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ANSWER-1 
 

ANSWER-A 
 

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

"subsidiary", in relation to any other company (that is to say the holding company), 

means a company   in which the holding company— 

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

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

together with one or more of its subsidiary companies: 

Provided that such class or classes of holding companies as may be prescribed shall not 
have layers of subsidiaries beyond such numbers as may be prescribed. 

Explanation—For the purposes of this clause,— 

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

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

company of the holding company; 

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

by another company if that other company by exercise of some power exercisable by  
it at its discretion can appoint or remove all or a majority of the directors. (4 MARKS) 

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

half of the total share capital. Hence, Piyush Private Ltd. (holding of Jeevan Pvt. Ltd. 
and Sudhir Pvt) will not be a holding company of Saras Pvt. Ltd.                      (1 MARK) 

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

controls the composition of the Board of Directors; it (Piyush Pvt. Ltd.) will be  treated 
as the holding company of Saras Pvt. Ltd.                                                             (1 MARK) 

 

      ANSWER-B 

In accordance with the provisions of the Companies Act, 2013, as contained under 

section 134 (1), the financial statements, including consolidated financial statement, if 

any,  shall be approved by the Board of Directors before they are signed on behalf of 

the Board by at least: 

(1) The Chairperson of the company where he is authorized by the Board; or 

(2) Two directors out of which one shall be the managing director and other the Chief 

Executive Officer, if he is a director in the company 

(3) The Chief Financial Officer and the Company Secretary of the company, wherever they 

are appointed. 

In case of a One Person Company, the financial statements shall be signed by only one 

director, for submission to the auditor for his report thereon. 

The Board’s report and annexures thereto shall be signed by its Chairperson of the 

company, if he is authorized by the Board and where he is not so authorized, shall be 
signed by at least two directors one of whom shall be a managing director or by the 
director where there is one director.            (3.5 MARKS) 

 



3 | P a g e  

 

(i) In the given case, the Balance Sheet and Profit & Loss Account have been signed by 

Mr. X and Mr. Y, the directors. In view of the provisions of Section 134 (1), the 

Managing Director Mr. D should be one of the two signatories. Since, the company 

has also employed a full time Secretary, he should also sign the Balance Sheet and 

Profit & Loss Account. Therefore, authentication done by two directors is not 

valid.                   (1.5 MARKS) 

(ii) In case of OPC, the financial statements should be signed by one director and 

hence, the authentication is in order.                  (1 MARK) 

 

        ANSWER-C 
 

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

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

would have done under similar circumstances. 

A typical case is where the ‘agent’ handling perishable goods like ‘apples’ can decide 
the time, date and place of sale, not necessarily as per instructions of the principal, 

with the intention of protecting the principal from losses. Here, the agent acts in an 

emergency and acts as a man of ordinary prudence. In the given case S had acted in 
an emergency situation and hence, R will not succeed against him.               (2 Marks) 

(b) Problem asked in the question is based on the provisions of the Indian Contract Act, 
1872 as contained in Section 150. The section provides that if the goods are bailed  
for hire, the bailor is responsible for such damage, whether he was or was not 
aware of the existence of such faults in the goods bailed. Accordingly, applying the 
above provisions in the given case Suresh is responsible to compensate Ramesh for 
the injuries sustained even if he was not aware of the defect in the carriage.  
                                                                                                                                (2 Marks) 
 

      ANSWER-D 
 

Refusal of registration and appeal against refusal : The problem as asked in the 

question is governed by Section 58 of the Companies Act, 2013 dealing with the refusal 
to register transfer and appeal against refusal. 

In the present case the company has committed the wrongful act of not sending the 
notice of refusal of registering the transfer of shares.                (1 MARK) 

Under section 58 (4), if a public company without sufficient cause refuses to register 
the transfer of securities within a period of thirty days from the date on which the 

instrument of transfer is delivered to the company, the transferee may, within a period 

of sixty days of such refusal or where no intimation has been received from the 

company, within ninety days of the delivery of the instrument of transfer, appeal to 
the Tribunal. 

Section 58 (5) further provides that the Tribunal, while dealing with an appeal made 

under sub-section (4), may, after hearing the parties, either dismiss the appeal, or by 
order— 
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(a) direct that the transfer or transmission shall be registered by the company and the 

company shall comply with such order within a period of ten days of the receipt of 
the order; or 

(b) direct rectification of the register and also direct the company to pay damages, if 

any, sustained by any party aggrieved;.                (2.5 MARKS) 

In the present case Mr. X can make an appeal before the tribunal and claim damages. 

                                                                                                                                     (0.5 MARK) 

ANSWER-2 
 

ANSWER-A 
 

“Eligible company” means a public company as referred to in sub-section (1) of section 

76, having a net worth of not less than one hundred crore rupees or a turnover of not 

less than five hundred crore rupees and which has obtained the prior consent of the 

company in general meeting by means of a special resolution and also filed the said 

resolution with the Registrar of Companies before making any invitation to the Public 

for acceptance of deposits : 

However, an eligible company, which is accepting deposits within the limits specified 

under clause (c) of sub-section (1) of section 180, may accept deposits by means of an 

ordinary resolution. 

An eligible company shall accept or renew any deposit from its members, if the 

amount of such deposit together with the amount of deposits outstanding as on the 

date of acceptance or renewal of such deposits from members exceeds ten per cent. 

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

account of the company.                (3.5 MARKS) 

ABC Limited is having a net worth of 120 crore rupees. Hence, it can fall in the 

category of eligible company. 

Thus, ABC has to ensure that acceptance deposits from members should not exceed 
10% of the aggregate of the Paid-up share capital, free Reserves and securities 
premium account of the company.                                                                    (1.5 MARKS) 
 

ANSWER-B 
 

Registration of charges : 

Under section 77 (1) of the Companies Act, 2013 it shall be the duty of every 
company creating a charge : 

a. within or outside India, 

b. on its property or assets or any of its undertakings, 

c. whether tangible or otherwise, and 

d. situated in or outside India, 

 

to register the particulars of the charge signed by the company and the charge-
holder together with the instruments, if any, creating such charge in such form, on 
payment of such fees and in such manner as may be prescribed, with the Registrar 
within thirty days of its creation 
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Provided that the Registrar may, on an application made by the company, allow 
such registration to be made within a period of three hundred days of such creation 
on payment of such additional fees as may be prescribed. 

Provided further that if registration is not made within a period of three hundred 
days of such creation, the company shall seek extension of time in accordance with 
section 87 which empowers the Central Government to grant extension of time for 
filing of charges on an application made to it and under specified circumstances. 

Provided also that any subsequent registration of a charge shall not prejudice any 
right acquired in respect of any property before the charge is actually registered. 

Section 77 (2) provides that where a charge is registered with the Registrar under 
sub-section (1) (as explained above), he shall issue a certificate of registration of 
such charge in such form and in such manner as may be prescribed to the company 
and, as the case may be, to the person in whose favour the charge is created. 

Section 77 (4) further provides that nothing shall prejudice any contract or 
obligation for the repayment of the money secured by a charge. This means that the 
obligation of a company to repay the debt is not affected by the non registration of 
the charge. 

Section 78 further provides that if the company fails to register the charge, the 
same can be done by the person in whose favour the charge is created by following 
the prescribed conditions.                 (5 MARKS) 

 

ANSWER-C 
 

In terms of section 68 (2) (c) of the Companies Act, 2013 a company is allowed to 

buy back a maximum of 25% of the aggregate of its paid- up capital and free 

reserves. Hence, the company in the given case is not allowed to buy back its 

entire equity shares. 

Section 68 (1) of the Companies Act, 2013 specifies the sources of funding buy back 
of its shares and other specified securities as under: 

(a) Free reserves or 

(b) Security Premium account or 

(c) Proceeds of the issue of any shares or other specified securities 

However, under the proviso to section 68 (1) no buy back of shares or any 

specified securities can be made out of the proceeds of an earlier issue of the 
same kind of shares  or same kind of specified securities.            (5 MARKS) 

 

ANSWER-D 
 

As per the provisions of Section 27 of the General Clauses Act, 1897, where any 

legislation or regulation requires any document to be served by post, then unless a 
different intention appears, the service shall be deemed to be effected by: 

1. properly addressing, 

2. pre-paying, and 

3. posting by registered post. 
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A letter containing the document to have been effected at the time at which the 
letter would be delivered in the ordinary course of post. 

Therefore, in view of the above provision, since, the statutory rules  itself provides 

about  the service of notice that a notice when required under said statutory rules 

to be sent by ‘registered post acknowledgement due’, then, if notice was sent by 

‘registered post’ only it will not be the compliance of said rules. However, if such 

provision was not provided by such statutory rules, then service of notice if by 
registered post only shall be deemed to be effected. 

Furthermore, in similar case of In United Commercial Bank v. Bhim Sain Makhija, 
AIR 1994 Del 181: A notice when required under the statutory rules to be sent by 
‘registered post acknowledgement due’ is instead sent by ‘registered post’ only, 
the protection of presumption regarding serving of notice under ‘registered post’ 
under this section of the  Act neither tenable not based upon sound exposition of 
law.                                                                                                                       (5 MARKS) 
 

ANSWER-3 
 

ANSWER-A 
 

Inspection of Books of Accounts of the Company (Section 128 of the Companies Act, 

2013)— 

Mr. Bhagvath has no right to carry out an inspection of the books of accounts of the 
company despite the fact that he holds 76% of the equity shares of M/s Renowned 
Company Ltd. According to sections 128(3) and 206 of the Companies Act, 2013, 
following persons have the right to carry out the inspection of the books of 
accounts of the company. 

(i) Directors of the Company [Section 128(3) of the Companies Act, 2013] 

(ii) Registrar of Companies [Section 206 of the Companies Act, 2013] 

(iii) Such officer of Government as may be authorised by the Central Government in this 
behalf (Section 206 of the Companies Act, 2013). 

 

 

(iv) Such officers of SEBI as may be authorised by SEBI [Section 206 read with Section 24 
of the Companies Act, 2013].               (4 MARKS) 

Since Mr. Bhagvath does not fall in any of above mentioned categories, he is not 
eligible to carry out the inspection.             (1 
MARK) 

[Note : According to Regulation 89(ii) of the Table F of the Schedule I of the 
Companies Act, 2013, a member shall have right of inspecting any account or book 
or document of the company only if conferred by law or authorized by the Board or 
by the company in general meeting]         

 

ANSWER-B 
 

Meaning of ‘Holder’ and the ‘Holder in due course’ of a negotiable instrument: 

‘Holder’: Holder of negotiable instrument means as regards all parties prior to 
himself, a holder of an instrument for which value has at any time been given. 
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‘Holder in due course’: (i) In the case of an instrument payable to bearer means any 

person who, for consideration became its possessor before the amount of an 

instrument payable. (ii) In the case of an instrument payable to order, ‘holder in due 
course’ means any person who became the payee or endorsee of the instrument 

before the amount mentioned in it became payable. (iii) He had come to possess 

the instrument without having sufficient cause to believe that any defect existed in 
the title of transferor from whom he derived his title.            (3 MARKS) 

The problem is based upon the privileges of a ‘holder in due course’. Section 42 of 

the Negotiable Instrument Act, 1881, states that an acceptor of a bill of exchange 

drawn in a fictitious name and payable to the drawer’s order is not, by reason that 

such name is fictitious, relieved from liability to any holder in due cause claiming 

under an endorsement by the same hand as the drawer’s signature, and purporting 
to be made by the drawer. In this problem, P is not a fictitious payee and D, the 
drawer can recover the amount of the cheque from A’s bankers.          (2 MARKS) 

 

ANSWER-C 

As per the section 2(45) of the Companies Act, 2013, the holding of 25% shares of 

AMC Ltd. by the government of Rajasthan does not make it a government company. 
Hence, it will be treated as a non-government company. 

Under section 139 of the Companies Act, 2013, the appointment of an auditor by a 

company vests generally with the members of the company except in the case of 
the first auditors and in the filling up of the casual vacancy not caused by the 

resignation of the auditor, in which case, the power to appoint the auditor vests 

with the Board of Directors. The appointment by the members is by way of an 

ordinary resolution only and no exceptions have been made in the Act whereby a 
special resolution is required for the appointment of the auditors.           (4 MARKS) 

Therefore, the contention of Mr. Sanjay is not tenable. The appointment is valid under 

the Companies Act, 2013.         (1 MARK) 
 
 

ANSWER-D 

 

Interpretation of the words “Means” and “Includes” in the definitions- The definition 
of a word or expression in the definition section may either be restricting of its 
ordinary meaning or may be extensive of the same. 

When a word is defined to ‘mean’ such and such, the definition is ‘prima facie’ 
restrictive and exhaustive, we must restrict the meaning of the word to that given in 
the definition section. 

But where the word is defined to ‘include’ such and such, the definition is ‘prima 
facie’ extensive, here the word defined is not restricted to the meaning assigned to it 
but has extensive meaning which also includes the meaning assigned to it in the 
definition section.                   (3 MARKS) 

Example— 

Definition of Director [section 2(34) of the Companies Act, 2013]—Director means a 
director appointed to the board of a company. The word “means” suggests exhaustive 
definition.   
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Definition of Whole time director [Section 2(94) of the Companies Act, 2013]— 
Whole time director includes a director in the whole time employment of the company. 
The word “includes” suggests extensive definition. Other directors may be included in 
the category of the whole time director.                                                     ( 1* 2= 2 MARKS) 
 
 

ANSWER-4 
 

ANSWER-A 
 

Essential elements of a contract of bailment: Section 148 of the Indian Contract Act, 

1872 defines the term ‘Bailment’. A ‘bailment’ is the delivery of goods by one person 

to another for some purpose upon a contract that they shall, when the purpose is 

accomplished, be returned or otherwise disposed of according to the directions of the 

person delivering them. The essential elements of the contract of the bailment are : 

1. Delivery of goods—The essence of bailment is delivery of goods by one person to 

another. 

2. Bailment is a contract—In bailment, the delivery of goods is upon a contract that 

when the purpose is accomplished, the goods shall be returned to the bailor. 

3. Return of goods in specific—The goods are delivered for some purpose and it is 

agreed that the specific goods shall be returned. 

4. Ownership of goods—In a bailment, it is only the possession of goods which is 

transferred and the bailor continues to be the owner of the goods. 

5. Property must be movable—Bailment is only for movable goods and never for 

immovable goods or money.                   (5 MARKS) 

Difference between contract of bailment and contract of pledge : 

1. Right of sale—In case of pledge, the pawnee (pledgee) can sell the goods and recover 

his debt, if pawnor (pledger) does not pay while in bailment the bailee can retain the 

goods and sue for damages, but he has no authority to sell the goods. 

2. Purpose—Pledge is specifically for securing a debt, while bailment may be for any 

purpose e.g. for repairs, safe custody etc. 

3. Right to use the goods—In case of pledge, pawnee cannot use the goods pledged but 

bailee can use the bailed goods if contract so provides.      (1*3= 3 MARKS) 

 

ANSWER-B 
 

The statement is correct. Normally, a sub-agent is not appointed, since it is a 

delegation of power by an agent given to him by his principal. The governing 
principle is, a delegate cannot delegate’. (Latin version of this principle is, 

“delegates non potest delegare”). However, there are certain circumstances where 

an agent can appoint sub-agent. In case of proper appointment of a sub-agent, by 

virtue of Section 192 of the Indian Contract Act, 1872 the principal is bound by and 

is held responsible for the acts of the sub-agent. Their relationship is treated to be 
as if the sub-agent is appointed by the principal himself. 

However, if a sub-agent is not properly appointed, the principal shall not be bound 

by the acts of the sub-agent. Under the circumstances the agent appointing the sub- 

agent shall be bound by these acts and he (the agent) shall be bound to the 
principal for the acts of the sub-agent.               (4 MARKS) 
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ANSWER-C 

Comprehensive rules and regulations have been incorporated into the Companies 
Act, 2013 in respect of this basic document which is the only source of vital 
information for the investors to ascertain the soundness or otherwise of the 
company. Since the prospectus is intended to save the investing public from 
victimisation, the Legislature has aimed at securing the fullest disclosure of all 
material and essential particulars and laying the same before all the prospective 
buyers of shares and imposing stringent liabilities for violations.          (2.5 MARKS) 

Briefly the rules and regulations are as follows: 

(i) Matters to be stated in a Prospectus – In order to provide a thorough and 
comprehensive information on all aspects of the company and the proposed issue, 
section 26 (1) of the Companies Act, 2013 lists down a large list of items that must be 
stated in the Prospectus.                             (1 MARK) 

(ii) Registration of prospectus – Section 26 (4) provides that no prospectus shall be 

issued by or on behalf of a company or in relation to an intended company, unless 
on or before the date of its publication, there has been delivered to the Registrar 
for registration, a copy thereof signed by every person or his duly authorized 
representative, who is named therein as a director or proposed director of the 
company. 

Under sub section (7) it is provided that the Registrar shall not register the 
prospectus unless the requirements for registration under section 26 are complied 
with and the prospectus is accompanied by the consent of all the persons named in 
the prospectus.                  (2 MARKS) 

(iii) Approval of prospectus by various agencies : The draft prospectus has to be 
approved by various agencies before it is filed with the ROC of the concerned State. 

(1 MARK) 

(iv) The lead financial institution underwriting the issue, if applicable : The draft 
prospectus is vetted by SEBI to ensure adequacy of disclosures. However, vetting by 
SEBI does not amount to approval of prospectus. SEBI does not take any 
responsibility for the correctness of the statements made or opinions expressed in 
the prospectus.                  (1.5 MARKS) 

 
ANSWER-5 
 

ANSWER-A 
 

Death of all members of a  Private Limited Company, Under the Companies Act, 

2013: The most distinguishing feature of a company is its being a separate entity 
from the shareholders and promoters who form it. This lends stability and 
perpetuity to the company form of business organization. In short, a company is 
brought into existence by a  process of  law and can be terminated or wound up or  
brought to an end only by  a process of  law. Its life  is not impacted by the death, 
insolvency or retirement of any or  all  shareholder(s)  or director(s). 

The provision for transferability or transmission of the shares helps to preserve 
the perpetual existence of a company by allowing the constitution and identity of 
shareholders to change.                (3 MARKS) 
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In the present case, ABC Pvt. Ltd. does not cease to exist even by the death of all 
its shareholders. The legal process will be  for the successors of  the deceased 
shareholders to  get the shares registered in their names by way of the process 
which is called “transmission of shares”. The company will cease to exist only 
when it is wound up by a due process of law.          (1.5 MARKS) 

Therefore, even with the death of all members (i.e. 5), ABC (Pvt.) Ltd. does not 
cease to exist.                                                                                                         (0.5 MARK) 
 

ANSWER-B 
 

A proxy is a person appointed by a member of a company, to attend a meeting of 

the company and vote thereat on his behalf. 

The various provisions relating to the appointment of aproxy is contained in  

section 23105  of  the Companies Act, 2013 are as under: 

1. Under section 105 (1) any member of a company entitled to attend and vote at  a  

meeting of the company shall be entitled to appoint another person as a proxy to 

attend and vote   at the meeting on his behalf. 

2. A proxy shall not have the right to speak at such meeting and shall not be entitled 

to vote except on a poll. This means that a proxy cannot vote on a  resolution by  a  
show of  hands. 

3. The Central Government may prescribe a class or classes of companies whose 

members shall not be entitled to appoint another person as a proxy. 

4. Under section 105 (6) the instrument appointing a proxy shall be in writing; and 
be signed by the appointer or his attorney duly authorised in writing or, if the 

appointer is a body corporate, be under  its  seal  or  be  signed  by  an   officer   or   

an attorney duly authorised by it. 

5. Under section 105 (7) an instrument appointing a proxy, if in the form as may be 

prescribed, shall not be questioned on the ground that it fails to comply with any 

special requirements specified for such instrument by the articles of a company. 

 
                                                                                                                       (1*5=5 MARKS) 
 

ANSWER-C 

Quorum: In this case the quorum for holding a general meeting is 7 members to be 

personally present. For the purpose of quorum, only those members are counted 
who are entitled to vote on resolution proposed to be passed in the meeting. 

Again, only members present in person and not by proxy are to be counted. Hence, 

proxies whether they are members or not will have to be excluded for the purposes 
of quorum. 

If a company is a member of another company, it may authorize a person by 

resolution to act   as its representative at a meeting of  the latter company, then 

such a  person shall be  deemed to be a member present in person and counted for 

the purpose of quorum Where two or more companies which are members of 
another company, appoint a single person as their representative then each such 
company will be counted as quorum at a meeting of the latter company. 
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Further the President of India or Governor of a State, if he is a member of a 

company, may appoint such a person as he thinks fit, to act as his representative at 

any meeting of the company. A person so appointed shall be deemed to be a 
member of such a  company and  thus considered as member personally present.  

(3 MARKS) 

In view of the above there are only three members personally present. 

‘A’ will be included for the purpose of quorum. B & C have to be excluded for the 

purpose of quorum because they represent the preference shares and since the 

agenda being the appointment of Managing Director, their rights cannot be said to 
be directly affected and therefore, they shall not have voting rights. D will have two 

votes for the purpose of quorum as he represents two companies ‘ Y Ltd.’ and ‘Z Ltd.’ 

E, F, G and H are not to be included as they are not members but representing as 
proxies for the members.              (1.5 MARKS) 

Thus it can be said that the requirements of quorum  has not been met and it  shall  

not  constitute a valid quorum for the meeting.            (0.5 MARK) 
 

ANSWER-D 

 

Under Section 118 (5) of the Companies Act, 2013, there shall not be included in the 

Minutes of a meeting, any matter which, in the opinion of the Chairman of the 

meeting : 

(i) is or could reasonably be regarded as defamatory of any person; 

(ii) is irrelevant or immaterial to the proceeding; or 

(iii) is detrimental to the interests of the company;                 (1*3=3 MARKS) 

 

Further, under section 118(6) the chairman shall exercise absolute discretion in 

regard to the inclusion or non-inclusion of any matter in the Minutes on the grounds 
specified in sub-section (5) above.                (1 MARK) 

Hence, in view of the above, the contention of Mukesh, a shareholder of Alpha 

Limited is not valid because the Chairman has absolute discretion on the inclusion or 
exclusion of any matter in the minutes for aforesaid reasons.            (1 MARK) 
 

ANSWER-6 
 

ANSWER-A 

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

2014 of the Companies Act, 2013 deals with the provisions related to the 
Corporate Social Responsibility. 

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

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

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

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

net profits of the company made during the three immediately preceding 
financial years, in pursuance of its CSR Policy. 
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Accordingly, net profits of Tirupati Ltd. for three immediately preceding 

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

company made during these three immediately preceding financial years will 
constitute 1 crore, can be spent towards CSR in financial year 2017-2018. 

   (2.5 MARKS) 

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

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

director. 

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

135(1) which is not required to appoint an independent director, shall have its 

CSR Committee without such director; 

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

CSR Committee with two such directors;          (2.5 MARKS) 

 

ANSWER-B 

Section 40 (6) of the Companies Act 2013, provides that a company may pay 

commission  to any person in connection with the subscription or procurement of 

subscription to its securities, whether absolute or conditional, subject to a number 

of conditions which are prescribed under Companies (Prospectus and Allotment of 

Securities) Rules, 2014. In relation to the case given, the conditions applicable 

under the above Rules are as under: 

 

(a) The payment of such commission shall be authorized in the company’s articles 

of association; 

(b) The commission may be paid out of proceeds of the issue or the profit of the 

company or both; 

(c) The rate of commission paid or agreed to be paid shall not exceed, in case of 

shares, five percent (5%) of the price at which the shares are issued or a rate 

authorised by the articles, whichever is less, and in case of debentures, shall 

not exceed two and a half per cent (2.5 %) of the price at which the 

debentures are issued, or as specified  in the company’s articles, whichever is 

less; 

Thus, the Underwriting commission is limited to 5% of issue price in case of shares 

and 2.5% in case of debentures. The rates of commission given above are maximum 
rates.                  (3.5 MARKS) 

In view of the above, the decision of Kapoor Builders Ltd. to pay underwriting 

commission exceeding 2% as prescribed in the Articles is invalid. 

The company may pay the underwriting commission in the form of flats as both 

the Companies Act and the Rules do not impose any restriction on the mode of 

payment  though the source has been restricted to either the proceeds of the 
issue or profits of the company.            (1.5 MARKS) 

 

 

http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=17518
http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=17518
http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=17518
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ANSWER-C 

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

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

impairs the endorser’s remedy against a prior party, the endorser is discharged 
from liability to the holder to the same extent as if the instrument had been paid 

at maturity. Any  party liable on the instrument may be discharged by the 

intentional cancellation of his signature by the holder.       (2 MARKS) 

In the given question, E is the holder of a bill of exchange of which F is the payee 
and it contains the following endorsement in blank: 

First endorsement, ‘F’  

Second endorsement, ‘G’  

Third endorsement, ‘H’  

Fourth endorsement, ‘I’ 

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

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

endorsements of ‘G’ and  ‘H’ are struck out without the consent of ‘I’, ‘E’ will not 

be entitled to recover anything from ‘I’. The reason being that as between ‘H’ and 
‘I’, ‘H’ is the principal debtor and ‘I’ is surety.  If ‘H’ is released by the holder under 

Section 39 of the Act, ‘I’, being surety, will be discharged. Hence, when the holder 

without the consent of the endorser impairs the endorser’s remedy against a prior 
party, the endorser is discharged from liability to the holder.                  (2 MARKS) 

Thus, if ‘E’ strikes out, without I’s consent, the endorsements by ‘G’ and ‘H’, ‘I’ will 
also be discharged.                   (1 MARK) 

ANSWER-D 

(i) The appointment and re-appointment of auditor of a Government Company or 
a government controlled company is governed by the provisions of section 139 of 

the Companies Act, 2013 which are summarized as under: 

The first auditor shall be appointed by the Comptroller and Auditor General of India 

within 60 days from the date of incorporation and in case of failure to do so, the 

Board shall appoint auditor within next 30 days and on failure to do so by Board of 

Directors, it shall inform the members, who shall appoint the auditor within 60 days 

at an extraordinary general meeting (EGM), such auditor shall hold office till 
conclusion of first Annual General Meeting. 

In case of subsequent auditor for existing government companies, the Comptroller 

& Auditor General of India shall appoint the auditor within a period of 180 days 

from the commencement of the financial year and the auditor so appointed shall 
hold his position till the conclusion of the Annual General Meeting.        (3.5 MARKS) 

       (ii) The situation as stated in the question relates to the creation of a casual 

vacancy in  the office of an auditor due to resignation of the auditor before the 

AGM in case of a company other government company. Under section 139 (8)(i) 
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any casual vacancy in the office of an auditor arising as a result of his resignation, 

such vacancy can be  filled by the Board of Directors within thirty days thereof and 

in addition the appointment of the new auditor shall also be approved by the 
company at a general meeting convened within three months of the 

recommendation of the Board and he shall hold the office till the conclusion of 
the next annual general meeting.                        (1.5 MARKS) 
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