulars, in such manner
and within such period of acquisition of the beneficial interest or rights and
any change thereof, as may be prescribed:
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Provided that the Central Government may prescribe a class or classes of
persons who shall not be required to make declaration under this sub-
section.

(2) Every company shall maintain a register of the interest declared by
individuals under sub-section (1) and changes therein which shall include
the name of individual, his date of birth, address, details of ownership in the
companyand such other details as may be prescribed.

(3) The register maintained under sub-section (2) shall be open to
inspection by any member of the company on payment of such fees as may
be prescribed.

(4) Every company shall file a return of significant beneficial owners of the
company and changes therein with the Registrar containing names,
addresses and other details as may be prescribed within suchtime, in such
form and manner as may be prescribed.

(5) A company shall give notice, in the prescribed manner, to any person
(whether or not a member of the company) whom the company knows or
has reasonable cause to believe—

(a) to be a significant beneficial owner of the company;,

(b) to be having knowledge of the identity of a significant beneficial owner
or another person likely to have such knowledge; or
(c) to have been a significant beneficial owner of the companyat any time
during the three years immediately preceding the date on which the notice
is issued,
and who is not registered as a significant beneficial owner with the company
as required under this section.
(6) The information required by the notice under sub-section (5) shall be
given by the concerned person within a period not exceeding thirty days of
the date of the notice.
(7) The company shall,—

(a) where that person fails to give the company the information required
by the notice within the time specified therein; or

(b) where the information given is not satisfactory,
apply to the Tribunal withina period of fiteen days of the expiry of the period
specified in the notice, for an order directing that the shares in question be
subject to restrictions with regard to transfer of interest, suspension of all
rights attached to the shares and such other matters as may be prescribed.
(8) On any application made under sub-section (7), the Tribunal may, after
giving an opportunity of being heard to the parties concerned, make such
order restricting the rights attached with the shares within a period of sixty
days of receipt of application or such other period as may be prescribed.
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(9) The companyor the person aggrieved by the order of the Tribunal may
make an applicationto the Tribunal for relaxation or lifting of the restrictions
placed under sub-section (8).

(10) If any person fails to make a declaration as required under sub-section
(1), he shall be punishable with fine which shall not be less than one lakh
rupees but which may extend to ten lakh rupees and where the failure is a
continuing one, with a further fine which may extend to one thousand rupees
for every day after the first during which the failure continues.

(11) If a company, required to maintain register under sub-section (2) and
file the information under sub-section (4), fails to do so or denies inspection
as provided therein, the company and every officer of the company who is
in default shall be punishable with fine which shall not be less than ten lakh
rupees but which may extend to fifty lakh rupees and where the failure is a
continuing one, with a further fine which may extend to one thousand rupees
for every day after the first during which the failure continues.

(12) If any person wilfully furnishes any false or incorrect information or
suppresses any material information of which he is aware in the declaration
made under this section, he shall be liable to action under section 447

Enforcement Date: 13 June, 2018

14. In section 92 of the principal Act,— 186

(i) in sub-section (4), the words and figures, "within the time as specified,
under section 403" shall be omitted;

1(ii) in sub-section (5), for the words and figures, "under section 403 with
additional fees" the word "therein" shall be substituted.

Enforcement Date: 7t May, 2018

15. Section 93 of the principal Act shall be omitted. 187
Enforcement Date: 13* June, 2018
16. In section 94 of the principal Act,— 188

(i) in sub-section (1), in the first proviso, the words "and the Registrar has
been given a copy of the proposed special resolution in advance" shall be
omitted:;

(i) in sub-section (3), the following proviso shall be inserted, namely.—

1 Sub-section 5 of secion 92, has been fully subsituted by the Companies (Amendment) Second
Ordinance, 2019, with refrospective efiect from 2.11.2018.
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"Provided that such particulars of the register or index or return as may be
prescribed shall not be available for inspection under sub-section (2) or for
taking extracts or copies under this sub-section.".

Enforcement Date: 13t June, 2018
17. In section 96 of the principal Act, in sub-section (2), in the proviso, for | 227
the words "Provided that", the following shall be substituted, namely—

"Provided that annual general meeting of an unlisted company may be held
at any place in India if consentis given in writing or by electronic mode by
all the membersin advance:

Provided further that".
Enforcement Date: 13t June, 2018
18. In section 117 of the principal Act,— 22012

(i) in sub-section (1), the words and figures “within the time specified under | 21
section 403" shall be omitted:;

(i) in sub-section (2),—
(a) for the words and figures “under section 403 with additional fees”, the
word “therein” shall be substituted:;

(b) for the words "not be less than five lakh rupees", the words "not be less
than one lakh rupees" shall be substituted;

(c) for the words "one lakh rupees", the words "fifty thousand rupees" shall
be substituted:;

(iii) in sub-section (3),—

(a) clause (e) shall be omitted;

(b) in clause (g), in the proviso, the word “and” shall be omitted and the
following proviso shall be inserted, namely.—

"Provided further that nothing contained in this clause shall apply to a
banking company in respect of a resolution passed to grant loans, or give
guarantee or provide security in respect of loans under clause (f) of sub-
section (3) of section 179 in the ordinary course of its business; and.".

Enforcement Date: 7t May, 2018
19. In section 121 of the principal Act— 229

(i) in sub-section (2), the words and figures “within the time as specified,
under section 403" shall be omitted;
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2(ji) in sub-section (3), for the words and figures “under section 403 with
additional fees”, the word “therein” shall be substituted.

Enforcement Date: 7t May, 2018

20. In section 447 of the principal Act,- 104
(a) after the words "guilty of fraud”, the words "involving an amount of at

least ten lakh rupees or one per cent. of the turnover of the company,
whichever is lower" shall be inserted.

Enforcement Date: 9* February, 2018

20. In section 447 of the principal Act,- 104

(b) after the proviso, the following proviso shall be inserted, namely.—
"Provided further that where the fraud involves an amountless than ten lakh
rupees or one per cent. of the turnover of the company, whichever is lower,
and does not involve public interest, any person guilty of such fraud shall
be punishable with imprisonment for a term whichmay extend to five years
or with fine which may extend to 3twenty lakh rupees or with both.”

Enforcement Date: 9* February, 2018

11, Amendments related to - Notification G.S.R. 433(E) dated 7" May, 2018 | 12 &
The Central Government has amended the Companies (Specification of | 28
Definitions Details) Rules, 2014, by the Companies (Specification of
Definitions Details) Amendment Rules, 2018. It shall comeinto force on 7
May, 2018.

In the Companies (Specification of Definitions Details) Rules, 2014, in rule
2, in sub-rule (1), clause (r) shall be omitted.

Please note: The said clause (r) deals with ‘Total Share Capital’

IIl. | Amendments related to - Notification G.S.R. 434(E) dated 7t May, 2018 | 124

The Central Government has amended the Companies (Share Capital and
Debentures) Rules, 2014, by the Companies (Share Capital and
Debentures) Second Amendment Rules, 2018. It shall come into force on
7t May, 2018.

In the Companies (Share Capital and Debentures) Rules, 2014, in the
principal rules, in rule 8, in sub-rule (1), in the Explanation, in clause (i) in
sub-clause (a), the words “for at least last one year” shall be omitted.

2 Sub-section 3 of section 121, has been fully substituted by the Companies (Amendment) Second
Ordinance, 2019, with retrospective effect from 2.11.2018.

3The amount of “wenty lakh rupees” has been replaced with “fifly lakh rupees” as per the Companies
(Amendment) Second Ordinance, 2019.
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IV. | Amendments related to - Notification G.S.R. 560(E) dated 13t June, 2018 | 1

The Ministry of Corporate Affairs vide G.S.R. 560 (E) dated 13th June, 2018, | 188
has amended the Companies (Management and Administration) Rules, | 2.
2014 through the Companies (Management and Administration) Second | 188

Amendment Rules, 2018. 3.
Accordingly, in the Companies (Management and Administration) Rules, | 189
2014, 4.
1. rule 13 shall be omitted 226
2. the “Form No.MGT-10"shall be omitted. 5.
3.1in rule 15, the sub-rule (6), shall be omitted 213

4.in rule 18, in sub-rule (3), Explanation after clause (ix), shall be omitted
5. in rule 22, in sub-rule(16) for the proviso, the following shall be
substituted, namely:-

"Provided that any aforesaid items of business under this sub-rule, required
to be transacted by means of postal ballot, may be transacted at a general
meeting by a company which is required to provide the facility to members
to vote by electronic means under section 108, in the manner provided in
that section:

Provided further that One Person Companies and other companies having
members upto two hundred are not required to transact any business
through postal ballot"

V. Amendments related to - Notification G.S.R. 612 (E) dated 5" July, 2018 | 158
The Central Government has amended the Companies (Acceptance of
Deposits) Rules, 2014, by the Companies (Acceptance of Deposits)
Amendment Rules, 2018. It shall comeinto force on 15* August, 2018.

In the Companies (Acceptance of Deposits) Rules, 2014 in rule 14, in sub-
rule (1), clause (k) shall be omitted;

VI. | Amendments related to - Notification G.S.R. 708(E) dated 27" July, 2018 | 47
The Central Government has amended the Companies (Incorporation)
Rules, 2014, by the Companies (Incorporation) Third Amendment Rules,
2018. It shall comeinto force on 27 July, 2018.

In the Companies (Incorporation) Rules, 2014:

In rule 3, for Explanation to sub-rule (1), the following shall be substituted,
namely:-

“Explanation I. - For the purposes of this rule, the term "resident in India"
means a person who has stayed in India for a period of not less than one
hundred and eighty two days during the immediately preceding financial
year.

Explanation Il.- For the purposes of this rule, while counting the number of
days of stay of a director in India for the financial year 2018-2019, any
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period of stay between 01.01.2018 till the date of notification of this rule
shall also be counted”

Vil

Amendments related to - COMPANIES (AMENDMENT) SECOND
ORDINANCE, 2019

Following sections of the Companies Act, 2013 (hereinafter referred to as
the principal Act) have been amended by the Companies (Amendment)
Second Ordinance, 2019 dated 21st February, 2019. [It shall be deemedto
have comeinto force on 2nd November, 2018.]

1. In clause (41) of section 2,
(a) for the first proviso, the following provisos shall be substituted namely:

“Provided that where a company or body corporate, which is a holding
companyor a subsidiary or associate company of a company incorporated
outside India and is required to follow a different financial year for
consolidation of its accounts outside India, the Central Government may,
on an application made by that companyor body corporate in such form and
manner as may be prescribed, allow any period as its financial year,
whether or not that period is a year:

Provided further that any application pending before the Tribunalas on the
date of commencement ofthe Companies (Amendment) Ordinance, 2019,
shall be disposed of by the Tribunal in accordance with the provisions
applicable to it before such commencement.”

18

1. In clause (41) of section 2,

(b) for the second proviso, the for the words “Provided further that’, the
words “Provided also that” shall be substituted.

18

2. After section 10, the following section shall be inserted, namely:
“10A.Commencement of business etc.

(1) A company incorporated after the commencementof the Companies
(Amendment) Ordinance, 2019 and having a share capital shall not
commence any business or exercise any borrowing powers unless—

(a) a declaration is filed by a director within a period of one hundred and
eighty days of the date of incorporation of the company in such form and
verified in such manneras may be prescribed, with the Registrar that every
subscriber to the memorandum has paid the value of the shares agreed to
be taken by him on the date of making of such declaration; and

(b) The company has filed with the Registrar a verification of its registered
office as provided in sub-section (2) of section 12.

(2) If any default is made in complying with the requirements of this section,
the company shall be liable to a penalty of fifty thousand rupees and every

64
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officer who is in default shall be liable to a penalty of one thousand rupees
for each day during which such default continues but not exceeding an
amount of one lakh rupees.

(3) Where no declaration has been filed with the Registrar under clause (a)
of sub-section (1) within a period of one hundred and eighty days of the date
of incorporation of the company and the Registrar has reasonable cause to
believe that the companyis not carrying on any business or operations, he
may, without prejudice to the provisions of sub-section (2), initiate action for
the removal of the name of the company from the register of companies
under Chapter XVIII.”

3. In section 12, after sub- section (8), the following sub- section shall be | 65
inserted, namely:

“(9) If the Registrar has reasonable cause to believe that the company is
not carrying on any business or operations, he may cause a physical
verification of the registered office of the company in such manner as may
be prescribed and if any default is found to be made in complying with the
requirements of sub-section (1), he may without prejudice to the provisions
of sub-section (8), initiate action for the removal of the name of the company
from the register of companiesunder Chapter XVIIl.”

4. In section 14, 72
(i) in Sub- section (1), for the second proviso, the following provisos shall
be substituted namely.

“Provided further that any alteration having the effect of conversion of a
public company into a private company shall not be valid unless it is
approved by an order of the Central Government on an application made in
such form and manner as may be prescribed:

Provided also that any application pending before the Tribunal, as on the
date of commencement ofthe Companies (Amendment) Ordinance, 2019,
shall be disposed of by the Tribunal in accordance with the provisions
applicable to it before such commencement.”

(ii) in sub- section (2), for the word “Tribunal’, the words “Central
Government” shall be substituted.

5. In section 53, for sub — section (3), the following sub- section shall be | 123
substituted, namely:

“(3) Where any company fails to complywith the provisions of this section,
such companyand every officer who is in default shall be liable to a penalty
which may extend to an amount equal to the amount raised through the
issue of shares at a discount or five lakh rupees, whichever is less, and the
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company shall also be liable to refund all monies received with interest at
the rate of twelve per cent. per annum from the date of issue of such shares
to the persons to whom such shares have been issued.”

6. In section 64, for sub- section (2), the following sub- section shall be | 137
substituted, namely.

“(2) Where any company fails to comply with the provisions of sub-section
(1), such company and every officer who is in default shall be liable to a
penalty of one thousand rupees for each day during which such default
continues, or five lakh rupees whichever is less.”

7. In section 77, in sub- section (1), for the first and second provisos, the | 165
following provisos shall be substituted, namely.

“Provided that the Registrar may, on an application by the company, allow
such registration to be made-

(@) in case of charges created before the commencement of the
Companies (Amendment) Ordinance, 2019, within a period of three
hundred days of such creation; or

(b) in case of charges created on or after the commencement of the
Companies (Amendment) Ordinance, 2019, within a period of sixty days of
such creation, on payment of such additional fees as may be prescribed:

Provided further that if the registration is not made within the period
specified-

(a) in clause (a) to the first proviso, the registration of the charge shall be
made within six months from the date of commencementof the Companies
(Amendment) Ordinance, 2019, on payment of such additional fees as may
be prescribed and different fees may be prescribed for different classes of
companies;

(b) in clause (b) to the first proviso, the Registrar may, on an application,
allow such registration to be made within a further period of sixty days after
payment of such advalorem fees as may be prescribed.”

8. Section 86 of the Companies Act, 2013, shall be numbered as sub- | 171
section (1) thereof and after sub- section (1) as so numbered, the following
sub- section shall be inserted, namely:

“(2) If any person wilfully furnishes any false or incorrect information or
knowingly suppresses any material information, required to be registered in
accordance with the provisions of section 77, he shall be liable for action
under section 447.”

9. For section 87, the following sections shall be substituted, namely: 171
“87. The Central Government on being satisfied that —

© The Institute of Chartered Accountants of India



PAPER - 2: BUSINESS LAW, ETHICS AND COMMUNICATION 65

(a) the omission to give intimation to the Registrar of the payment or
satisfaction of a charge, within the time required under this Chapter; or

(b) the omission or misstatement of any particulars, in any filing previously
made to the Registrar with respect to any such charge or modification
thereof or with respect to any memorandum of satisfaction or other entry
made in pursuance of section 82 or section 83,

was accidental or due to inadvertence or some other sufficient cause or it
is not of a nature to prejudice the position of creditors or shareholders of
the company, it may, on the application of the company or any person
interested and on such terms and conditions as it deems just and expedient,
direct that the time for the giving of intimation of payment or satisfaction
shall be extended or, as the case may require, that the omission or
misstatement shall be rectified.”

10. In section 90, 4183
(i) for sub- section (9), the following sub- section shall be substituted,
namely:

“(9) The company or the person aggrieved by the order of the Tribunal may
make an application to the Tribunal for relaxation or liting of the restrictions
placed under sub-section (8), within a period of one year from the date of
such order:

Provided that if no such application has been filed within a period of one
year from the date of the order under sub-section (8), such shares shall be
transferred, without any restrictions, to the authority constituted under sub-
section (5) of section 125, in such manner as may be prescribed.”

10. In section 90, 5183
(i) in sub- section (10),-

(a) after the word “punishable”, the words “with imprisonment for a term
which may extend to one year or” shall be inserted;

(b) after the words “ten lakh rupees’, the words “or with both” shall be
inserted.

11. In section 92, for sub- section (5), the following sub- section shall be | 187
substituted, namely:

4 Section 90 (Investigation of Beneficial Ownership of Shares in Certain cases) has been replaced with
section 90 (Register of Significant Beneficial Owners in a Company) via Companies (Amendment) Act,
2017 [w.e.f. 13t June, 2018].

5 Same as footnote 4.
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“(5) If any company fails to file its annual return under sub-
section (4), before the expiry of the period specified therein, such company
and its every officer who is in default shall be liable to a penalty of fifty
thousand rupees and in case of continuing failure, with further penalty of
one hundred rupees for each day during which such failure continues,
subject to a maximum of five lakh rupees.”

12. In section 102, for sub- section (5), the following sub- section shall be | 195
substituted, namely.

“(5) Without prejudice to the provisions of sub-section (4), if any default is
made in complying with the provisions of this section, every promoter,
director, manager or other key managerial personnel of the company who
is in default shall be liable to a penalty of fifty thousand rupees or five times
the amount of benefit accruing to the promoter, director, manager or other
key managerial personnel or any of his relatives, whichever is higher.”

13. In section 105, in sub- section (3), for the words “punishable with fine | 199
which may extend to five thousand rupees’, the words “liable to a penalty
of five thousand rupees” shall be substituted.

14. In section 117, for sub- section (2), the following sub- section shall be | 221
substituted, namely.

“(2) If any company fails to file the resolution or the agreement under sub-
section (1) before the expiry of the period specified therein, such company
shall be liable to a penalty of one lakh rupees and in case of continuing
failure, with further penalty of five hundred rupees for each day after the
first during which such failure continues, subject to a maximum of twenty-
five lakh rupees and every officer of the companywho is in default including
liquidator of the company, if any, shall be liable to a penalty of fifty thousand
rupees and in case of continuing failure, with further penalty of five hundred
rupees for each day after the first during which such failure continues,
subject to a maximum of five lakh rupees.”

15. In section 121, for sub- section (3), the following sub- section shall be | 229
substituted, namely.

“(3) If the company fails to file the report under sub-section (2) before the
expiry of the period specified therein, such company shall be liable to a
penalty of one lakh rupees and in case of continuing failure, with further
penalty of five hundred rupees for each day after the first during which such
failure continues, subject to a maximum of five lakh rupees and every officer
of the company who is in default shall be liable to a penalty which shall not
be less than twenty-five thousand rupees and in case of continuing failure,
with further penalty of five hundred rupees for each day after the first during
which such failure continues, subject to a maximum of one lakh rupees.”
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16. In section 447, in the second proviso, for the words “twenty lakh | 104
rupees”, the words “fifty lakh rupees” shall be substituted.

VIIl. | Amendments related to - Notification G.SR. 1219(E) dated 18" | 64
December, 2018

The Central Government has amended the Companies (Incorporation)
Rules, 2014, by the Companies (Incorporation) Fourth Amendment Rules,
2018. It shall comeinto force on 18t December, 2018.

In the Companies (Incorporation) Rules, 2014 (hereinafter referred to as the
said rules), after rule 23, the following rule shall be inserted, namely:-
‘23A. Declaration at the time of commencement of business.- The
declaration under section 10A by a director shall be in Form No.INC-20A
and shall be filed as provided in the Companies (Registration Offices and
Fees) Rules, 2014 and the contents of the said form shall be verified by a
Company Secretary or a Chartered Accountant or a Cost Accountant, in
practice:

Provided that in the case of a company pursuing objects requiring
registration or approval from any sectoral regulators such as the Reserve
Bank of India, Securities and Exchange Board of India, etc., the registration
or approval, as the case may be from such regulator shall also be obtained
and attached with the declaration.”.

IX. | Amendments related to - Notification G.S.R. 42(E) dated 22" January, | 1.
2019 151
The Central Government has amended the Companies (Acceptance of | 2.
Deposits) Rules, 2014, by the Companies (Acceptance of Deposits) | 158
Amendment Rules, 2019. It shall comeinto force on 22nd January, 2019. | 3.

In the Companies (Acceptance of Deposits) Rules, 2014 (hereinafter | 158/
referred to as the said rules): 159
1. Inrule 2,in sub-rule (1), in clause (c), in sub-clause(xviii), after the words
“Infrastructure Investment Trusts,” the words “Real Estate Investment
Trusts” shall be inserted.

2. In the said rules, in rule 16, the following Explanation shall be inserted,
namely:-

“Explanation.- It is hereby clarified that Form DPT -3 shall be used for filing
return of deposit or

particulars of transaction not considered as deposit or both by every
company other than Government company.”.

3. Inrule 16(A), after sub-rule (2), the following sub-rule shall be inserted,
namely:-

“(3) Every company other than Government company shall file a onetime
return of outstanding
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receipt of money or loan by a company but not considered as deposits, in
terms of clause (c) of sub-rule 1 of rule 2 from the 01st April, 2014 to *[the
date of publication of this notification in the Official Gazette], as specified in
Form DPT-3 within **[ninety days from the date of said publication of this
notification] along with fee as provided in the Companies (Registration
Offices and Fees) Rules, 2014.”.

Amendments related to - Notification G.S.R. 341(E) dated 30" April, 2019
The Central Government has amended the Companies (Acceptance of
Deposits) Rules, 2014, by the Companies (Acceptance of Deposits) Second
Amendment Rules, 2019.

In the Companies (Acceptance of Deposits) Rules, 2014, inrule 16A, in sub-
rule (3), -

*(a) for the words “the date of publication of this nofification in the Official
Gazette”, the figures, letters and word “31st March, 2019” shall be
substituted;

**(b) for the words “ninety days from the date of said publication of this
notification”, the words, figures and letters “ninety days from 31st March,
2019” shall be substituted.

159

XI.

Amendments related to - Notification dated 30 April, 2019

The Central Government has amended the Companies (Registration of
Charges) Rules, 2014, by the Companies (Registration of Charges)
Amendment Rules, 2019.

In the Companies (Registration of Charges) Rules, 2014:
1. In Rule 4, the following rules shall be substituted, namely:

‘4. Application to Registrar

(1) Forthe purposes of the first proviso and clause (b) of the second proviso
to sub-section (1) of section 77, the Registrar may, on being satisfied that
the company had sufficient cause for not filing the particulars and instrument
of charge, if any, within a period of thirty days of the date of creation of the
charge including modification thereto, allow the registration of the same
after thirty days but within the period as specified in the said provisos, on
payment of fee, additional fee or advalorem fee, as may be applicable, as
prescribed in the Companies (Registration Offices and Fees) Rules, 2014.
(2) The application under sub-rule (1) shall be made in Form No. CHG-
| and Form No.CHG-9 supported by a declaration from the company signed
by its company secretary or a director that such belated filing shall not
adversely affect the rights of any other intervening creditors of the
company.”

2. For Rule 12, the following rule shall be substituted, namely:

165

172
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“12. Rectification in register of charges on account of omission
or misstatement of particulars in charge previously recorded and
extension of time in filing of satisfaction of charge -

The Central Government may on an application filed in Form No. CHG-8 in
accordance with section 87-

(a) direct rectification of the omission or misstatement of any particulars, in
any filing, previously recorded with the Registrar with respectto any charge
or modification thereof, or with respect to any memorandum of satisfaction
or other entry made in pursuance of section 82 or section 83,

(b) direct extension of time for satisfaction of charge, if such filing is
not made within a period of three hundred days from the date of
such payment or satisfaction."

The Negotiable Instruments Act, 1881

Amendments related to - THE NEGOTIABLE INSTRUMENTS
(AMENDMENT) ACT, 2018

The Ministry of Law and Justice has made amendmentsto the Negotiable
Instruments Act, 1881 through the Negotiable Instruments (Amendment)
Act, 2018. This Amendment Act received the assent of the President and
published in the Official Gazette on 2™ August, 2018.

In the Negotiable Instruments Act, 1881 (hereinafter referred to as the | -
principal Act), after section 143, the following section shall be inserted, (The
namely.—

§ecﬁon
“143A. Power to direct interim compensation. is newly
inserted)

(1) Notwithstanding anything contained in the Code of Criminal
Procedure, 1973, the Court trying an offence under section 138 may order
the drawer of the cheque to pay interim compensation to the
complainant—

(@) ina summary trial or a summons case, where he pleads not guilty to
the accusation made in the complaint; and

(b) in any other case, upon framing of charge.

(2) The interim compensation under sub-section (1) shall not exceed
twenty per cent. of the amount of the cheque.

(3) Theinterim compensation shall be paid within sixty days from the date
of the order under sub-section (1), or within such further period not
exceeding thirty days as may be directed by the Court on sufficient cause
being shown by the drawer of the cheque.

(4) If the drawer of the cheque is acquitted, the Court shall direct the
complainant to repay to the drawer the amount of interim compensation,
with interest at the bank rate as published by the Reserve Bank of India,
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prevalent at the beginning of the relevant financial year, within sixty days
from the date of the order, or within such further period not exceeding
thirty days as may be directed by the Court on sufficient cause being
shown by the complainant.

(5) The interim compensation payable under this section may be
recovered as if it were a fine under section 421 of the Code of Criminal
Procedure, 1973.

(6) The amount of fine imposed under section 138 or the amount of
compensation awarded under section 357 of the Code of Criminal
Procedure, 1973, shall be reduced by the amount paid or recovered as
interim compensation under this section.”.

(2) In the principal Act, after section 147, the following section shall be | -
inserted, namely— (The

“148. Power of Appellate Court to order payment pending appeal §ection
against conviction. is newly

(1) Notwithstanding anything contained in the Code of Criminal inserted)
Procedure, 1973, in an appeal by the drawer against conviction under
section 138, the Appellate Court may order the appellant to deposit such
sum which shall be a minimum of twenty per cent. of the fine or
compensation awarded by the trial Court:

Provided that the amount payable under this sub-section shall be in
addition to any interim compensation paid by the appellant under section
143A

(2) The amount referred to in sub-section (1) shall be deposited within
sixty days from the date of the order, or within such further period not
exceeding thirty days as may be directed by the Court on sufficient cause
being shown by the appellant.

(3) The Appellate Court may direct the release of the amount deposited
by the appellant to the complainant at any time during the pendency of
the appeal:

Provided that if the appellant is acquitted, the Court shall direct the
complainant to repay to the appellant the amount so released, with
interest at the bank rate as published by the Reserve Bank of India,
prevalent at the beginning of the relevant financial year, within sixty days
from the date of the order, or within such further period not exceeding
thirty days as may be directed by the Court on sufficient cause being
shown by the complainant.”
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# Page number of the Study material (SM)/ Supplementary study paper (SSP) with
reference of relevant provisions

Please note: The Ministry of Corporate Affairs has replaced Rule 14 of the Companies
(Prospectus and Allotment of Securities) Rule, 2014 through Companies (Prospectus and
Allotment of Securities) Second Rule, 2018. Hence, students are advised not to read the content
related to Rule 14(2) of the Companies (Prospectus and Allotment of Securities) Rule, 2014 as
contained on pages 110 and Page 111 of SSP. [For November 2019 examinations the said
amended rule has not been made applicable for the students.]

PART - Il : QUESTIONS AND ANSWERS
QUESTIONS

DIVISION A - MULTIPLE CHOICE QUESTIONS

1. Ezech MachinesLimited owns a plot of land which was mortgaged to Urbane Commercial
Bank Limited for raising term loan of ¥ 2.00 crore. The mortgage was duly registered with
the Central Registry. First loan installment of ¥ 50.00 lacs was released immediately after
sanction of term loan with the condition that subsequent three installments of ¥50.00 lacs
shall be released as soon as the earlier released installment is utilized satisfactorily. Is it
necessary either for the company or the bank to register the charge on plot with the
concerned Registrar of Companies (ROC) when the mortgage is registered with the Central
Registry?

(a) Itis not necessary either for the bank or the company to register the charge on plot
of land with the concerned Registrar of Companies (ROC) when the mortgage is
registered with the Central Registry.

(b) It is necessary to get the charge on plot on land registered with the concerned
Registrar of Companies (ROC) irrespective of the fact that mortgage is registered

with the Central Registry.

(c) Thechargeon plot needs to be registered with the concerned Registrar of Companies
(ROC) only when the actual liability of the company with the Bank exceeds ¥ 1.00
crore.

(d) Thecharge on plot needs to be registered with the concerned Registrar of Companies
(ROC) only when the term loan sanctioned by the bank to the company exceeds ¥
2.00 crores.

2. With a view to augmentits production, Surya Techno-Products Limited availed a loan of
¥ 50.00 lacs from Shrilaxmi First Bank Limited for purchase of a new machinery by offering
its factory worth ¥ 2.25 crores as security. However, the company did not initiate any steps

© The Institute of Chartered Accountants of India



72 INTERMEDIATE (IPC) EXAMINATION: NOVEMBER, 2019

to getthe charge on factory registered in favour of lending banker within the specified time.
As soon as the charge-holder bank came to know about the non-registration of charge with
the ROC, it applied to the Registrar for registration of charge along with the instrument
creating the charge and paid the requisite fees when demanded. Advise the bank whether
it can recover the fees so paid for registration of charge from Surya Techno-Products.

(@) Yes, the bank canrecover the fees paid by it for registration of charge.

(b) No, the bank cannotrecover the fees paid by it for registration of charge because the
bank is equally responsible for getting the charge registered.

(c) Only when it obtains recovery orders from Regional Director (RD), the bank can
recover the fees paid by it for registration of charge from the company.

(d) Only when it obtains recovery orders from National Company Law Tribunal (NCLT),
the bank can recover the fees paid by it for registration of charge from the company.

3. Acharge was created by Cygnus Softwares Limited on its office premises to secure a term
loan of ¥ 1.00 crore availed from Next Gen Commercial Bank Limited through an
instrument of charge executed by both the parties on 16* February, 2019. Inadvertently,
the company could not get the charge registered with the concerned Registrar of
Companies (ROC) within the first statutory period permitted by law and the default was
made known to it by the lending banker with a stern warning to take immediate steps for
rectification. Advise the companyregarding the latest date within whichit must register the
charge with the ROC so that it is not required to pay a specific type of fees for charge
registration.

(@) With a view to awid paying a specific type of fees for charge registration, the
company must get the charge registered latest by 27" April, 2019.

(b) With a view to awoid paying a specific type of fees for charge registration, the
company must get the charge registered latest by 17" April, 2019.

(c) With a view to awoid paying a specific type of fees for charge registration, the
company must get the charge registered latest by 2 May, 2019.

(d) Thecompany cannotnow get the charge register as the time prescribed by Law has
expired.

4.  Cyplish Games and Toys Limited was sanctioned a term loan of ¥ 60.00 lacs by Zawnn
Industrial Bank Limited on 21st November, 2018. As a security, the company offered its
office premises situated at Bandra, Mumbai and an instrument of charge was executed.
However, the company failed to get the charge registered with the concerned Registrar
within the first as well as second statutory period available as perlaw. This was adversely
commented by the internal auditors of the bank and therefore, after a strict advisory
received from Shahji, the senior manager of the bank, the companywas prompted to take
steps for registration of charge. Name the specific type of fees which the companyis now
required to pay for registration of charge.
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a) Special Fees.

(a)

(b) Ad-valorem Fees.

(c) A Late Registration Fees.
(d) Ad-valorem Duty.

5. Delight Sports Garments Limited is contemplating to raise funds through issue of
prospectus in which, according to the directors, a sum of ¥ fifty crores should be stated as
the minimum amount that needs to be subscribed by the prospective subscribers. The
funds shall be raised in four instalments consisting of application, allotment, first call and
second & final call. Advise the companyby which instalment it should receive the minimum

subscription stated in the prospectus.

(@) Along with amount subscribed as application money.

(b) Along with amount subscribed as final call money.

(c) Along with amount subscribed as first call money.

(d) Along with amount subscribed as second and final call money.

6. Al the 40 members of Taxila Traders Limited have valid voting rights. Due to some
urgency, its directors are desirous of convening Annual General Meeting (AGM) at a
shorter notice than statutorily required. Is it possible for them to do so?

(@) Taxila Traders Limited cannot convene AGM at shorter notice than statutorily
required.

(b) Taxila Traders Limited can convene AGM at shorter notice than statutorily required,
if consentin writing or by electronic mode is accorded by all the forty members who
are entitied to vote at the AGM.

(c) TaxilaTraders Limited can convene AGM at shorter notice than statutorily required if
consentin writing or by electronic modeis accorded by at least 38 members who are
entitled to vote at the AGM.

(d) Taxila Traders Limited can convene AGM at shorter notice than statutorily required if
consentin writing or by electronic mode is accorded by at least 36 members who are
entitled to vote at the AGM.

DIVISION B - DETAILED QUESTIONS
PART - A: BUSINESS LAWS
The Indian Contract Act,1872

1. Yan holds agricultural land in Gujarat on a lease granted by Xian, the owner. The land
revenue payable by X to the Government being in arrear, his land is advertised for sale by
the Government. Under the Revenue law, the consequence of such sale will be termination
of Yan’s lease. Yan, in order to prevent the sale and the consequent termination of his own

© The Institute of Chartered Accountants of India



74 INTERMEDIATE (IPC) EXAMINATION: NOVEMBER, 2019

lease, pays the Government, the sum due from Xian. Referring to the provisions of the
Indian Contract Act, 1872 decide whether Xian is liable to make good to Yan, the amount
so paid?

2. Mr.Chintu was appointed as Site Manager of ABC Constructions Companyon a two years
contract ata monthly salary of * 50,000. Mr. Ganesh gave a surety in respect of Mr. Chintu's
conduct. After six months the company was not in position to pay ¥ 50,000 to Mr. Chintu
because of financial constraints. Chintu agreed for a lower salary of ¥ 30,000 from the
company. This was not communicated to Mr. Ganesh. Three months afterwards it was
discovered that Chintu had been doing fraud since the time of his appointment. What is

the liability of Mr. Ganesh during the whole duration of Chintu's Appointment.
The Negotiable Instruments Act, 1881

3. Mr.Madhavan drew a cheque payable to Mr. Vikas or order. Mr. Vikas lost the cheque and
was not aware of the loss of the cheque. The person who found the cheque forged the
signature of Mr. Was and endorsed it to Mr. Pawan as the consideration for goods bought
by him from Mr. Pawan. Mr. Pawan encashed the cheque, on the very same day from the
drawee bank. Mr. Vikas intimated the drawee bank about the theft of the cheque after three
days. Examine the liability of the drawee bank.

Give your answer in reference to the Provisions of Negotiable Instruments Act, 1881.
The Payment of Bonus Act, 1965

4. Ishan, atemporary employee drawing a salary of ¥ 15,000 per month, in an establishment
to which the Payment of Bonus Act, 1965 applies was prevented by the employers from
working in the establishment for two months during the financial year 2017-2018, pending
certain inquiry. Since there were no adverse findings ‘Ishan’ was re-instated in service,
later, when the bonus was to be paid to other employees, the employers refuse to pay
bonus to ‘Ishan’, even though he has worked for the remaining ten months in the year.
Referring to the provisions of the Payment of Bonus Act, 1965 examine the validity of
employer’s refusal to pay bonus to ‘Ishan’.

The Employees’ ProvidentFunds and Miscellaneous Provisions Act, 1952

5. X, an employee in ABC Ltd (cowered by the Employees’ Provident Funds and
Miscellaneous Provisions Act, 1952) died in an accident. State to whom the amount
standing in his accountto be payable under the provisions of the said Act.

The Payment of Gratuity Act, 1972

6. Mr. Kamal was an employee of Mutual Developers Limited. He retired from the company
after completing 30 years of continuous service. He applied to the company for the
payment of gratuity within the prescribed time. The company refused to pay the gratuity
and contended that due to stringent financial condition the companyis unable to pay the
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gratuity. Mr. Kamal applied to the Appropriate Authority for the recovery of the amount of
gratuity.

Examine the validity of the contention of the companyand also state the provisions of law
to recover the gratuity under the Payment of Gratuity Act, 1972.

The Companies Act, 2013

7.  Neemrana Infotech Ltd. was incorporated on 1.4.2017. No General Meeting of the
company has been held so far. Explain the provisions of the Companies Act, 2013
regarding the time limit for holding the first annual general meeting of the Company and
the power of the Registrar to grant extension of time for the First Annual General Meeting.

8. Red Limited was incorporated on 1st April, 2014 is facing severe effects of depression of
the economy. Owing to its bad financial status most of the members have started
withdrawing their holding from the company. The company had 250 members on 10th
January, 2019. By 15th January, 2019, 244 members had withdrawn their holding. No new
memberhas invested in the company after 15th February till date. Now, Mr. A, an existing
memberhas approached you to advise him regarding his liabilities in such a situation.

9. Rijwan Limited, a listed company, is in the business of garment manufacturing and has its
registered office at 123, N Tower, Commercial Beta Complex, Biwadi, Rajasthan. The
company has calledits 6* Annual General Meeting at 3 PM on 22 August, 2019 at Ansal
Plaza, Bhiwadi. Some of the members of the company have opposed to calling of the
meeting at Ansal Plaza. The company has approached you to advise them in this regard.
Suppose, Rijwan Limited is an unlisted companyand wants to call their 6" AGM at Jaipur,
will your answer differ.

PART - B: ETHICS

10. Explain how corporate social responsibility minimises the ecological damage and helps in
achieving long-term objectives, so that the business may gain long-term profit
maximization.

11. State in briefthe guidelines for managing ethics and to prevent the need for whistle-blowing
in the work place.

12.  Explain the concept of Green Accounting System. Also, discuss its benefits.
PART - C: COMMUNICATION

13. Explain the key elements involved in the innovation frame work of an organisation.

14. As a Secretary of Narayan Ltd., draft a notice of a Board of Directors meeting to consider
any five items as agenda of the meeting, to be held on September 12, 2019 at the
registered office of the Company at Mysore.

15. What is an affidavit? Draft an affidavit certifying that Krishna Ltd. does not have any tax
dues to the Central Government.
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SUGGESTED ANSWERS/HINTS

DIVISION A - ANSWER TO MULTIPLE CHOICE QUESTIONS

Question No. 1 2 3 4 5 6
Correct Option (b) (a) (b) (b) (a) (c)
DIVISION B - ANSWER TO DETAILES QUESTIONS

1. Section 69 of the Indian Contract Act, 1872, provides that “A person who is interested in
the payment of money which another is bound by law to pay, and who therefore pays it, is
entitled to be reimbursed by the other.

In the given case Yan has made the payment of lawful dues of Xian in which Yan had an
interest. Therefore, Yan is entitled to get the reimbursement from Xian.

2. As perthe provisions of Section 133 of the Indian Contract Act, 1872, if the creditor makes
any variance (i.e. change in terms) without the consent of the surety, then surety is
discharged as to the transactions subsequent to the change.

In the instant case, Mr. Ganesh is liable as a surety for the loss suffered by ABC
Constructions company due to misappropriation of cash by Mr. Chintu during the first six

months but not for misappropriations committed after the reduction in salary.

Hence, Mr. Ganesh, will be liable as a surety for the act of Mr. Chintu before the change
in the terms of the contract i.e., during the first six months. Variation in the terms of the
contract (as to the reduction of salary) without consent of Mr. Ganesh, will discharge
Mr. Ganesh from all the liabilities towards the act of the Mr. Chintu after such variation.

3. Cheque payable to order
According to Section 85 of the Negotiable Instruments Act, 1881.

(1) Where acheque payable to order purports to be indorsed by or on behalf of the payee,
the drawee is discharged by payment in due course.

(2) Where a cheque is originally expressed to be payable to bearer, the drawee is
discharged by payment in due course to the bearer thereof, notwithstanding any
indorsement whether in full or in blank appearing thereon, and notwithstanding that
any such indorsement purports to restrict or exclude further negotiation.

As per the given facts, cheque is drawn payable to “Mr. Vikas or order”. It was lost and Mr.
Vikas was not aware of the same. The person found the cheque and forged and endorsed
itto Mr. Pawan, who encashed the cheque from the drawee bank. After few days, Mr. Vikas
intimated about the theft of the cheque, to the drawee bank, by which time, the drawee
bank had already made the payment.

According to above stated section 85, the drawee banker is discharged when it has made
a payment against the cheque payable to order when it is purported to be endorsed by or
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on behalf of the payee. Even though the signature of Mr. Vikas is forged, the banker is
protected and is discharged. The true owner, Mr. Vikas, cannot recover the money from
the drawee bank in this situation.

4. Entitlement for bonus under the Payment of Bonus Act, 1965: Every employee of an
establishment covered under the Act is entiled to bonus from his employer in an
accounting year provided he has worked in that establishment for not less than 30 working
days in the year and he draws a salary less than ¥ 21,000 per month. [Section 2(13) read
with Section 8] In the given case, Ishan has worked in the establishment for 10 months
and draws a salary of ¥ 15,000/-, hence his entitement to bonus is established. However,
the point here is, whether he is entitled to receive bonus for the period of 2 months during
which he was suspended pending certain inquiry against him. Subsequently, he was
exonerated from the charges and was taken back on work.

Section 14 of the Payment of Bonus Act, 1965 lays down the days in a year when an
employee is deemedto have worked in the establishment even though he did not actually
attend the place of work. Under the said section, an employee is deemed to have worked
also on the following days during the accounting year:

(@) He has been laid off under an agreement or as permitted by standing orders under
the Industrial Employment (Standing Orders) Act, 1946, or under the Industrial
Disputes Act, 1947 or under any other law applicable to the establishment;

(b) he has been on leave with salary or wage;

(c) he has been absent due to temporary disablement caused by accidentarising out of
and in the course of his employment; and

(d) the employee has been on maternity leave with salary or wage,

In the given case, Ishan was suspended pending an inquiry; hence he did not attend office
for 2 months. These 2 months shall be treated as days worked as it can be reasonably
assumed that his suspension was under the Industrial Disputes Act, 1947.

Hence, Ishan will be entitled to receive bonus for the full year and his employer is wrong
to deny him bonus.

5. As per Section 10 of the Employees’ Provident Funds and Miscellaneous Provisions
Act, 1952, the amount standing to the credit of any memberin the fund or of any exempted
employee in a provident fund shall not in any way be capable of being assigned or charged
and shall not be liable to attachment under any decree or order of any court in respect of
any debt or liability incurred by the memberor exempted employee, and neither the official
assignee appointed under the Presidency Town Insolvency Act, 1909, nor any receiver
appointed under the Provincial Insolvency Act, 1920, shall be entitled to or have any claim
on, any such amount. T his protection also applies to provident fund, pension and insurance
amount receivable by employee under the scheme.
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The amount standing to the credit of the person at the time of his death is payable to his
nominees under the scheme or the rules under this Act.

Further, the amount shall be free from any debt or other liability incurred by the deceased
or the nominee before the death of the member or of the exempted employee and shall
also not be liable to attachment under any decree or order of any Court.

6. (i) Gratuity shall be payable to an employee on the termination of his employment after
he has rendered continuous senice for notless than five years on his superannuation
or on his retirement or resignation or on his death or disablementdue to accidentor
disease under Section 4(1) of the Payment of Gratuity Act,1972. Further, section 7(2)
provides that as soon as gratuity becomes payable, the employer shall, whether the
application for the payment of gratuity has been given or not by the employee,
determine the amount of gratuity and give notice in writing to the person to whom the
gratuity is payable and also to the controlling authority specifying the amount of
gratuity so determined.

The employer shall arrange to pay the amount of gratuity within 30 days for the date
of its becoming due/payable to the person to whomiit is payable [Section 7(3)], along
with simple interest (at rates specified) if it is not paid within the period specified
except where the delay in the payment is due to the fault of the employee and the
employer has obtained permission thereon from the Controlling Authority [Section
7(3A)].

(i) If the gratuity payable under the Act is not paid by the employer within the prescribed
time to the person entitled thereto, the Controlling Authority shall issue a certificate
for the amount to the Collector to recover the same along with compound interest at
such rate as prescribed by the Central Government from the date of expiry of the
prescribed time as land revenue arrears, to enable the person entitied to get the
amount, after receiving the application from the aggrieved person (Section 8).

Before issuing the certificate for such recovery the Controlling Authority shall give the
employer a reasonable opportunity of showing cause against the issue of such
certificate. The amount of interest payable under the Section shall not exceed the
amount of gratuity payable under this Act in no case (Section 8).

In the given case the facts are commensurate with provisions of law as stated above
under Sections 7 and 8 of the Payment of Gratuity Act, 1972. Therefore, Mr. Kamal
is entitled to recover gratuity as he has completed the service of 30 years. The
company cannot take the plea of stringent financial conditions for not paying the
gratuity to Mr. Kamal. On the refusal by the company, Mr. Kamal can apply to the
appropriate authority and the company will be liable to pay the gratuity along with
interest as decided by such authority.
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7. According to Section 96 of the Companies Act, 2013, every company shall be required to
hold its first annual general meeting within a period of 9 months from the closing of its first

financial year.

Also, if a company holds its first annual general meeting as aforesaid, it shall not be
necessary for the company to hold any annual general meeting in the year of its
incorporation:

It also provide that the Registrar may, for any special reason, extend the time within which
any annual general meeting, other than the first annual general meeting, shall be held, by
a period not exceeding three months.

In the given case, taking the first financial year of Neemrana Infotech Ltd is for the period
1st April 2017 to 31t March 2018, the first annual general meeting of the company should
be held on or before 31st December, 2018.

According to section 99, if any default is made in holding a meeting of the company in
accordance with section 96, the company and every officer of the company who is in
default shall be punishable with fine which may extend to one lakh rupees and in the case
of a continuing default, with a further fine which may extend to five thousand rupees for
every day during which such default continues.

Even though the Registrar of Companies is empowered to grant extension of time for a
period not exceeding 3 months for holding the annual general meetings, such power does
not apply in the case of the first annual general meeting. Thus, the company and its
directors will be liable under section 99 of the Companies Act, 2013 for the default if the
annual general meeting was held after 31st December,2018.

8. According to section 3A of the Companies Act, 2013, If at any time the number of members
of a companyis reduced, in the case of a public company, below seven, in the case of a
private company, below two, and the company carries on business for more than six
months while the number of membersis so reduced, every person who is a member of the
company during the time that it so carries on business after those six months and is
cognisant of the fact that it is carrying on business with less than seven members or two
members, as the case may be, shall be severally liable for the payment of the whole debts
of the company contracted during that time, and may be severally sued therefor.

Hence, inthe given situation, the numberof memberin the said public company have fallen
below 7 [250-244=6] and these members have continued beyond the specified limit of 6
months, the reduced members of the company during the period of 1 month shall be
severally liable for the payment of the whole debts of the company contracted during that
time, and may be severally sued therefor.

9. According to section 96(2) of the Companies Act, 2013, every annual general meeting shall
be called during business hours, that is, between 9 a.m. and 6 p.m. on any day that is not
a National Holiday and shall be held either at the registered office of the company or at
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some other place within the city, town or village in which the registered office of the
companyis situate.

Provided that annual general meeting of an unlisted companymay be held at any placein
India if consent is given in writing or by electronic mode by all the membersin advance.

Thus, in the first case, the company is rightful in calling the Annual General meeting at
Ansal Plaza.

In the second scenario, in case of an unlisted company, annual general meeting may be
held at any place in India if consentis given in writing or by electronic mode by all the
members in advance. Hence, if consentis given in writing or by electronic mode by all the
members in advance, the AGM can be called at Jaipur, otherwise not.

10. Corporate social responsibility and ecological damage: The business institution exists
and flourishes only because it performs invaluable services to society. Society gives
business its license to exist which may be revoked and amended at any time if they do not
fulfill the society's expectations. Therefore, if a business intends to retain its existing social
role and power, it must serve society's needs constructively.

A business organization acts in its own self interest and uses natural resources also. The
effluents of many businesses damage the surrounding environment. By their own socially
responsible behaviour, they can prevent government intervention if they are proactive in
recognizing their ecological responsibility towards society. Companies must recognize that
a strategy for corporate responsibility can play a valuable role not only in meeting the
challenges of globalization by mitigating risks domestically and internationally, but also in
providing benefits beyond risk management.

11. Managing ethics and preventing whistle-blowing: The focus on core values and sound
ethics, the hall mark of ethical management, is being recognized as an important way to
ensure the long term effectiveness of governance structures and procedures and to avoid
the need for whistle blowing.

Employers, who understand the importance of work place ethics, provide their work force
with an effective framework and guiding principles of identity and address ethical issues
as they arise. These guidelines for managing ethics and to awoid the need for whistle-
blowing in the work place may be summarized as follows:-

(@) Have a Code of Conductand ethics.

(b) Establishment open communication.

(c) Make ethical decisions in group and make decision public whenever appropriate.

(d) Integrate ethics with other managementpractices.

(e) Use of cross functional teams when developing and implementing the ethics

management programme.
()  Appointing an ombudsman.
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(g) Creating an atmosphere of trust.
(h) Regularly updating of policies and procedures
(

i) Include a grievance policy for employees
() Setan example from the top.

12. Greenaccounting systems and its benefits: Conventional accounts mayresult in policy
decisions which are non-sustainable for the country. Green accounting on the other hand
is, focused on addressing such deficiencies in conventional accounts with respect to the
environment. If the environmental costs are properly reflected in the prices paid for goods
and senvices then companiesand ultimately the consumerwould adjust market behaviour
in a way that would reduce damage to environment, pollution and waste production. Price
signal will also influence behaviour to avoid exploitation or excessive utilization of natural
resources. Such measures would facilitate the approach of “Polluter Pay Principle”.
Removing subsidies that encourage environmental damage is another measure.

13. The key elements in the innovation framework are:

(i) Accessibility. The major organizational challenge is to make everyone, particularly
the workers as active participants in the work process. The innovative enterprise
ensures everyone is accessible to each other at all levels within the organization.

(i) Recognize and reward innovation: One of the more radical steps an organization or
manager can take is to make innovation a requirement of the job.

(iii) Develop company programs that encourage innovation: Some companiesallow their
employees to take sabbaticals to work in a new environment or teach in a college. By
placing employees in different environments, they can meet new people, come across
new ideas and hopefully generate their own novel approaches.

(iv) Foster informal communication: The paperwork involved in proposing or even
pursuing a project can be a major roadblock to innovation. Employees often feel
stified when asked to fully justify ideas; they may be working on a hunch.

(V)  Information: The rightkind ofinformation is called innoinformation. This type ofinformation
is critical to the vitality of the enterprises. Innoinformation consists of the plans, vision,
goalsand allthe new ideas affecting the enterprises. T he innovative enterprise is looking
forward continuouslychanging and adapting to the needs of the customer.

(vi) Framework: The innovative enterprise must constantly adapt, create and innovate.
Information and communication are the wind that sails the innovative enterprise
towards its destination. Information and communication pose difficult challenges for
most businesses. The difficulty lies in balancing the flow of information between
providing too muchor too little information.
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14. Notice of a Board Meeting
Narayan Limited,

Ph. No- Saiyaji Road
Fax - Mysore — 32
Ref. No.

August 10, 2019
Dear sir/ Madam

Thisis to inform you that a meeting of the Board of Director will be held on September 12,
2019 at the registered office of the company, 281 Saiyaji Road, Mysore- 32 at 11.30 AM
to consider the following:

1. Toapprove the minutes of the last meeting.

Toconsider matters arising out of the minutes.
Toconsider and pass the statement of accounts for payment.
Toapprove transfer of shares.

Tosanction an interim dividend @ 10% on the equity shares of ¥ 10/- each. X 8/- per
shares paid up.

Toconsider any other matter with the permission of the chair and.
Tofix the date and time of the next meeting.

o &~ e

N o

Yours faithfully

(Aay Garg)

15. Affidavit meaning: An affidavitis a written statementused mainlyto supportc ertainapplications
andin some circumstances as evidence in court proceedings. A person who makes the affidavit
is called the Deponentand mustswear or affirm that the contents are true before a person who
has the authorityto administer oathsin respect ofthe particular kind of affidavit.

Affidavit having no tax dues to the Central Government:

l, Mr. R, son of Mr. Qaged 50 years residing at Mandir Marg, Nagpur, Maharashtra, hereby
solemnly affirm and declare on oath as under:

ThatKrishna Ltd. has cleared all tax dues of the Central Government and does not have
any tax dues outstanding towards Income Tax /Senvice Tax/Central Excise or any other
Central Government authority as on to-day, i.e., 1st August, 2019.

Sworn on this 1st day of August, 2019.

Date: 01/08/2019

Place: NAGPUR S TO T V] P ——
(Deponent)
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