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Trend Analysis 

Paper 4: Corporate & Economic Laws                                                                                             Past Papers 

Sr 

no. Subject May-18 Nov-18 May-19 Nov-19 Nov-20 Jan-21 Dec-21 

Total 

Marks Average 

1 

Appointment and 

Qualifications of 

Directors 12 20 16 20 12 4 3 84 14 

2 

Appointment and 

remuneration of 

Managerial 

Personnel - 12 - - 8 8 10 28 5 

3 

Meetings of Board 

and its powers 20 - 10 10 6 14 8 60 10 

4 

Inspection, inquiry 

and Investigation - 12 - 4 - 4 4 20 3 

5 

Compromises, 

Arrangements and 

Amalgamations 8 - 4 4 7 - 4 23 4 

6 

Prevention of 

Oppression and 

Mismanagement - 3 4 - - 4 - 11 2 

7 Winding Up 6 - 8 4 4 - 4 22 4 

8 

Companies 

incorporated outside 

India 2 8 - 8 - 8 4 26 4 

9 

Miscellaneous 

Provisions 14 - 8 - 8 4 4 34 6 

10 

Compounding of 

offences, 

Adjudication, Special 

Courts - 2 - - 4 - - 6 1 

11 

National Company 

Law Tribunal and 

Appellate Tribunal 15 8 - - - 4 4 27 5 

12 

Corporate Secretarial 

Practice–Drafting of 

Notices, Resolutions, 

Minutes and Reports - - - - - - - - - 

13 

The Securities 

Exchange Board of 

India Act, 1992 - 6 4 4 4 4 8 22 4 

14 

The Foreign 

Exchange 

Management Act, 

1999 6 6 - - 3 3 6 18 3 

15 

The Prevention of 

Money Laundering 

Act, 2002- 2 6 9 9 9 9 9 44 7 

16 

Foreign Contribution 

Regulation Act, 2010 2 6 6 6 3 3 4 26 4 

17 

The Arbitration and 

Conciliation Act, 

1996- 3 3 - - 3 3 3 12 2 
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18 

The Insolvency and 

Bankruptcy Code, 

2016- 10 10 9 9 9 9 9 56 9 
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Trend Analysis 

Paper 4: Corporate & Economic Laws                                                                     Mock Test Papers 

Sr 

No. Subject 

Mar-

2018 

Oct-

2018 

Nov-

2018 

Mar-

2019 

Apr-

2019 

Nov-

2019 

Jul-

2020 

Oct-

2020 

May-

2021 

Apr-

2021 

Oct-

2021 

Nov-

2021 

Mar-

2022 

Total 

Marks Aver.  

               

1  

 Appointment 

and 

Qualifications of 

Directors  

              

20  

               

-    

              

12  

               

7  

              

16  

              

10  

              

10  

               

8  

               

8  

              

18  

               

8  

               

8  

              

20  

              

89  

              

10  

               

2  

 Appointment 

and 

remuneration of 

Managerial 

Personnel  

               

-    

               

8  

               

8  

               

8  

               

8  

               

8  

              

12  

               

8  

              

10  

               

-    

               

6  

               

-    

               

-    

              

70  

               

8  

               

3  

 Meetings of 

Board and its 

powers  

               

8  

              

20  

               

8  

              

11  

               

4  

              

10  

              

14  

               

6  

               

1  

              

12  

              

15  

              

10  

              

16  

              

86  

              

10  

               

4  

 Inspection, 

inquiry and 

Investigation  

               

7  

               

8  

               

-    

               

9  

               

-    

               

2  

               

-    

               

4  

               

8  

               

6  

               

1  

              

10  

               

-    

              

37  

               

4  

               

5  

 Compromises, 

Arrangements 

and 

Amalgamations  

               

3  

               

7  

               

3  

               

2  

               

1  

               

-    

               

5  

               

-    

               

2  

               

3  

               

2  

               

9  

               

3  

              

23  

               

3  

               

6  

 Prevention of 

Oppression and 

Mismanagement  

               

5  

               

-    

              

12  

               

2  

               

8  

               

8  

               

3  

               

9  

               

-    

               

8  

               

-    

               

1  

              

18  

              

50  

               

6  

               

7   Winding Up  

               

6  

               

2  

               

-    

               

5  

               

9  

               

2  

               

3  

               

8  

              

18  

               

1  

               

8  

              

18  

               

-    

              

48  

               

5  

               

8 

 Companies 

incorporated 

outside India  

               

2  

               

-    

               

2  

               

6  

               

8  

               

7  

               

6  

               

9  

               

8  

               

8  

               

8  

               

9  

               

2  

              

54  

               

6  

              

9  

 Miscellaneous 

Provisions  

               

8  

               

8  

              

10  

               

5  

               

4  

              

12  

               

9  

               

8  

               

3  

               

9  

              

16  

               

1  

               

8  

              

68  

               

8  

              

10  

 Compounding 

of offences, 

Adjudication, 

Special Courts  

               

2  

               

4  

               

-    

               

8  

               

-    

               

3  

               

4  

               

4  

               

-    

               

1  

               

2  

               

-    

               

2  

              

24  

               

3  

              

11  

 National 

Company Law 

Tribunal and 

Appellate 

Tribunal  

               

8  

               

8  

               

8  

               

-    

               

-    

               

-    

               

-    

               

-    

               

-    

               

2  

              

10  

               

-    

               

-    

              

18  

               

2  

              

12  

 Corporate 

Secretarial 

Practice–
Drafting of 

Notices, 

Resolutions, 

Minutes and 

Reports  

               

-    

               

-    

               

-    

               

-    

               

8  

               

-    

               

-    

               

4  

               

4  

               

-    

               

-    

               

4  

               

2  

              

16  

               

2  

              

13  

 The Securities 

Exchange Board 

of India Act, 

1992  

               

9  

              

12  

               

3  

              

10  

               

8  

               

8  

               

6  

               

8  

               

-    

               

-    

               

8  

              

14  

               

8  

              

55  

               

6  
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14  

 The Foreign 

Exchange 

Management 

Act, 1999  

               

6  

               

9  

               

7  

               

8  

              

10  

               

5  

               

4  

               

8  

               

9  

               

1  

               

9  

               

8  

               

7  

              

61  

               

7  

              

15  

 The Prevention 

of Money 

Laundering Act, 

2002-  

               

6  

               

6  

               

6  

               

9  

              

10  

              

12  

               

9  

               

9  

               

9  

              

10  

               

6  

               

7  

              

10  

              

80  

               

9  

              

16  

 Foreign 

Contribution 

Regulation Act, 

2010  

               

6  

               

6  

               

3  

               

6  

               

-    

               

3  

               

5  

               

2  

               

-    

               

1  

               

-    

               

1  

               

1  

              

26  

               

3  

              

17  

 The Arbitration 

and Conciliation 

Act, 1996-  

               

3  

               

3  

               

6  

               

2  

               

6  

               

4  

               

3  

               

-    

               

-    

               

7  

               

5  

               

4  

               

7  

              

31  

               

3  

              

18  

 The Insolvency 

and Bankruptcy 

Code, 2016-  

               

9  

               

9  

               

9  

              

13  

              

11  

              

12  

              

10  

              

12  

              

12  

              

10  

              

10  

              

10  

              

10  

              

98  

              

11  
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CA Final 
Paper 4-Corporate & Economic Laws 

How to study the Most Asked Chapters?  

    
 

In Paper 4 there are a few important tips and types of questions you must practice which will help you 

pass the exam with flying colors. The best practice material is RTP, MTP and Past Papers as the 

questions are drafted in the same way as your examinations.  

 

 

 

Here is a list of the Chapters in Paper 4- Corporate & Economic Laws 

 

Appointment and Qualifications of Directors- 14 marks 

 

1. Very interesting and easily retentive chapter. Easy to understand & High Weightage makes 

this chapter a must do. 

2. Only conceptual clarity is not enough. Style of writing answers is very important. Practice 

maximum ICAI materials (RTP, MTP and Past papers) to master this. 

3. Quote section numbers and case scenarios to impress the examiners.  

4. Quote section numbers ONLY if you know them.  

5. Following are the important Sections- 

• SA 152- Appointment of Directors 

• Sec 164- Disqualifications for Appointment of Directors 

• Sec 149- Independent Directors 

• Sec 167- Vacation of Office of Director 

• Removal of Directors 

 

  

Meetings of Board and its powers- 11 marks 

https://thevivitsu.com/blogs
https://thevivitsu.com/structure_view?id=7&cour_id=4


 

To read more blogs visit our  Website. 

 

1. This is a lengthy chapter and it can get confusing. Make your own notes for quick revision. 

2. Use Highlighters to mark important lines and words. In revision only glance through such 

phrases and words. 

3.  If you do not know the sub-sections its fine, quote the main section. 

4. The Following types of questions are popular in 

• Sec 174- Quorum for meeting of Board 

• Sec 179- Powers of the Board 

• Sec 185- Loan to Directors 

• Sec 188- Related Party Transactions 

 

The Prevention of Money Laundering Act, 2002- 7 marks 

1. This is one of the most asked chapters from the Allied Laws Section 

2. It is short and easy to understand.  

3. This chapter can be done with 100% accuracy. Its almost asked in all past papers. 

4. The following types of questions are asked in exams- 

• Attachment, Adjudication & Confiscation 

• Punishment for the Offence of Money Laundering 

• Appellate Tribunal 

• Recovery of Fine or Penalty 

 

The Insolvency and Bankruptcy Code, 2016- 9 marks  
1. Almost fixed weightage of 10 marks. High Weightage against the number of pages you must 

study. 

2. Usually, scenario-based questions are asked.  

3. This is a process-based chapter. Make notes or short pointers in each section. Also making 

Flowcharts for this chapter will help reduce the confusion regarding the next step. 

4. The number of sections are few so remembering them are a must. 

5. Case studies for this chapter are very important. Advantage is the number of case studies are 

less as this chapter is recently introduced. 

6. Important types of questions- 

• Initiation of insolvency resolution process 

• Declaration of moratorium period 

• Committee of Creditors 

• Fast track insolvency resolution 

  

Miscellaneous Provisions- 6 marks  
1. Usually skipped by students which is a very big mistake. 

2. If time doesn’t permit, then study only the important sections from this chapter 

3. Important questions from this chapter- 

• Removal of Name of Company from the Register of Companies 

• Powers of Valuer 

•  Documenting the Audit Plan 

• Section 447- Punishment for Fraud 

• Sec 455- Dormant Company 

These Chapters mentioned here are a must do. Even during revision, ABC Analysis should be followed, 

and sufficient time should be allocated to these Chapters. 

Hope this blog helps you in studying for CA Final 
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1.1 

Chapter 1  

 Appointment and Qualifications of Directors 

Question 1 

Sunila Interior Decorators and Furnishers Limited which has not accessed the  primary market so far, is 

required  to appoint whole-time Key Managerial Personnel  (KMPs)  in view of the fact that it has 

surpassed the threshold limit which necessitates such appointment.  Out of the three whole-time KMPs 

which it is obligated to keep on roll, it has already appointed a Managing Director (MD) and a Company 

Secretary. From the given options, choose the third KMP which needs to be appointed by the company 

under the given circumstances. 

(a) Chief Executive Officer (CEO) 

(b) Chief Financial Officer (CFO) 

(c) Whole-time Director (WTD) 

(d) Chief Manager (CM) (Nov 19) 

Answer 1 

The answer is (b). 

 

Question 2 

Broadway Infrastructure Limited entered  into a contract with Royal  forgings,  in which wife  of Mr. 

Patrick, a director of the company is a partner. The contract is for supply of certain components by the 

firm for a period of three years with effect from 1st September, 2018 on credit basis. Explain the 

requirements under the Companies Act, 2013, which should have been complied with by Broadway 

Infrastructure Limited before entering into contract with Royal forgings. 

What would be your answer in case Royal forgings is a private  Limited company in which wife of Mr. 

Patrick is holding shares? (Nov 19) 

Answer 2 

The contract for supply of components entered into between Broadway  Infrastructure Limited and 

Royal forgings, a partnership firm (in  which wife of  Mr.  Patrick,  a director  of the company is a partner) 

attracts Section 184,188 and 189 of the Companies Act, 2013. 

As per Section 188, company cannot enter into contract with firm for supply or purchase of goods or 

material where director of company or his relative is partner of  firm  without approval of Board of 

directors at board meeting. As per Section 184, interested  directors must disclose his interest at board 

meeting at which said business is to be discussed. Interested directors should not take part in the 

discussion or voting at board meeting. If he does vote, his vote shall not be counted. In case of Private 

limited Company interested director can participate in the board meeting after disclosure of interest. 

As per Section 189, prescribed particulars of the contract must be entered into the  Register of Contract 

in which directors are interested in Form MBP-4. Every entry made in Register should be authenticated 

by Company Secretary of company or any other person authorized by Board. After each entry in the 

register, it shall be placed before the next board meeting and shall be signed by all the directors present 

thereat. 



 

Chapter 1 Appointment and Qualifications of Directors 

 

1.2 

Based upon discussion of the above provisions: 

If the value of the contract or transaction is exceeded than limit specified, prior approval of shareholders 

is required to be obtained. Question does not suggest value of transaction. Assuming that it is within 

limits specified under the Act, consent of shareholders is not required. 

If Royal forgings is a private limited company: The provision of Section 188 are applicable to it. As the 

directors wife (i.e Patrick’s wife) is member of Royal forgings private limited. 

Section 184 is not applicable as Mr. Patrick, director of Broadway Infrastructure Limited is neither 

director nor holding any shares in Royal Forgings  Private  Limited. Shares  held by Mr. Patrick's wife are 

not to be considered. Hence the provisions of Section 184 are not attracted. 

 

Question 3 

The Board of Directors of the Universal Ltd. which is an MNC comprised of directors who were Indian 

as well as of Foreign Nationals. Mr. “X”, who is a Director on the Board is very often on business tour 

abroad. He approached you being legal expert of the company to know from you the regulatory 

provisions of the Companies Act, 2013 relating to appointment of Alternate Directors. 

Examine the following situations and advise suitably, Mr. X referring to the provisions of  the 

Companies Act, 2013. 

(a) Number of directors for which a person can be appointed as an alternate director. 

(b) Where an alternate director is appointed in place of a director whose term is indefinite, then, 

what will be the tenure of such alternate director? 

(c) Can an Executive Director/Whole Time Director/Managing Director appoint alternate directors? 

(Nov 20) 

Answer 3 

(a) According to Section 161(2) of the Companies Act, 2013, the Board of Directors of a company 

may, if so authorised by its articles or by a resolution passed by the company in general meeting, 

appoint a person, not being a person holding any alternate directorship for any other director in 

the company or holding directorship in the same company, to act as an alternate director for a 

director during his absence  for a period of not less than three months from India. 

According to section 165, no person shall hold office as a director, including any alternate 

directorship, in more than twenty companies at the same time.  However,  the maximum number 

of public companies in which a person can be appointed as a director shall not exceed ten. 

Hence, in the instant case, a person can be appointed as an alternate director for  only one 

director in the same company but maximum twenty different companies. 

As per amendment 

In section 165 of the principal Act, in sub-section (1), the Explanation shall be renumbered as 

Explanation I and after Explanation I as so numbered, the following Explanation shall be 

inserted, namely:— 

"Explanation II.—For reckoning the limit of directorships of twenty companies, the 

directorship in a dormant company shall not be included." 

(b) According to second proviso to section 161(2), an alternate director shall not hold office for a 
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period longer than that permissible to the director in whose place he has been appointed and 

shall vacate the office if and when the director in whose place he has been appointed returns to 

India. 

Third proviso says that if the term of office of the original director is determined before he so 

returns to India, any provision for the automatic re-appointment of retiring directors in default of 

another appointment shall apply to the original, and not to the alternate director. 

Hence, in the instant case, the alternate director shall hold office till the time original director 

returns to India. 

As per amendment 

in sub-section (2), after the words "alternate directorship for any other director in the 

company", the words "or holding directorship in the same company" shall be inserted; 

(c) As per section 161(2), the Board of Directors of a company may, if so authorised by  its articles or 

by a resolution passed by the company in general meeting, appoint a person, not being a person 

holding any alternate directorship for any other director in the company or holding directorship 

in the same company, to act as an alternate director for a director during his absence for a period 

of not less than three months from India. 

From the above provision, it is clear that an alternate director can be appointed for any director 

by the board of directors and not by an Executive Director/Whole Time Director/Managing 

Director for themselves. 

As per amendment 

in sub-section (2), after the words "alternate directorship for any other director in the 

company", the words "or holding directorship in the same company" shall be inserted; 

 

Question 4 

ABC Ltd. is incorporated in December, 2010 under the Companies Act, 1956. For the year ended on 

31st March, 2020 and 31st March, 2021, the financial and other relevant information of the company 

were as under: 

(` in crores) 

Particulars 31.03.2020 31.03.2021 

(a) Paid-up capital 8 18# 

(b) Reserves 16 6 

(c) Turnover 75 98 

(d) Borrowings from Banks /FIs 

(The sanctioned limit is 60 crores rupees) 

50 45 

(e) No. of directors 10 10 

# Part amount of the Reserves was capitalised, by issue of Bonus shares 

during the FY 2020-21 

The Company Secretary apprised the Board, of requirement of appointment of Independent Director 

(ID). Few candidates were shortlisted, out of which 2 candidate were nominated and got approval of 

the shareholders in the General Meeting. The appointment of both the IDs were approved for a 

tenure of one year only. 

Enumerate in the given situation, the following issues in the light of the Companies Act, 2013: 
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(A) Whether ABC Ltd. was required to appoint Independent Director (ID) based on the 

information as on 31st March, 2020. 

(B) In the given case, the tenure of the appointment of both the IDs is for one year only. 

Comment upon the validity of the term of appointment of the Independent Directors. 

(Nov ’21) 

Answer 4 

(A) As per Section 149 read with the Rule 4(1)(iii) of the Companies (Appointment and 

Qualifications of Directors) Rules, 2014, which provides that the following class or 

classes of companies shall have at least two directors as independent directors – 

(i) the Public Companies having paid-up share capital of ten crore rupees or more; 

or 

(ii) the Public Companies having turnover of one hundred crore rupees or more; or 

(iii) “the Public Companies which have, in aggregate, outstanding loans, debentures 

and deposits, exceeding fifty crore rupees”. 
Here, the words used in the law is ‘exceeding 50 crore rupees’, whereas the banks 
borrowings in the given case is only ` 50 crore and not exceeding  ̀50 crore. Hence, no 

need to appoint ID on the basis of information as on 31 st March, 2020. 

Further, the words used in the said Rule is ‘Outstanding Loans’ and not the ‘Sanctioned 
limit’. The limit is ` 60 crore, but the outstanding loans is only ` 50 crore. 

Therefore, in line with the stated legal provision, there is no need to appoint 

Independent Directors as on 31/3/2020. 

(B)  According to Section 149(10) read as ‘Subject to the provisions of section 152, an 
independent director shall hold office for a term up to five consecutive years on the 

Board of a company, and shall be eligible for re-appointment on passing of a special 

resolution by the company and disclosure of such appointment in the Board's report. 

Further, Vide MCA General Circular No. 14/ 2014 dated 9th June, 2014, under  Para 

(iii) Section 149(10), it has been clarified that section 149(10) of the Act provides for a 

term of “upto five consecutive years” for an ID. As such while appointment of an ID for 

a term of less than five years would be permissible, appointment for any term (whether 

for five years or less) is to be treated as a one  term under section 149(10). 

Therefore, the tenure of the appointment of both the IDs for one year only, will be 

considered as valid. 

 

 



 

Chapter 1 Appointment and Qualifications of Directors 

1.1 

 

Chapter 1 

Appointment and Qualifications of Directors 

Question 1 

Srishakti Homecare Limited, incorporated on 30th October, 2018, has ten subscribers to the 

Memorandum out of which two are private limited companies and remaining individuals.  

However, there is no mention in any of the documents as to who shall be the first directors.  

Advise the company regarding the appointment of first directors who shall manage the affairs of 

the company. 

(a) All the subscribers to the Memorandum shall be deemed to be the first directors. 

(b) The two private limited companies being subscribers to the Memorandum shall decide as 

to who shall be the first directors. 

(c) All the individual subscribers to the Memorandum shall be deemed to be the first directors. 

(d) As the company requires minimum three directors, the eight individual subscribers shall  

choose two from among themselves and one shall be chosen by the two private limited 

companies from among themselves. ( 1 Mark ,Mar-2019) 

Answer 1 

The answer is (c). 

 

Question 2 

State the legal positions as to the valid appointment of the directors in the given situations in the light 

of the Companies Act, 2013- 

i. Shiksham Ltd. was formed for prompting the girls education with 15 directors in its Board. Due 

to expansion of its objective at large scale, the company increased the strength of its directors 

to 20 without passing SR. 

ii. Mr. Kabir was appointed as an alternate director on behalf of Mr. Robert, as Mr. Robert goes 

abroad and comes back to India temporarily and leaves country again. 

 PQR Ltd., who failed to file a financial statement in previous financial year 2017- 2018, 

appointed Mr. Khurana as a director in July 2018. (6 Marks, Mar-19) 

Answer 2 

i.  As per section 149(1) of the Companies Act, 2013, every public company must have at least 

three directors. A private limited company should have minimum two directors. A one-person 

company (OPC) will have minimum one director. Maximum directors can be 15. Maximum 

number of directors can be increased beyond 15 by passing a special resolution. 

However, MCA vide Notification dated 5-6-2015 issued under section 462 of Companies Act, 

2013, the upper limit of 15 directors is not applicable to section 8 (licensed i.e. non-profit) 

companies. 

Therefore, increase in the strength of directors to 20 in the Shiksham Ltd. without passing SR is 

valid. 
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ii. As per section 161(2) of the Companies Act, 2013, the alternate director will vacate his office as 

soon as the foreign director comes to India. Thus, return of Original director (Mr. Robert) to 

India would serve. However, if Mr. Robert goes abroad and comes back to India temporarily and 

leaves country again, thus, becoming unable to transact business, alternate director (Mr. Kabir) 

would continue for such temporary period. 

iii. As per section 164(2) of Companies Act, 2013, PQR Ltd. is a defaulted company as it failed to 

filed financial statement in the financial year 2017-2018. If a company is a defaulting company, 

any person appointed as director immediately, as per the amendment w.e.f. 7.5.2018, will not 

be disqualified for first six months after joining i.e., from date of his appointment. Hence the 

appointment of Mr. Khurana as a director is valid until January 2019. 

 

Question 3 

All the three directors of Cygnus Wires Limited generally remain out of India for developing 

connections and securing business opportunities on behalf of the company. However, the company 

must strictly follow the legal requirement that  at least  one of  its directors must stay  for the 

specified statutory  period  in India. To reckon as ‘resident director’ for the financial year 2018-19, 

advise the company as to which period spent in India by Jennifer shall count towards statutory 

period. 

(a) Period spent in India during the previous financial year2017-18. 

(b) Total of fifty percent each of the period spent in India during the financial year 2016 -17 and 

2017-18. 

(c) Period spent in India during the financial year2018-19. 

(d) Total of fifty percent each of the period spent in India during the financial year 2017 -18 and 

2018-19. (2 Marks, Oct-19) 

Answer 3 

The answer is (c). 

  

Question 4 

Rachna, Ridhdhi, Ruby and Rakhi are directors in Zippona Tours and Travellers Private Limited 

whose equity shares are partly paid-up. The company required the shareholders to make payment 

of Rs. 3 per share (FV Rs. 10 per share) being the final call in respect of shares held by them latest 

by 30th  June,  2018. As director, Ruby held individually 2,00,000 shares and also at the same time 

held jointly 1,00,000 shares along with her brother Rajesh whose name appeared first in the 

Register of Members. In respect of 2,00,000 shares held individually by her, Ruby duly made the 

payment  before  the  last date; however, in respect of joint shareholding of 1,00,000  shares,  

Rajesh was unable to  make payment  even  though  six months also expired from the last day i.e. 

30th June, 2018. Advise whether Ruby incurs any disqualification regarding her directorship in the 

company. 

(a) Since Rajesh’s name appears first in the Register of Members, he is primarily responsible 

for making payment and therefore Ruby incurs no disqualification regarding her 

directorship in the company for non-payment of required amount in respect of joint 
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shareholding; moreover, she has already discharged her liability in respect of shares 

individually held by her. 

(b) In case of joint shareholding, if Ruby earlier made payment of Rs. 7 per share from her 

personal bank account then she is also liable to pay Rs. 3 per share before the expiry of six  

months from the last date of payment i.e. 30th June, 2018; otherwise she is disqualified to 

be a director in the company irrespective of discharging her liability in respect shares 

individually is held by her. 

(c) In case of joint shareholding, Ruby as director is equally liable to get the  payment  made 

similar to her individual shareholding before the expiry of six months from the last date of 

payment i.e. 30 th June, 2018; otherwise she is disqualified to be a director in the company. 

(d) In case of joint shareholding, Ruby as director is liable to get the payment  made in  respect 

of  50% of the joint holding and if that is done before the expiry of six months from the last 

date of payment 

i.e. 30
th June, 2018, she incurs no disqualification regarding her directorship in the company 

irrespective of whether the remaining 50% is received by the company or not. (2 Marks  

Oct-19) 

Answer 4 

The answer is (c). 

 

Question 5 

Eternal Ltd., a wholly owned government company consisting of 10 directors in its Board with the 

subsidiary company, Evergreen Ltd., having 9 directors in its board. Referring to the provisions of 

the Companies Act, 2013, examine the following situations: 

(i) Number of directors liable to retire by rotation in Eternal Ltd. at an AGM. 

(ii) Number of directors liable to retire in Evergreen Ltd. 

(iii) What will be the legal situation in case Eternal Ltd. is a listed Government Company? (6 

Marks , Oct-19) 

Answer 5 

Section 152(6) of the Companies Act, 2013 specifies the legal provision as to the retirement of  

directors by rotation of public company . According to the said provision, out of retiring directors, 

1/3rd of directors must retire every year.  However, as per amendment to the Companies Act, 2013, 

by MCA vide Notification No. 463(E) on 13/6/17, the government companies are exempted from 

the applicability of Section 152(6) and 152 (7) of the Act. Accordingly, a Government company, 

which is not a listed company, in which not less than fifty-one per cent of paid up of share capital 

is held by the Central Government, or by any State Government or Governments or by the Central 

Government and one or more State Governments; and a subsidiary of a Government company, 

referred above, the provision as to retirement by rotation is not applicable. (as per amendment) 

Following are the answers in the light of the stated provisions: 

(i) Since Eternal Ltd. is a wholly owned Government Company (other than listed company), 

so section 152(6) in given circumstances is not applicable. None of the directors of 
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Eternal Ltd. will be retired by rotation under section 152(6). 

(ii) Since Evergreen Ltd. is a subsidiary company of Eternal Ltd. so retirement by rotation is 

also not applicable here. None of the directors of Evergreen Ltd. will be retired by 

rotation under section 152(6). 

(iii) In case Eternal Ltd. is a listed Government Company, then section 152(6) will be applicable 

presuming that a company has not committed a default in filing its financial statements 

under Section 137 or Annual Return under Section 92 with the Registrar. According to it, 

the Eternal Ltd will be treated as a public company, with 10 directors in its Board, 3 can 

be non-retiring and out of 7 retiring directors, 2 must retire every year. 

 

Question 6 

Prince Ltd. desires to appoint an additional director on its Board of directors. The Articles of the 

company confer upon the Board to exercise the power to appoint such a director. As such Mr. 

Mantri is appointed as an additional director. In the light of the provisions of the Companies Act, 

2013, examine: 

(i) Whether Mr. Mantri can continue as director if the annual general meeting of the company is 

not held within the stipulated period and is adjourned to a later date? 

(ii) Can the power of appointing additional director be exercised at the Annual General Meeting by 

the members? 

(iii) As the Company Secretary of the company what checks would you make after Mr. Mantri is 

appointed as an additional director? ( 6 Marks ,May-20) 

Answer 6 

Section 161 (1) of the Companies Act, 2013 provides that the articles of association of a company 

may confer on its Board of Directors the power to appoint any person, other than a person who fails 

to get appointed as a director at the general meeting, as an additional director at anytime and such 

director will hold office upto the date of the next annual general meeting or the last date on which 

such annual general meeting should have been held, whichever is earlier. 

Accordingly, following are the answers- 

Mr. Mantri cannot continue as director till the adjourned annual general meeting, since he can hold 

the office of directorship only upto the date of the next annual general meeting or the last date on 

which the annual general meeting should have been held, which ever is earlier. Such an additional 

director shall vacate his office latest on the date on which the annual general meeting should have 

been held under Section 96 of the Companies Act, 2013. He cannot continue in the office on the 

ground that the meeting was not held or it could not be called within the time prescribed. 

(i) The power to appoint additional directors vests with the Board of Directors and not with 

the members of the company. The only condition is that the Board must be conferred such 

power by the articles of the company. 

(ii) As a Company Secretary, I would put the following checks in place in respect of Mr. Mantri’s 
appointment as an additional director: 

(a) He must have got the Directors Identification Number (DIN). 

(b) He must furnish the DIN and a declaration that he is not disqualified to become a 

director under the Companies Act, 2013. 

(c) He must give his written consent in Form DIR-2 on or before his appointment as 
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director and such consent stands filed with the Registrar within 30 days of his 

appointment. 

(d) His appointment is made by the Board of Directors. 

His name is entered in the statutory records as required under the Companies Act, 2013 

 

Question 7 

“Allotment of shares by the directors of the company by which the existing majority is reduced 

to minority.” As per provisions of the Companies Act, 2013, the above act of the company 

should be classified as……...? (1 Mark , Oct-20) 

(a) Oppression 

(b) Mismanagement 

(c) Material change in the company 

(d) All of the above 

Answer 7 

The answer is (a). 

 

Question 8 

Examine the following situations in the light of the relevant provision of the Companies Act, 2013: 

The Board of Director of ABC Ltd. declared interim dividend for the current financial year 2020-

2021. The proposal of dividend declaration was accepted at the meeting and dividend was 

declared. However, due to some reasons, the company failed to pay the dividend to the 

shareholders within prescribed period. Mr. Futuristic, a director on the board of this company, had 

offer of appointment in other company PQR Ltd. He wishes to take up the post in the appointed 

company. Discuss on the appointment of Mr. Futuristic in PQR Ltd. ( 4 Marks ,Oct-20) 

Answer 8 

Section 164 talks about the disqualifications of directors under the Companies Act, 2013. In 

specific, sub-section (2)(b) of the said section, no person who is or has been a director of a company 

which has failed to pay any dividend declared and such failure continues for one  year or more, 

shall not be eligible to be re-appointed as a director of that company or appointed in other 

company for a period of 5 years from the date on which the defaulted company fails to do so. 

Mr. Futuristic, a director on the board of ABC Ltd., had offer of appointment in other company PQR 

Ltd. He wishes to take up the post in the other company. In view of above stated provision, since 

Mr. futuristic was a director in a company which failed to pay dividend even after 1 year of 

declaration and so was a defaulted company. Therefore, he cannot be appointed in PQR Ltd. 

 

Question 9 

Mr. Ramakant, the non-independent director of Superb Industries Limited (SIL) is planning to go 

abroad for 4 months for resolving of some family issues related to her daughter. The Board of 
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Directors of SIL proposed to appoint Mr. Subh as an alternate director in the company in place of 

Mr. Ramakant. 

Following were the legal issues in the given situation: 

(1) Mr. Subh does not satisfy the eligibility criteria to become Independent Director of SIL as  

given under section 149(6) of the Companies Act,2013. 

(2) Mr. Ramakant returned to India within 2 months before the scheduled arrival. 

(3) Mr. Subh (in addition to Mr. Ramakant), to be included in the "total number of directors" 

used for calculating rotational directors under sec 152(6). 

Examine in the given scenario, the aforementioned legal issues in the light of the Companies Act, 

2013. (8 Marks, March-21) 

Answer 9 

As per Section 161(2) of the Companies Act, 2013, the Board of Directors of a company may, if so 

authorized by its articles or by a resolution passed by the company in general meeting, appoint a 

person, not being a person holding any alternate directorship for any other director in the 

company, to act as an alternate director for a director during his absence for a period of not less 

than three months from India. 

Provided that no person shall be appointed as an alternate director for an independent director 

unless he is qualified to be appointed as an independent director under the provisions of this Act. 

Provided further that an alternate director shall not hold office for a period longer than that 

permissible to the director in whose place he has been appointed and shall vacate the office if and 

when the director in whose place he has been appointed returns to India. 

Provided also that if the term of office of the original director is determined before he so returns to 

India, any provision for the automatic re-appointment of retiring directors in default of another 

appointment shall apply to the original, and not to the alternate director. 

In the above question, Mr. Ramakant was going abroad for personal cause of family issue related 

his daughter, does not effect on the appointment of alternate director. Even if Mr. Subh does not 

satisfy the eligibility criteria to become Independent Director of SIL, it does not affect on his 

appointment as Alternate Director because Mr. Ramakant, the original director is also not an 

Independent Director. Since Mr. Ramakant has returned to India within 2 months before his 

scheduled arrival, Mr. Subh shall vacate the office on return of Mr. Ramakant (Original Director) to 

India. 

Therefore, Mr. Subh can be appointed as alternate director of SIL and he shall vacate his office on 

returning of Mr. Ramakant to India. The alternate director, Mr. Subh, shall not be included in the 

“total number of directors” for the purpose of section 152(6), as alternate director is holding 

alternate directorship in place of the original director. Further as per the above provisos given 

under section 161(2), it is clearly stated that if the term of office of the original director is 

determined before he so returns to India, any provision for the automatic re-appointment of 

retiring directors in default of another appointment shall apply to the original, and not to the 

alternate director. For this very purpose, Mr. Subh, will not be included in the “total number of 

directors” as rotational director under section 152(6) of the Companies Act, 2013. 
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Question 10 

 (A) The Petitioners were directors in NPP Limited. Due to default in NPP Limited under section 

164(2)(a) of the Companies Act, 2013 on the account of non-filing of financial statements for 

continuous period of three financial years, the said Petitioners were disqualified to be as 

director in one or the other companies. 

They came for the legal counselling against their holding of disqualifications as directors in order 

to challenge before the Tribunal. Following were the position of the petitioners: One of the 

petitioner, Mr. X, was also holding directorship in GPS Ltd. and CDM Ltd. Whereas the 

petitioner, Mr. Y was appointed one month before in NPP Ltd.. Whereas Petitioner, Mr. Z, was 

within a year of commission of default, offered directorship by RSM Ltd. 

Advise, in the light of the given facts, the following legal issues: 

(a) On the validity of attracting of disqualification of Petitioners in NPP Ltd. and vacation 

of their directorship. 

(b) What will be consequences of default caused in NPP Ltd. on the holding of Mr. X’s 
directorship in GPS Ltd. and CDM Ltd. 

(c) On the validity of offered directorship to Mr. Z by RSM Ltd. 

(d) Legal position of Mr. Y who was appointed one month before, in NPP Ltd. (8 Marks 

April 21) 

Answer 10 

(A) As per the section 164 (2) of the Companies Act, 2013, no person who is or has been a 

director of a company which— 

(a) has not filed financial statements or annual returns for any continuous period of 

three financial years; or 

(b) has failed to repay the deposits accepted by it or pay interest thereon or to redeem 

any debentures on the due date or pay interest due thereon or pay any dividend 

declared and such failure to pay or redeem continues for one year or more, -shall be 

eligible to be re-appointed as a director of that company or appointed in other 

company for a period of five years from the date on which the said company fails to 

do so. 

Provided that where a person is appointed as a director of a company which is in 

default of clause 

(a) or clause (b), he shall not incur the disqualification for a period of six months from 

the date of his appointment. 

Further section 167 (1) of the Companies Act, 2013 states that the office of a director 

shall become vacant in case he incurs any of the disqualifications specified in section 

164. Provided that where he incurs disqualification under sub-section (2) of section 

164, the office of the director shall become vacant in all the companies, other than 

the company which is in default. 

Accordingly following are the answers to the questions: 

(a) In the given case, the petitioners have incurred disqualification under sub-section (2) 

of section 164, and falling under section 167, whereby the office of the directors shall 

become vacant in all the companies, except in the defaulted company. The 

petitioners, being disqualified under section 164(2) have to vacate the directorship in 

all the other companies except in NPP Ltd. 
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(b) On the basis of the section 167(1), Mr. X has to vacate directorship in GPS Ltd. and 

CDM Ltd. 

(c) Offer of directorship to Mr. Z by RSM Ltd. was within a year of commission of default, 

so it’s not valid. As per section 164(2), disqualified director shall not be eligible to be 
appointed in other company for a period of five years from the date on which the 

said company committed the default. 

(d) Petitioner, Mr. Y was appointed one month before in NPP Ltd. which is in default, he 

shall not incur the disqualification for a period of six months from the date of his 

appointment as he is freshly appointed. 

 

Question 11 

GSTL Ltd., a listed company, has total number of 20 directors on its board. Following is the 

composition given as under: 

6 directors are independent directors as per the provisions of the Companies Act, 2013, 

3 directors are nominee directors appointed by State Bank of India (the financial institution 

from whom GSTL has taken financial assistance) and 

2 directors are nominee directors appointed by Finance Limited to represent its interest (a 

financial institution with whom the company has long-term lease agreement of land). 

Advise Board of Director as to computation of total number of directors who are rotational 

directors and total number of directors who are liable to retire by rotation. (8 Marks April 21) 

Answer 11 

As per Section 152(6) of the Companies Act, 2013, unless the articles provide for the 

retirement of all directors at every annual general meeting, not less than two-thirds of the 

total number of directors of a public company shall be persons whose period of office is liable 

to determination by retirement of directors by rotation; and save as otherwise expressly 

provided in this Act, be appointed by the company in general meeting. 

The remaining directors in the case of any such company shall, in default of, and subject to 

any regulations in the articles of the company, also be appointed by the company in general 

meeting. 

Explanation— For the purposes of this sub-section, “total number of directors” shall not 
include independent directors, whether appointed under this Act or any other law for the time 

being in force, on the Board of a company. 

Any person appointed as a nominee director being nominated by any institution in pursuance 

of the provisions of any law or any agreement (financial institution that has been created by 

the Act of Parliament) cannot be considered as a director liable to retire by rotation. 

In the above question, Total number of Directors = 20 – 6 (Independent Directors) – 3 

(Nominee Directors appointed by State Bank of India) = 11 

The nominee directors appointed by Finance Limited to represent its interest (a financial 

institution with whom the company has long-term lease agreement of land) are not deducted 

from total number of directors because Finance Limited is not the financial institution set up 

under the Act of Parliament. 

Total number of directors who are rotational directors = 11*2/3 = 7.33= 8 (not less than 

2/3rd) Total number of directors to retire by rotation = 8*1/3 = 2.6=3 (nearest to 1/3rd) 
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Therefore, the total number of directors who are rotational directors and total number of 

directors who are liable to retire by rotation are 8 and 3 respectively. 

 

Question 12 

Mr. Jigar is a director of PQR Ltd., which had accepted deposits from public. The Financial 

position of PQR Ltd. declined which  resulted  in  failure  to  repay  the  deposits.  It  became due  

for  payment  on 10th April, 2017 and such repayment has not been made till 5th May, 2018. 

Another company JKL  Ltd. wants to appoint the said Mr. Jigar as its director at its annual general 

meeting to be held on 6 th August, 2018. State the correct statement as to the appointment of 

Mr. Jigar as a director of JKL Ltd. 

(a) Mr. Jigar can be appointed in JKL Ltd. as it is other than the defaulted company 

(b) Mr. Jigar cannot be appointed at all in JKL Ltd. or any other company. 

(c) Mr. Jigar will not be eligible to be appointed as a director of JKL  Ltd.  on the  scheduled 

AGM  but may be after expiry of five years from the date of default. 

(d) Mr. Jigar will not be appointed as a director of JKL Ltd. before 6 months from the date of 

default. (2 Marks, April ’19) 

Answer 12 

The Answer is (c) 

 

Question 13 

Diksha, a professional architect, had been approached by Newage Builders Limited – a company 

formed by her distant relatives but with whom she has good rapports – to accept the 

directorship in the company. However, she could not immediately agree to take the post of 

director, for she did not possess Director Identification Number (DIN). Accordingly, she applied 

for the DIN but her application was found to be incomplete and she received an e-mail on 3rd 

January, 2019 which directed her to rectify the defects by resubmitting the application. Advise 

Diksha regarding the latest date by which she must resubmit the application after fully rectifying 

it. 

(a) Latest  by 10th  January,  2019. 

(b) Latest  by 16th  January,  2019. 

(c) Latest by 18th January, 2019 

(e) Latest by 23rd January, 2019. (2 Marks, April ’19) 

Answer 13 

The Answer is (c) 

 

Question 14 

Rati holds 2,500 equity  shares  of Rs.  10 each (Rs.  5 paid up) in Uranus Glass Limited which is  

listed  on National Stock Exchange as well as Bombay Stock Exchange. In the same company her 

mother Rachna holds 2,000 equity shares on which Rs. 7 have been paid up. Her brother Ruchir 
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has also been allotted 3,000 equity shares by the Uranus but till date, similar to Rati, he has paid 

only Rs. 5  as application and allotment money. All the three claim to be small shareholders and 

want to participate in 

the process of appointing small shareholders’ directors. Advise them  whether they  could be 

categorized as small shareholders. 

(a) Only Rati is small shareholder and therefore, she can participate in the process of 

appointing  small shareholders’ directors. 
(b) Only Rachna is small shareholder and therefore, she can participate in the process of 

appointing small shareholders’ directors. 
(c) Only Ruchir is small shareholder and therefore, he can participate in the process of 

appointing small shareholders’ directors. 
(d) All the three are small shareholders and therefore, they can participate in the process 

of appointing small shareholders’ directors. (2 Marks ,April 19) 

Answer 14 

The Answer is (b) 

Question 15 

Mr. Raman is a managing director of SLR Ltd. He was proposed to be appointed as director in the 

same company. Mr. Raman got better opportunity and joined the other company “Alternate 
Ltd.”. He left  the office of managing director of SLR Limited. State the correct legal position as to 

holding of offices of Mr. Raman in the companies- 

(a) he will hold directorship both in SLR Ltd and Alternate Ltd. 

(b) He cannot hold office in Alternate Ltd. being employed as managing director in SLR Ltd. 

(c) He will validly hold all the designated offices in both SLR and Alternative Ltd. 

(d) He can hold directorship only in Alternate Ltd. (2 Marks , April 19) 

Answer 15 

The Answer is (d) 

 

Question 16 

State which is not a valid situation for the vacation of the office of director amongst the given: 

(i) When the directors  absents himself from 3  consecutive  meetings of Board  of Directors 

held during a period of 12 months 

(ii) Director entering into a contract in which he is uninterested 

(iii) Order disqualifying him as Director has been made by Court or NCLT 

(iv) If he is convicted by a Court of any offence, whether involving moral turpitude or 

otherwise, and sentenced to imprisonment for not less than 6 months. 

(a) (i) & (ii) 

(b) (ii) &(iii) 

(c) (iii) &(iv) 

(d) (i) &(iv)   (1 Mark , April 19) 
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Answer 16 

The Answer is (a) (i) & (ii) 

 

Question 17 

Mr. Rufftuff was appointed as a Managing Director in the  government  company, Constant  

Limited. He was of 70 years with good experience in the field of finance. He was appointed for 6 

years  .State  the correct statement as to term of appointment of Mr. Rufftuff in the said 

company: 

(a) He cannot be appointed at all 

(b) He can be appointed by passing special resolution for the period not exceeding 5 years 

(c) Central government may appoint on application of Board to him for the period of 5 years 

(d) He can be appointed by passing special resolution, or where no such special resolution is 

passed, appointed by the Central Government on an application made by the Board, for 

the  period  exceeding 5 years. (1 Mark , April 19) 

 

Answer 17 

The Answer is (d) 

Question 18 

On the ground of the conviction for an offence dealing with related party transaction, Mr. Gap 

was disqualified to hold the directorship in XYZ Ltd. His vacancy was filled up by Mr. Samarth  by 

the  Board as a director on 3rd April, 2018 which was subsequently approved by the members in 

the immediate next general meeting. Unfortunately Mr. Samarth expired on 15th  May,  2018  

after working about 40 days as a director. The Board now wishes to fill up the said vacancy by 

appointing Mr. Able in the forthcoming meeting of the Board. Advise the Board on the validity of 

the following appointments as per the provisions under the Companies Act, 2013. 

(i) Holding of Mr. Samarth in place of Mr. Gap 

(ii) Appointment of Mr.  Able  in place of Mr. Samarth (6 Marks April 19) 

Answer 18 

Section 161(4) of the Companies Act,  2013 provides  that  if the  office of any director appointed 

by  the company in general meeting is vacated before his term of office expires  in the normal 

course,  the resulting casual vacancy may, in default of and subject to any regulations in the 

articles of the company, be filled by the Board of Directors at a meeting of the Board which shall 

be subsequently approved by members in the immediate next general meeting.(as per 

amendment) 

Provided  that any person so appointed shall hold office only up to  the date up to  which the 

director  in whose place he is appointed would have held office if it had not been vacated. 

(i) In view of the  above  provisions,  in the  given  case, the appointment  of  Mr. Samarth in 

place of the disqualified director Mr. Gap was in order. In normal course, Mr.  Samarth 

could have held his office as director up to the date to which Mr. Gap would have held 

the same. 
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(ii) As per facts, Mr. Samarth expired on 15th May, 2018 and again a vacancy has arisen in the  

office of director owing to death of Mr. Samarth who was appointed by the board and 

approved by members to fill up the casual vacancy resulting from disqualification of Mr. 

Gap. Vacancy arising on the Board due to vacation of office by the director appointed to 

fill  a  casual vacancy  in the first place, does not create another casual vacancy as section 

161 (4) clearly mentions that such vacancy is created by the vacation of office by any 

director appointed by  the  company in general meeting. Hence, the Board cannot fill in 

the vacancy arising  from  the death of Mr. Samarth. So cannot appoint Mr. Able in the 

office of Mr. Samarth. 

(iii) The Board may however appoint Mr. Able as an additional director under section 161 (1) 

of the Companies Act, 2013 provided the articles of association authorises the board to 

do so,  in which case Mr. Able  will hold the office up to  the date of the next annual 

general meeting or the last date  on which the annual general meeting should have been 

held, whichever is earlier. 
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Chapter 1  

 Appointment and Qualifications of Directors 

Question 1 

Two (2) out of Ten (10) directors on the  board of XYZ  Limited  have  retired  by rotation  at  an 

Annual General Meeting. These two (2) vacancies or place of retiring  directors  is  not filled up 

and the meeting has also  not expressly  resolved  ‘not to  fill  the  vacancy’.  Since the AGM could 
not complete its business, it is adjourned to a later date. Neither place of retiring directors could 

be filled up at this adjourned meeting nor did the meeting expressly resolve 'not to fill the 

vacancy'. 

Analyze & apply relevant provisions of the Companies Act, 2013 and decide: 

(i) Whether in such a situation the retiring directors shall be deemed to have been reappointed 

at the adjourned meeting? 

(ii) What will be your answer in case at the adjourned meeting, the resolutions for 

reappointment of these directors were lost? 

(iii) Whether such directors can continue in case the directors do not call the Annual General 

Meeting? (8 Marks May ‘19) 

Answer 1 

In accordance with the provision of the Companies Act, 2013, as contained in section 152(7)(a) which 

provides that if at the  annual general meeting at  which a director  retires and the vacancy is not so 

filled up and the meeting has not  expressly  resolved  not  to  fill the vacancy, the meeting shall stand 

adjourned to same day in the next week, at the same time and place, or if that day is a national holiday,  

till  the  next succeeding day which is not a holiday, at the same time and place. 

Section 152(7)(b) further provides that if at the adjourned meeting also, the place of the retiring is not 

filled up and that meeting also has not expressly resolved not to  fill  the vacancy, the retiring director 

shall be deemed to have been re-appointed at the adjourned meeting, unless at the adjourned meeting 

or at the previous meeting a resolution for the reappointment of such directors was put and lost or he 

has given a notice in  writing addressed to the company and the Board of Directors expressing his 

desire not to be re- elected or he is disqualified. 

Therefore, in the given circumstances answer to the questions as asked shall be: 

(i) In the first case, applying the above  provisions,  the retiring directors shall be deemed to 

have been re-appointed. 

(ii) In the second case, where the resolutions for the reappointment of  the  retiring directors 

were lost, the retiring directors shall not be deemed to have been re- appointed. 

(iii) Section 152(6)(c) states that 1/3rd of the rotational directors shall retire at every AGM. 

They retire at the AGM and at its conclusion. Hence, they will retire as soon as the AGM 

is held. Further, as per section 96 (dealing with annual General Meeting) of the Companies 

Act, 2013, every company other than a One Person Company shall  in each year hold an 

Annual General Meeting. Hence, it  is necessary for  the  company  to hold the AGM, 

whereby these directors will be liable to retire by rotation. 

Further Section 97 states that, if any default is made in holding the annual general meeting of a 

company under section 96, the Tribunal may, on the application of any member of the company, call, 

or direct the calling of, an annual  general  meeting of the company. Such general Meeting shall be 

http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=17479
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deemed to be an annual general meeting of the company under this Act. 

 

Question 2 

M/s Bright Motors (P) Limited at the Annual General Meeting (AGM) held on 30.09.2016 appointed Mr. 

Anmol as a Non-Executive Director on the board of the  company for a period of three years. On 2nd 

October, 2017 Mr. Anmol suffered a severe heart failure and expired. The board of directors of the 

company on 16th October,  2017 appointed Mr.  Prateek  to  fill the casual vacancy so created. The 

appointment of Mr. Prateek was made for  a  term  of three years by the board. Subsequently at the 

AGM held on 29-09-2018 Mr. Prateek's appointment was not proposed or approved as the board was 

of the view that it is not required. But the CFO of the company is of the opinion that the board of 

directors have contravened the provisions of the Companies Act, 2013 in respect of non-approval of 

the appointment of Mr. Prateek  and his  office tenure. Decide. (4 Marks May ‘19) 

Answer 2 

According to section 161(4) of the Companies Act, 2013, if the office of any  director appointed by the 

company in general meeting is vacated  before  his term  of office  expires in the normal course, the 

resulting casual vacancy may, in default of and subject to any regulations  in the articles of  the 

company, be filled by the Board of Directors  at a meeting   of the Board which shall be subsequently 

approved by members in the immediate next general meeting. 

Provided that any person so appointed shall hold office only up to the date up to which the director in 

whose place he is appointed would have held office if it had not been vacated. 

In the given question, the casual vacancy caused due to death of Mr. Anmol (who was appointed by 

the company in AGM held on 30.9.2016, for a  period of 3 years)  is  filled by  the Board of Directors by 

appointing Mr. Prateek for a period of three years. However, the appointment of Mr. Prateek for a 

period of three years is in contravention of above stated provisions as he can hold office only up to the 

date up to which Mr. Anmol would have held office if it had not been vacated. 

Further, as per the provisions of the Act, the appointment of Mr. Prateek ought to  be approved by 

members in the immediate next general  meeting.  However,  the appointment of Mr. Prateek was 

not even proposed or approved in the AGM held on 29.9.2018.  Hence, the appointment of Mr. Prateek 

is in contravention of the provisions of the Companies Act, 2013.Therefore, the opinion of CFO is 

correct. 

 

Question 3 

Mr. Dhruv is a Director of M/s. LT Limited and XT Limited respectively. M/s.  LT Limited did not file its 

financial statements for the year ended 31st March, 2016, 2017 &  2018 respectively with the Registrar 

of Companies (ROC) as  mandated  under  the  Companies Act, 2013. M/s. LT Limited also did not pay 

interest on loans taken from a public financial institution from 1st April,  2017 and also failed to repay  

matured deposits  taken from  public on due dates from 1st April, 2017 onwards. 

Answer the legality of the following in the light of the relevant provision  of  the Companies  Act, 2013  

(i) Whether Mr. Dhruv is disqualified under Companies Act, 2013 and if so, whether  he  can 

continue as a Director in M/s LT Limited? Further can he also seek reappointment when he 

retires by rotation at the AGM of M/s. XT limited scheduled to be held in September, 2019? 

(ii) Mr. Dhruv is proposed to  be appointed as an Additional  Director  of  M/s.  MN Limited  in 
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June 2019. Is he eligible to be appointed as an Additional Director in M/s. MN Limited? 

Decide. (4 Marks May ‘19) 

Answer 3 

According to section 164(2) of the Companies Act, 2013, no person who is or has been a director of a 

company which— 

(a) has not filed financial statements or annual returns for any continuous period of three 

financial years; or 

(b) has failed to repay the deposits accepted by it or pay interest  thereon  or to  redeem any 

debentures on the due date or pay interest due thereon or pay any dividend declared and 

such failure to pay or redeem continues for one year or more, shall be eligible to be re-

appointed as a director of that company or appointed in  other  company for a period of 

five years from  the  date on which the  said company fails  to do so. 

Also, according to section 167(1)(a), the office of a director shall become vacant  in case he 

incurs any of the disqualifications specified in section 164; 

Provided that where he incurs disqualification under sub-section  (2)  of  section 164,  the 

office of the director shall become vacant in all the companies, other than the company 

which is in default under that sub-section. 

As per amendment 

in sub-section (2), the following proviso shall be inserted, namely:— 

"Provided that where a person is appointed as a director of a company which is in default 

of clause (a) or clause (b), he shall not incur the disqualification for a period of six months 

from the date of his appointment."; 

Thus, in the light of the said provisions of the Act and the facts of the question: 

(i) Yes, Mr. Dhruv is disqualified under the Companies Act, 2013, as M/s LT Limited did 

not file financial statements for a period of three years. Also, the M/s  LT Limited has 

defaulted in the repayment of matured deposits taken from public since 1st April, 

2017 (i.e. the default has continued for more than one year). 

Mr. Dhruv can continue as a director in M/s LT Limited as proviso to section 167(1)(a) 

provides that where the director incurs disqualification under section 164(2), the office 

of the director shall become vacant in all the companies, other than the company 

which is in default under that sub-section. Whereas he has to vacate the office of 

director in M/s XT Limited. 

Mr. Dhruv cannot be reappointed (in the AGM to be held in September 2019) as 

director in M/s. XT Limited. 

(ii) Mr. Dhruv cannot be appointed as an Additional Director (in the AGM to  be held  in 

June 2019) of M/s MN Limited because as per section 164(2), he is not eligible to be 

appointed in other company for a period of five years from the date of such default. 

 

Question 4 

You are the CFO and in-charge of legal compliances of large multi-national company in India. The 

Board of Directors of the Company are broad based and comprise of competent directors who 

are Indian as well as Foreign Nationals. Mr. “X”, who is a Director (Business Development) on the 

Board is very often on business tour abroad. He approached you and wants to know from you the 

http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=18089
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regulatory provisions of the Companies Act, 2013 relating to appointment of Alternate Directors. 

Analyze the following situations and advise suitably, Mr. X referring to the provisions of the 

Companies Act, 2013. 

(a) To how many directors can a person be appointed as an alternate director and how 

many votes does he have in one Board Meeting. 

(b) If the original director joins the Board Meeting through video conferencing without 

returning to India, then, can the alternate director appointed in his place attend the 

same board meeting? If yes, whose presence and vote will be counted? 

(c) In case of private company, where an alternate director is appointed in place of a non-

executive director whose term is indefinite, then, what will be the tenure of such 

alternate director, provide the original director does not return to India for a longer 

period say 3-4 years? 

(d) Can an Executive Director/Whole Time Director/Managing Director appoint alternate 

directors? (8 Marks Nov ‘19) 

Answer 4 

(a) According to Section 161(2) of the Companies Act, 2013, the Board of Directors of a 

company may, if so authorized by its articles or by a resolution passed by the company in 

general meeting, appoint a person, not being a person holding any alternate directorship 

for any other director in the company or holding directorship in the same company (as 

per amendment) , to act as an alternate director for a director during his absence for a 

period of not less than three months from India. 

According to section 165, no person shall hold office as a director, including any alternate 

directorship, in more than twenty companies at the same time.  However, the maximum 

number of public companies in which a person can be appointed as a director shall not 

exceed ten. 

Hence, in the instant case, a person can be appointed as an alternate director for only 

one director in the same company but maximum twenty different companies. 

An alternate director will have only one vote as he can hold alternate directorship for one 

director only in the same company. 

(b) The office of alternate director is separate from the attendance of the original director in 

the Board Meeting and as per section 161(2) of the Companies Act, 2013, an alternate 

director is appointed to hold the office of original director during his absence from India. 

Accordingly, as far as attendance in Board Meeting by the original director is concerned, 

an alternate director may continue to hold office even if the original director joins the 

meeting by video conferencing, but the original director will be deemed to have joined 

only as a invitee and the attendance of the alternate director shall be counted for the 

purpose of the Board Meeting. This is specific only with respect to matters which shall not 

be dealt with through video conferencing. In such matters where video conferencing is 

allowed, voting of original director will be  counted. 

(c) According to second proviso to section 161(2), an alternate director shall not hold office 

for a period longer than that permissible to the director in whose place he has been 

appointed and shall vacate the office if and when the director in whose place he has been 

appointed returns to India. 

Third proviso says that if the term of office of the original director is determined before he 



 

Chapter 1 Appointment and Qualifications of Directors 

1.5 

so returns to India, any provision for the automatic re-appointment of retiring directors in 

default of another appointment shall apply to the original, and not to the alternate director. 

Hence, in the instant case, the alternate director shall hold office till the time original 

director returns to India, even if the period is as long as 3-4 years. 

(d) As per section 161(2), the Board of Directors of a company may, if so authorized by  its 

articles or by a resolution passed by the company in general meeting, appoint a person, 

not being a person holding any alternate directorship for any other director in the 

company or holding directorship in the same company, to act as an alternate director for 

a director during his absence for a period of not less than three months from India. 

From the above provision, it is clear that an alternate director can be appointed for any 

director. Hence, an alternate director can be appointed for Executive director/ Whole 

time Directors / Managing Director however, not by them but by the board of directors. 

 

Question 5 

Mr. 'K' is a small shareholder director in M/s KGP Tyres Limited from 1st April 2018 and in 

M/s VSR Cotton Mills Limited from 1st April 2019, in compliance with the relevant provisions 

of the Companies Act, 2013. M/s KGP Tyres Limited has not  paid interest on the public 

deposits due from 1st July 2018. In the light of the information given above, examine the 

following under the provisions of the Companies Act, 2013. 

(i) Whether the office of Mr. 'K', small shareholder director, shall become vacant in M/s 

KGP Tyres Limited and M/s VSR Cotton Mills Limited? 

(ii) If yes, state the period from which the office of the directorship shall become vacant.(4 

Marks Nov ‘19) 
Answer 5 

According to Rule - 7, Companies (Appointment and Qualification of  Directors) Rules,  2014, a 

person shall not be appointed as small shareholders' director of a company, if the person is not 

eligible for appointment in terms of section 164. 

Also, a person appointed as small shareholders' director shall vacate the office if the director incurs 

any of the disqualifications specified in section 164. 

According to Section 167(1)(a), the office of a director shall become vacant in case he incurs any of 

the disqualification specified in section 164. Provided that when he incurs disqualification under 

section 164(2), the office of the director shall become vacant in all companies, other than the 

company which is in default under that sub section (as per amendement)[inserted by Companies 

(Amendment) Act, 2017 w.e.f. 07-05-2018] 

R is holding According to proviso of section 164(2) of the Companies Act, 2013, where a person is 

appointed as a director of a company which is in default of clause (a) or clause (b), he shall not incur 

the disqualification for a period of six months from the date of his appointment. 

In the instant case, M/s KGP Tyres Limited has not paid interest on the public deposits due from 

1st July, 2018 and disqualification under section 164(2)(b) of the Companies Act, 2013 occurs on a 

person who is or has been a director of a company which has failed to repay the deposits accepted 

by it or pay interest thereon and such failure to pay or redeem continues for one year or more. 

Accordingly, following are the answers: 
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(i) Yes, the office of Mr. K shall become vacant in M/s VSR Cotton Mills Limited as he  has 

become disqualified under section  164(2)(b)  from  1st July  2019  but  not  in  M/s KGP 

Tyres Limited. 

(ii) Mr. K’s office of the directorship shall become vacant from 1st July, 2019. 

 

Question 6 

Mr. 'R' holds directorship in 10 Public Companies and 11 Private Companies as on 31.05.2019. 

One of the above Private Company is a dormant Company. directorship) has become a subsidiary 

of a Public Company. 

In the light of the provisions of the Companies Act, 2013 examine and decide: 

(i) The validity of holding directorship of Mr. 'R' with reference to number of directorship 

as on 31 05.2019 and as on 30.06.2019. 

(ii) Whether a Company has power to specify any lesser number of Companies in which a 

director of the Company may act as a director? (4 Marks Nov ‘19) 

Answer 6 

(i) According to Section 165 of the Companies Act, 2013, no person shall hold office as    a 

director, including any alternate directorship, in more than twenty companies at the same 

time. Whereas that the maximum number of public companies in which a person can be 

appointed as a director shall not exceed ten. 

For reckoning the limit of public companies in which a person can be appointed as director, 

directorship in private companies that are either holding or subsidiary company of a public 

company shall be included. 

For reckoning the limit of directorships of twenty companies, the directorship in a dormant 

company shall not be included. 

In the instant case, holding of directorship of Mr. R as on 31.05.2019 is valid as he is holding 

directorship in 10 public companies and in 11 private companies out of which one company is 

dormant company. So, maximum directorship he is holding in 20 companies. 

Holding of directorship of Mr. R as on 30.06.2019 is not valid, as on 30.06.2019 a private 

company (in which Mr. R is holding directorship) has become a subsidiary of   a public 

company. Accordingly, it means that  this  private company shall deemed to be included in 

the limit of public companies and thereby increasing the number of public companies in 

which he is holding directorship to 11 and making it invalid. 

(ii) According to section 165(2), Subject to the provisions of sub-section (1), the members of a 

company may, by special resolution, specify any lesser number of companies in which a 

director of the company may act as directors. 

 

Question 7 

Mr. Thangavel is a Director in 7 Companies with a DIN (Director Identification Number) allotted 

to him. Again, another DIN was inadvertently allotted to him which was never used for filing any 

document with any Authority. He desires to surrender the second DIN and keep all his 

directorship with the first DIN. Advise him the procedure to be followed under the provisions of 
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the Companies Act, 2013 and the Rules made thereunder for surrendering the second DIN 

inadvertently obtained by him. (4 Marks Nov ‘19) 

Answer 7 

According to Rule 11 of the Companies (Appointment and Qualification of Directors) Rules, 

2014: The Central Government or Regional Director (Northern Region), Noida or any officer 

authorized by the Regional Director may, upon being satisfied on verification of particulars or 

documentary proof attached with the application received along with fee as specified from any 

person, cancel or deactivate the DIN in case on an application made in Form DIR-5 by the DIN holder 

to surrender his DIN along with declaration that the said DIN has never been used for filing of any 

document with any authority, the Central Government may deactivate such DIN. 

Provided that before deactivation of any DIN in such case, the Central Government shall verify e-

records. 

 

Question 8 

Excel Limited is a listed Company with a turnover of Rs. 60 Crore in the FY 2016-2017. The 

Company appoints Ms. R as the women director on 1st March, 2017. Ms. R is already a director in 

twelve companies including ten public companies. Also, Ms. R is a Chartered Accountant in 

practice. Further, also, Ms. R, is a Director in Supreme Ltd. where she is acting in a professional 

capacity. Since lots of proposal for the holding of directorship in various companies are lined up 

before Ms. R, so in order to retain her, the Remuneration and Nomination Committee proposed 

to enhance the remuneration of Ms. R from 4 Lakh per month to 6 Lakh per month. However, 

Supreme Limited was running in losses in the last 2 years. 

Evaluate in the light of the given facts, the following with reference to the provisions of the 

Companies Act, 2013: 

(i) The validity of appointment of Ms. R in Excel Limited. 

(ii) Analyze the proposition of enhancement of remuneration of Ms. R in Supreme Ltd. (4 

Marks Nov ‘20) 
Answer 8 

(i) According to Section 165 (1), a person shall not hold office as director, including any    

alternate directorship, in more than 20 companies at the same time. 

Further, out of the above limit of 20 companies, the maximum number of public companies in 

which a person can be appointed as a director shall not exceed 10. 

In the instant case, since the directorship held by Ms. R is already 10 in public  companies, so 

her appointment in Excel Limited is not valid. 

(ii) As per SECTION II OF PART II OF SCHEDULE V, Where in any financial year during the currency 

of tenure of a managerial person, a company has no profits or its profits are inadequate, it may 

pay remuneration to the managerial person not exceeding the limits under (A) and (B) provided 

in it. In case of a managerial person who is functioning in a professional capacity, remuneration 

as per item (A) may be paid, if such managerial person possesses graduate level qualification 

with expertise and specialised knowledge in the field in which the company operates. 

Applicable conditions for payment of remuneration: The limits specified under items (A) and 

(B) specified in the mentioned Schedule shall apply, if payment of remuneration is approved by 

a resolution passed by the Board and, in the case of a company covered under Section 178 (1), 
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also by the Nomination and Remuneration Committee. 

Since Ms. R is a Chartered Accountant in practice and acting in a professional capacity in 

Supreme Ltd. So, here as per the above provision, proposal to enhance the remuneration can 

be done by resolution passed by the Board. Hence the said proposal of enhancement of 

remuneration of Ms. R by Nomination and Remuneration Committee in Supreme Ltd. which is 

a listed company is valid. Moreover, it also does not require approval of the Central 

Government. 

Note: As the question talk about the proposal of enhancement of remuneration by 

Nomination and Remuneration Committee, this may lead to the understanding that 

Supreme Ltd. is a listed company in the said question. 

 

Question 9 

Evaluate the following cases of appointment of Director(s), with reference to the relevant 

provisions of the Companies Act, 2013: 

(i) Ms. Nisha was appointed a director of LMN Limited on 10th October, 2020 in place of 

Ms. Rachna, who resigned from her office on 31st May, 2020 six months before expiry 

of term of her office. LMN Limited had its Board meeting on 31st July 2020. Whether 

appointment of Ms. Nisha is valid? 

(ii) The Board of Directors of a Company appointed Mr. Sarvesh as an additional director 

on 30th July, 2020. Mr. Sarvesh continued to hold his office till  15th October, 2020. The 

Company had its annual general meeting on 15th October, 2020 which should have held 

on 30th September, 2020, Whether Mr. Sarvesh can hold office till 15th October, 2020? 

( 4 Marks, Nov ’20) 

Answer 9 

I. As per Rule 3 of the Companies (Appointment and Qualification of Directors) Rules,  2014 

along with Second proviso to section 149(1), any intermittent vacancy of a woman director 

shall be filled-up by the Board at the earliest but not later than immediate next Board 

meeting or three months from the date of such vacancy whichever is later. 

In the instant case, Ms. Rachna has resigned on 31st May 2020 and the immediate board 

meeting of LMN Ltd. was held on 31stJuly, 2020. Ms. Nisha was appointed on 10th October 

2020. The intermittent vacancy of women director shall be filled by 31stJuly, 2020 (immediate 

Board meeting) or by 1st September, 2020 (three months from the date of vacancy of Ms. 

Rachna) whichever is later. 

Hence, appointment of Ms. Nisha is not valid. 

II. As per section 161(1) of the Companies Act, 2013, Additional director shall hold office up to 

the date of the next annual general meeting or the last date on which the annual general 

meeting should have been held, whichever is earlier. 

In the instant case, Mr. Sarvesh, the additional director shall hold office upto next AGM i.e. 

30th October 2020 or the last date on which the AGM should have been held 

i.e. 30th September, whichever is earlier. But Mr. Sarvesh continued to hold office till 15th 

October, 2020 which is not valid. He should hold office till 30 th September, 2020. 
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Question 10 

Eighty-two shareholders of Perish Limited, a listed Company holding shares of nominal value of 

Rs. 19,000 each proposed Mr. Babulal as a Director on the Board. The paid-up share capital of 

Perish Limited is Rs. 6.2 Crore (6,20,000 equity shares of Rs. 100 each). The Company has 800 

such shareholders, who are holding shares of nominal value of Rs. 19,000 or less. Examine with 

reference to relevant provisions of the Companies Act  2013, whether Mr. Babulal can be 

appointed as a Director of Perish Limited?     (4 Marks Nov ‘20) 

Answer 10 

According to Section 151 of the Companies Act, 2013 and Rule 7 of the Companies (Appointment 

and Qualification of Directors) Rules, 2014, a listed company may, upon notice of not less than: 

(a) one thousand small shareholders; or 

(b) one- tenth of the total number of such shareholders, 

Whichever is lower, have a small shareholders’ director elected by the small shareholders. 

The term “small shareholders” means a shareholder holding shares of nominal value of not 

more than Rs. 20,000 or such other sum as may be prescribed. 

In the instant case, Perish Ltd. has 800 small shareholders out of which 82 small shareholders 

proposed Mr. Babulal as a director on the Board. Thus, it fulfills the requirement of one-tenth 

of the total number of such shareholders (800*1/10: 80). Hence, Mr. Babulal can be appointed 

as a director of Perish Ltd. 

 

Question 11 

Ms. Jai Shvitha is a qualified Chartered Accountant and is known for her in -depth knowledge of 

Corporate and Economic Laws. She is a Woman Director in PQR Ltd. Due    to her tight pre-

occupation, she could not attend any Board Meetings of  the Company  held for a period of 12 

months though she has taken  leave of absence. Despite the fact that though under Section 

167(1)(b) of the Companies Act, 2013 her office of directorship gets vacated, nevertheless, due 

to her professional competency: 

(i) The Board of PQR Ltd. wants to keep Ms. Jai Shvitha's Directorship in the Company and 

hence proposes to waive the event of absence and/or condone  her  absence from 

attending Board meetings. 

(ii) Ms. Jai Shvitha also wants to keep the Directorship in PQR Ltd. In the light of the relevant 

provisions of the Companies Act, 2013, analyse the above situations and advise the Board 

on the course of action that they can adopt. (4 Marks Jan ‘21) 

Answer 11 

Section 167 of the Companies Act, 2013 contains provisions detailing out as to when the office 

of a director shall become  vacant. As soon as, any  such event occurs, the  director is required 

to demit the office of director of the company.  According to  Section 167 (1),  the office of a 

director shall become vacant in case where he absents himself from all the meetings of the 

Board of Directors held during a period of 12 months with or without seeking leave of absence 

of the Board. 

In the light of the stated provision: 

(1) Ms. Jai Shvitha is required to vacate the office of director in PQR Limited. The proposal of Board 

of PQR Limited to waive the event of absence or condone her absence from attending meeting 
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is not permissible. 

(2) Ms. Jai Shvitha desires to keep the directorship in PQR Limited is also not tenable. However, the 

board is advised to co-opt her as an additional director in the subsequent board meeting as 

there is no prohibition in the  Act  for  such co-option and reappointment. 

 

Question 12 

The Board of Directors of the UN Ltd., which is a MNC, comprising of directors who are Indian 

as well as of Foreign Nationals, Mr. X, who is a Director on the Board is very often  on business 

tour abroad. He approached you, being legal expert of the Company, to know the regulatory 

provisions of the Companies Act, 2013 relating to appointment of Alternate Directors. 

Examine the following situations and advise, Mr. X suitably as per the provisions of the 

Companies Act, 2013. 

(i) Number of directors for which a person, say Mr. Y can be appointed as an Alternate 

Director. 

(ii) If Mr. Y is appointed as an alternate director in place of a director whose term is 

indefinite, then, what will be the tenure of Mr. Y? (4 Marks July 21)  

 

Answer 12 

According to Section 161(2) of the Companies Act, 2013, the Board of Directors of a company 

may, if so authorized by its articles or by a resolution passed by the company in general meeting, 

appoint a person, not being a person holding any alternate directorship for any other director 

in the company or holding directorship in  the same company, to act as an alternate director 

for a director during his absence  for a period of not less than three months from India. 

Further, section 165 provides that no person shall hold office as a director, including any 

alternate directorship, in more than twenty companies at the same time.  However, the 

maximum number of public companies in which a person can be appointed as a director shall 

not exceed ten. 

Hence, in the instant case, Mr. Y can be appointed as an alternate director for only one director 

in the same company but shall not hold office as a director, including alternate directorship in 

maximum twenty different companies. 

(ii) According to second proviso to section 161(2), an alternate director shall not hold  office 

for a period longer than that permissible to the director in whose place he has been appointed 

and shall vacate the office if and when the director in whose place he has been appointed 

returns to India. 

Third proviso says that if the term of office of the original director is determined before he so 

returns to India, any provision for the automatic reappointment of the retiring directors in default 

of another appointment shall apply to the original and not to the alternate director. 

Hence, in the instant case, the alternate director shall hold office till the time original director 

returns to India. In this case, Y will hold office till the time original director returns to India. 

 

Question 13 

As on 31-3-2021, Mr. K. Muthusamy is holding directorship in 4 listed Companies, 4 unlisted 
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Public Companies and 4 Private Limited Companies. He has obtained two Director 

Identification Number (DINs) allotted to him inadvertently. Out of the 12 directorships, he 

holds 10 with the DIN allotted to him first and the rest with the DIN allotted to him later. He 

wants to surrender one of his DINs, but to keep all his 12 Directorships. In the light of the 

relevant provisions of the Companies Act, 2013, examine the following: 

(i) Which DIN sourced by Mr. K. Muthusamy be surrendered? 

(ii) What procedure he needs to follow and what actions will be done by the Central 

Government in this regard? 

(iii) In what way can he keep all his 12 Directorships with one DIN? (4 Marks July 21) 

 

Answer 13 

(i) Prohibition on obtaining more than one DIN: According to Section  155,  no individual, 

who has already been allotted a DIN under section 154, shall apply for, obtain or possess 

another DIN. 

Mr. K. Muthusamy can hold the DIN which was allotted to him first and he can surrender the 

DIN which was allotted to him subsequently. 

(ii) Rule 11 of the Companies (Appointment and Qualification of Directors) Rules, 2014 lays 

down the procedure for cancellation or surrender or deactivation and re- activation of 

DIN. 

Accordingly, the Central Government or Regional Director (Northern Region), Noida  or any 

officer authorised by the Regional Director may, upon being satisfied on verification of 

particulars or documentary proof attached  with  the  application received along with 

prescribed fee from any person, cancel or deactivate the DIN in case the DIN is found to be 

duplicated in respect of the same person provided the data related to both the DINs shall 

be merged with the validly retained number. 

(iii) To keep all the 12 directorships with  one DIN:  In compliance with Rule 11  by Mr. K 

Muthusamy, on surrender of 2nd DIN, data related to both the DINs shall be merged with 

the valid DIN. Thereby all 12 directorships shall migrate with DIN 1. 
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 Meetings of Board and its Powers 

Question 1 

Beauti Fashion Garments Limited  has three  independent directors besides eight others  of its own. Due 

to the urgency of transacting certain  important  business,  a  Board  Meeting was called by giving a 

shorter notice than the legally required. However, none of the independent directors was present at the 

Meeting to deliberate upon the motion related  to that business. Despite absence of all the independent 

directors, a board resolution was passed for operationalizing the business by the directors personally 

present at that Meeting who were much more than the required quorum. Advise, whether the resolution 

passed at  the Board Meeting called at a shorter notice was valid. 

(a) The resolution so passed is valid, for it was passed at the Board Meeting where the required 

quorum was present. 

(b) To be valid the resolution so passed needs to be circulated to all the directors and further, it is 

required to be ratified by all the three independent directors. 

(c) To be valid the resolution so passed needs to be circulated to all the directors and further, it is 

required to be ratified by at least two independent directors. 

(d) To be valid the resolution so passed needs to be circulated to all the directors and further, it is 

required to be ratified by at least one independent director. (Nov 19) 

Answer 1 

The answer is (d). 

 

Question 2 

In case of Topica Sugar Mills Limited, necessary arrangements are in place for conducting of Board 

Meetings through the means of video conferencing, a facility which Vaibhav and Yukta, the two 

directors out of six intend to utilize by participating in such meetings through it. During which part 

of the year they should intimate the company about their participation in Board Meetings through 

video conferencing? 

(a) At the beginning of the Financial Year 

(b) At the beginning of the  Calendar Year 

(c) On 1st day of any month falling in the Financial Year 

(d) Before the Board Meeting. (May 20) 

Answer 2 

The answer is (b). 

 

Question 3 

Blue Rose Agri-Products Limited, which is inter-alia listed on  National Stock Exchange,  has called an 

extra-ordinary general meeting (EGM) of the shareholders on 29th January, 2019 at its Head Office 

in New Delhi to seek approval in respect of certain matters. It so happened that the company 
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received a notice on 25th January, 2019 from the requisite number of small shareholders  who 

proposed appointment of  Shivank as  their director but it refused to entertain the notice as the same 

was served quite late. Advise the latest date by which the small shareholders must have given the 

notice for the appointment of Shivank so that it was not refused by the company. 

(a) The notice should have been served latest by 24th January, 2019. 

(b) The notice should have been served latest by 15th January, 2019. 

(c) The notice should have been served latest by 22nd January, 2019. 

(d) The notice should have been served latest by 19th January, 2019 (May 20) 

Answer 3 

The answer is (b). 

 

Question 4 

Dharma Ltd. in the light of prospective developments in the infrastructure of company decided to have 

borrowing on long term basis from financial Institutions. In the Board Meeting held on 15th 

September, 2020, following proposal of borrowing 2,00,00,000 from Financial institutions on long-

term basis was also presented for consideration. As per the given information, in the light of relevant 

provisions of the Companies Act, 2013, examine the eligibility of the amount up to which the Board 

can borrow from Financial institution and the state on the validity of the said proposal. 

Following were the Balance Sheets of last three years of Dharma Ltd., containing following facts and 

figure of financial information : 

 

Particulars As at 31.03.2018 

` 

As at 31.03.2019 

` 

As at 31.03.2020 

` 

Paid up capital 60,00,000 60,00,000 85,00,000 

General Reserve 50,00,000 52,50,000 60,00,000 

Credit Balance in Profit & Loss Account 6,00,000 8,50,000 20,00,000 

Securities Premium 3,00,000 3,00,000 3,00,000 

Secured Loans 20,00,000 25,00,000 40,00,000 

(May 21) 

Answer 4 

Borrowing from Financial Institutions: As per Section 180(1)(c) of the Companies Act, 2013, the Board 

of Directors of a company, without obtaining the approval of shareholders in a general meeting, can 

borrow money including moneys already borrowed up to an amount which does not exceed the 

aggregate of paid up capital of the company, free reserves and securities premium. Such borrowing 

shall not include temporary loans obtained from the company’s bankers in the ordinary course of 

business. Here, free reserves do not include the reserves set apart for specific purpose. 

Since the decision to borrow is taken in a meeting held on 15th September, 2020, the  figures relevant 

for this purpose are the figures as per the Balance Sheet as at 31.03.2020. According to the above 
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provisions, the eligibility of Board of Directors of Dharma Ltd.to borrow up to an amount is calculated 

as follows: 

 

 

 

 

 

 

 

 

 

 

 

Dharma Ltd. is entitled to borrow `1,28,00,000 through board of directors. As in the given case proposal 

of borrowing was Rs, 2,00, 00, 000 which is more than eligibility to borrow, therefore, Dharma Ltd, have 

to seek approval of shareholders in general meeting. As the proposal of borrowing ` 2,00,00,000 from 

Financial institutions on long-term basis was presented for consideration in Board Meeting without 

approval of shareholders in general meeting, therefore said proposal is invalid. 

 

Question 5 

Atlantic Garments Ltd., is a company engaged in the business of manufacturing of garments for all 

seasons. The company have in all 14 directors. 

The first meeting of the Board was held on 15th February, 2020. Thereafter, the subsequent meetings 

of the Board were held on 29th February, 2020, 25th March, 2020, 30th August, 2020 and 25th 

December, 2020. 

In these meetings, the full strength of the Board was present except in the meeting of 25 th 

March, 2020. In this meeting only 4 persons were present. 

Decide whether the Board meeting held on 25th March 2020 is valid in compliance with the legal 

requirements under the Companies Act, 2013. What shall be date of the meeting in case where if 

meeting could not be held because of quorum. (Nov ’21) 

Answer 5 

As  per given section 174(1) of  the Companies Act,  2013  the quorum for a  meeting of  the Board of 

Directors of a company shall be one third of its total strength or two directors, whichever is higher, 

and the participation of the directors by video conferencing or by other audio visual means shall also be 

counted for the purposes of quorum under this sub-section. 

Section 174(4) provides that where a meeting of the Board could not be held for want of quorum, then, 

unless the articles of the company otherwise provide, the meeting shall automatically stand adjourned 

to the same day at the same time and place in the  next week or if that day is a national holiday, till 

the next succeeding day, which is  not a national holiday, at the same time and place. 

Particulars ` 

Paid up Capital 85,00,000 

General Reserve (being free reserve) 60,00,000 

Credit Balance in Profit & Loss Account (to be treated as free 

reserve) 

20,00,000 

Securities Premium 3,00,000 

Aggregate of paid-up capital, free reserves and securities 

premium 

1,68,00,000 

Total borrowing power of the Board of Directors of the 

company, i.e, 100% of the aggregate of paid-up capital, free 

reserves and securities premium 

 

1,68,00,000 

Less: Amount already borrowed as secured loans 40,00,000 

Amount up to which the Board of Directors can further borrow 1,28,00,000 

https://www.mca.gov.in/content/mca/global/en/acts-rules/ebooks/acts.html?act=5961
https://www.mca.gov.in/content/mca/global/en/acts-rules/ebooks/acts.html?act=5961
https://www.mca.gov.in/content/mca/global/en/acts-rules/ebooks/acts.html?act=5961
https://www.mca.gov.in/content/mca/global/en/acts-rules/ebooks/acts.html?act=5961
https://www.mca.gov.in/content/mca/global/en/acts-rules/ebooks/acts.html?act=5961
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Further explanation to section 174(4) provides that for the purposes of this section, (i) any fraction of a 

number shall be rounded off as one; (ii) “total strength” shall not include directors whose places are 
vacant. 

Total Strength of directors =14 One-third of 14 = 4.67 Rounded off to = 5 (Five) 

As in the meeting scheduled on 25th March 2020, only 4 persons were present, hence due to want of 

required minimum quorum, the meeting shall have to be adjourned to the same day at the same time 

and place in the next week or if that day is a national holiday, till the next succeeding day, which is not 

a national holiday, at the same time and place. 

The meeting of the Board was not valid as the required quorum was not present in the meeting. In this 

case, the adjourned meeting was to be held on 1st April, 2020. 
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Chapter 3 

Meetings of Board and its Powers 

Question 1 

Jupiter Shopping Mall Limited was incorporated on 3rd December, 2016. As on 31st March 2018, it 

had free reserves of Rs. 50.00 lacs and its Securities Premium Account showed a balance of Rs. 7.50 

lacs. One of its directors Raha has a leaning towards a particular political party in which his other 

family members are actively involved. Raha convinced the other two directors of the company i.e. 

Promila and Rana to contribute a sum of Rs. 10.00 lacs to this political party.  Accordingly,  the  Board  

of  Directors held a meeting on 16th December, 2018 and passed a resolution  to  contribute  the  

decided amount. Advise the company as to how much amount they can contribute to a political party 

in the FY 2018-19. (2 Marks ,Mar-19) 

(a)  The company cannot contribute any amount to a political party in the FY 2018-19. 

(b) The company can contribute maximum Rs. 2.50 lacs in the FY2018-19. 

(c) The company can contribute maximum Rs. 3.75 lacs in the FY2018-19. 

(d) The company can contribute maximum Rs. 5.00 lacs in the FY2018-19. 

Answer 1 

The answer is (a). 

Question 2 

Sona Sweets Private Limited was incorporated on 5th November, 2018 with an authorised capital of Rs. 

10.00 lacs. Advise regarding the latest date by which the first meeting of the Board of Directors is 

required to take place. (1 Mark ,Mar-19) 

(a) Latest by 15th   November, 2018. 

(b) Latest by 20th   November, 2018. 

(c) Latest by 5th December, 2018. 

(d) Latest by 20th December, 2018. 

Answer 2 

The answer is  (c) 

Question 3 

The last three years’ Balance Sheet of PTL Ltd., contains the following information and figures: 

 As at 

31.03.2016 

Rs. 

As at 

31.03.2017 

Rs. 

As at 

31.03.2018 

Rs. 

Paid up capital 50,00,000 50,00,000 75,00,000 

General Reserve 40,00,000 42,50,000 50,00,000 

Credit Balance in Profit 

& Loss Account 

5,00,000 7,50,000 10,00,000 
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Debenture Redemption Reserve 15,00,000 20,00,000 25,00,000 

Securities Premium 2,00,000 2,00,000 2,00,000 

Secured Loans 10,00,000 15,00,000 30,00,000 

On going through other records of the Company, the following is also determined: 

 

Net Profit for the year (as calculated in 

accordance with the provisions of the 

Companies Act, 2013) 

12,50,000 19,00,000 34,50,000 

In the ensuing Board Meeting scheduled to be held on 5th November, 2018, among other 

items of agenda, following items are also appearing: 

(i) To decide about borrowing from Financial institutions on long-term basis. 

(ii) To decide about contributions to be made to Charitable funds. 

Based on above information, you are required to find out as per  the provisions  of  the 

Companies  Act, 2013, the amount upto which the Board can borrow from Financial 

institution and the amount upto which the Board of Directors can contribute to Charitable 

funds during the financial year 2018 - 19 without seeking  the approval in  general meeting. 

(8 Marks , Mar-19) 

Answer 3 

(i) Borrowing from Financial Institutions:  As  per  Section  180(1)(c)  of  the  Companies  Act, 2013, 

the Board of Directors of a  company, without obtaining  the  approval  of shareholders  in a 

general meeting, can borrow money including moneys already borrowed upto an amount which 

does not exceed the aggregate of paid up capital of the company, free reserves and securities 

premium. Such borrowing shall not include temporary loans obtained from the company’s 
bankers in ordinary course of business. Here, free reserves do not include the reserves set apart for 

specific purpose. 

Since the decision to borrow is to be taken in a meeting to  be held on  5
th November,  2018,  the 

figures relevant for this purpose are the figures as per the Balance Sheet as at 31.03.2018. 

According to the above provisions, the Board of Directors of PTL Ltd. can borrow, without obtaining 

approval of the shareholders in a general meeting, upto an amount calculated as follows: 

Particulars Rs. 

Paid up Capital 75,00,000 

General Reserve (being free reserve) 50,00,000 

Credit Balance in Profit & Loss Account (to be treated as free 

reserve) 

10,00,000 

Debenture Redemption Reserve (This reserve is not to  be  

considered since it is kept apart for specific purpose of debenture 

redemption) 

---- 

Securities Premium 2,00,000 

Aggregate of paid up capital, free reserve and securities premium 137,00,000 

Total borrowing power of the Board of Directors of the company, i. 

e, 100% of the aggregate of paid up capital, free reserves and 

 

137,00,000 
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securities premium 

Less: Amount already borrowed as secured loans 30,00,000 

Amount upto which the Board of Directors can further borrow 

without the approval of shareholders in a general meeting. 

 

107,00,000 

 

(ii) Contribution to Charitable Funds: As per Section 181 of the Companies Act, 2013, the Board of 

Directors of a company without obtaining the approval of shareholders in a general meeting, can 

make contributions to genuine charitable and other funds upto an amount which, in a financial 

year, does not exceed five per cent of its average net profits during the three financial years 

immediately preceding, the financial year. 

 According to the above provisions, the Board of Directors of the PTL Ltd. can make  

contributions to charitable funds, without obtaining approval of the shareholders in a general 

meeting, upto an amount calculated as follows: 

Net Profit for the year (as calculated in accordance with the provisions of the Companies Act, 

2013): 

Particulars Rs. 

For the financial year ended 31.3.2016 12,50,000 

For the financial year ended 31.3.2017 19,00,000 

For the financial year ended 31.3.2018 34,50,000 

TOTAL 66,00,000 

Average of net profits during three preceding financial years 22,00,000 

Five per cent thereof   1,10,000 

Hence, the maximum amount that can be donated by the Board of Directors to a genuine 

charitable fund by PTL Ltd during the financial year 2018 -19 will be Rs. 1,10,000 without 

seeking the approval of the shareholders in a general meeting. 

 

Question 4 

Three directors, namely Samiksha, Santosh and Samta intimated Pluto Plastic & Mechanical Toys 

Limited about their participation in the Board Meetings through video conferencing at the appropriate 

time of the year. However, after attending the first Board Meeting held in the Financial Year 2019-20 

by means of video conferencing, Santosh wants to participate in the next Meeting to be held at  a  

future date in person. Is it possible for him to do so when consent given for participation in meetings 

through  video conferencing remains valid for full one year. 

(a) No, Santosh cannot attend future Board Meetings in person even if the company is intimated  

of such intention sufficiently in advance. 

(b) Yes, Santosh can attend future Board Meetings in person if he intimates the company of his 

intention sufficiently in advance. 

(c) Yes, Santosh can attend future Board Meetings in person only if all the remaining directors 

consent to such request. 

(d) Yes, Santosh can attend future Board Meetings in person but at least seventy five percent of 
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the remaining directors (rounded off to next higher figure in case of a fraction) consent to 

such request. (2 Marks , Nov-19) 

Answer 4 

The Answer is (b) 

Question 5 

One of the Objects Clauses of the Memorandum of Association of Info Company Limited conferred 

upon the company power to sell its undertaking to another company with identical objects. 

Company’s Articles also conferred upon the directors whereby power was conferred upon them to sell 

or otherwise deal with the property of the company.  At an Extraordinary General Meeting of the 

company, members passed an ordinary resolution for the sale of its assets on certain terms and 

authorized the directors to carry out the sale.  Directors  refused  to  comply with the  wishes of the 

members where upon it was contended on behalf of the members that they were the principals and 

directors being their agents, were bound to give effect to their (members’)decisions. 

 Examining the provisions of the Companies Act, 2013, answer the following: 

Whether the contention of members against the non-compliance of members’ decision by the 

directors is tenable? 

Whether it is possible for the members usurp the powers which by the Articles are vested in the 

directors by passing a resolution in the general meeting? (8 Marks ,Nov-19) 

Answer 5 

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

Section 179 (1), the Board of Directors of a company shall be entitled to exercise all such powers and 

to do all such acts and things, as the company is authorized to exercise and do: 

 Provided that in exercising such power or doing such act or thing, the Board shall be subject to the 

provisions contained in that behalf in this Act, or in the memorandum or articles, or  in  any  

regulations not inconsistent therewith and duly  made there  under  including regulations  made 

by the company in general meeting. 

 Provided further that the Board shall not exercise any power or do any act or thing which is 

directed or required, whether under this Act or by the members or articles of the company or 

otherwise to be exercised or done by the company in general meeting. 

 Section 180(1) of the Companies Act, 2013, provides that the powers of the Board of Directors of a 

company which can be exercised only with the consent of the company by passing of a special 

resolution. Clause (a) of Section 180(1) defines one such power as the power to sell, lease or 

otherwise dispose of the whole or substantially the whole of the undertaking  of the  company or 

where the company owns more than one undertaking of the whole or substantially the whole or  

any of such undertakings. 

 Therefore, the sale of the undertaking of a company can be made by the Board of Directors only 

with the consent of members of the company accorded vide a special resolution. 

 Even if the power is given to the Board by the memorandum and articles of the company, the sale   

of the undertaking must be approved by the shareholders in general meeting by passing a special 
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resolution. 

 Therefore, the correct procedure to be followed is for the Board to approve the sale of the 

undertaking clearly specifying the terms of such sale and then convene a general meeting of 

members to have the proposal approved by a special resolution. 

 In the given case, the procedure followed is completely incorrect and violative of the provisions of  

the Act. The shareholders cannot on their own make out a proposal of sale and pass an ordinary 

resolution to implement it through the directors. 

 The contention of the shareholders is incorrect in the first place as it is not within their authority 

to approve a proposal independently of the Board of Directors. It is for the  Board  to  approve  a 

proposal of sale of the undertaking and then get the members to approve it by a special 

resolution. Accordingly the contention of the members that they were the principals and directors 

being their agents were bound to give effect to the decisions of the members, is not correct. 

 Further, in exercising their powers the directors do not act as agent for the majority of members 

or even all the members. The members therefore, cannot by resolution passed by a majority or 

even unanimously supersede the powers of directors or instruct them how they shall exercise  

their powers. The shareholders have, however, the power to alter the Articles of Association of the 

company in the manner they like subject to the provisions of the Companies Act, 2013. 

 

Question 6 

Out of the powers exercisable by the Board under Section 179 of the Companies Act, 2013, the Board of 

MN Limited wants to delegate the power to borrow monies otherwise than on debentures to the 

Managing Director. Advise whether such a delegation is possible? Would your answer be different, if the 

delegation is made to the manager or any other principal officer including a branch officer of the 

company? (8 Marks , May-20) 

Answer 6 

Under section 179(3) of the Companies Act, 2013, the Board of Directors of a company shall exercise the 

following powers on behalf of the company by means of resolutions passed at meetings of the Board: 

(a) To make calls on shareholders in respect of money unpaid on their shares; 

(b) To authorize buy-back of securities under section68; 

(c) To issue securities, including debentures, whether in or outside India; 

(d) To borrow monies; 

(e) To invest the funds of the company; 

(f) To grant loans or give guarantee or provide security in respect of loans; 

(g) To approve financial statement and the Board’s report; 

(h) To diversify the business of the company 

(i) Z To approve amalgamation, merger or reconstruction; 

(j) To take over a company or acquire a controlling or substantial’s take in another company; 

(k) Any other matter which may be prescribed. 

 Provided that the Board may, by a resolution passed at a meeting, delegate to any Committee of 
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Directors, the Managing Director, the manager or any other principal officer of the company or in 

the case of a branch office of the company, the principal officer of the branch office, the powers 

specified in clauses (d) to (f) on such conditions as it may specify. 

 In respect of a company covered under Section 8 of the Companies Act, 2013, which has not 

committed default in filing its financial statements under Section 137 or Annual Return under 

Section 92 with the Registrar, the matters referred to in clauses (d), (e), and (f) of Section 179(3) 

may be decided by the Board by circulation instead of at a meeting. This modification is permitted 

by Notification No. GSR466(E), dated 5th June, 2015 as amended by Notification No.GSR584(E), 

dated 13 th June, 2017. 

 From the foregoing provisions, it is clear that the Board of M N Limited shall be perfectly in or 

derifit delegates the power to borrow monies under clause (d) of Section 173(3) to the Managing 

Director or to the manager or any other principal officer. 

 

Question 7 

Decide in the light of the Companies Act, 2013, on the following proposals of loans for 

consideration before the Honesty Ltd.  

Loan to its director, Mr. A for construction of residential house as a personal loan. 

1) Loan to Mr. B, its whole time Director. 

2) Loan to X Ltd. in the ordinary course of business and the rate prescribed is not less than bank 

rate prescribed by the reserve bank.  

3) Loan to X Ltd. in the ordinary course of business and the rate prescribed is not less than 

bank rate prescribed by the reserve bank. (6 Marks , Oct-20) 

Answer 7 

Section 185 of the Companies Act, 2013 contains provisions which impose restrictions on the  loans, 

etc. being given to directors, etc. According to the provision: 

As per sub-section (1), a company is not permitted to advance any loan, or to give any guarantee or 

provide any security in connection with any loan taken by,— 

(a) any director of company, or of a company which is its holding company or any partner or 

relative of any such director; or 

(b) any firm in which any such director or relative is a partner. Further sub-section(3) states that 

above provision shall not apply: 

(a) where any loan is given to a managing or whole-time director— 

(i) as a part of the conditions of service extended by the company to all its 

employees; or 

(ii) pursuant to any such scheme which is approved by the members by a special 

resolution. 

(b) where a company in the ordinary course of its business: 

provides loans or gives guarantees or securities for the due repayment of any loan; and 

in respect of such loans an interest is charged at a rate not less than the rate of 
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prevailing yield of one year, three years, five years or ten years Government security 

closest to the tenor of the loan. 

Accordingly, following are the answers to the stated problems: 

(1) In the first case it would violate the section 185(1) of the Companies Act, 2013. 

Honesty Ltd.  is not permitted, to advance any loan, or to give any guarantee or 

provide any security in connection with any loan taken by Mr. A(director) of the 

company. 

(2) In the second case, as per section 185(3), restrictions imposed in section 185(1), will 

not apply to giving of loan to Mr. B , the whole time director if its given as a part of 

the conditions of service extended by the company to all its employees. 

(3) In third case, if it is loan given to a company in the ordinary Course of business for due 

repayment of any loan and lending rate is not less than the bank rate prescribed by 

the Reserve bank, the restriction imposed under section 185(1) will not apply to such 

transactions. 

Question 8 

Z Ltd, a Star up is permitted to raise ECB under the automatic route with the minimum average 

maturity period of: (1 Mark , March-21) 

(a) 1years 

(b) 3years 

(c) 5years 

Answer 8 

The answer is (b) 

 

Question 9 

Mr. Rajat, a Manging Director of XYZ Ltd. a listed company, authorised by Mr. Giri, the director 

in the Board of the Company, to enter into contact with Mr. Kushal, a brother in law of Mr. Giri 

for supply of furniture’s during the setup of new branch in the city. Mr. Rajat enquires with Mr. 
Giri for seeking approval of the Board. Mr. Giri said that there is no need for such approval 

however we may get it ratified by the Board in the meeting. 

Examine the given situations in the light of the relevant provisions of the Companies Act, 2013 

and answer the following: 

(i) Validity of the said contract entered by the Mr. Rajat with Mr. Kushal for supply of 

furniture’s for setup of new office. 

(ii) Consequences in case of non –compliance for seeking of approval by the Board. (6 Marks 

April 21) 

 

Answer 9 

As per section 188 (3) of the Companies Act, 2013, where any contract or arrangement is 

entered into by a director or any other employee, without obtaining the consent of the Board or 

approval by a resolution in the general meeting and if it is not ratified by the Board or, as the 
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case may be, by the shareholders at a meeting within three months from the date on which 

such contract or arrangement was entered into, such contract or arrangement shall be voidable 

at the option of the Board or, as the case may be, of the shareholders and if the contract or 

arrangement is with a related party to any director, or is authorised by any other director, the 

directors concerned shall indemnify the company against any loss incurred by it. 

As per the facts, Mr. Rajat, a Manging director, was authorised by Mr. Giri, the director in the 

Board of the XYZ Ltd., to enter into contract with Mr. Kushal, a brother in law of Mr. Giri for 

supply of furniture’s during the setup of new branch in the city. Mr. Rajat enquires with Mr. Giri 
for seeking approval of the Board as per the requirement of the law and Mr. Giri stated that 

there is no need for such approval however we may get it ratified by the Board in the meeting. 

As per the requirement of the provision in the given case, contract entered into by a Mr. Rajat, 

on being authorised by Mr. Giri with Mr. Kushal, who is his relative without obtaining the 

consent of the Board, and is required to be ratified by the Board within the three months from 

the date on which such contract was entered into. 

(i) Therefore, the said contract entered by the Mr. Rajat with Mr. Kushal for supply of 

furniture’s for setup of new office can be said to valid if same has been ratified by the 

Board within the 3 months from the date on which such contract made. 

(ii) In case of non-compliance of the above requirement, such a contract shall be 

voidable at the option of the Board and if the contract is with a related party to any 

director, or is authorized by any other director, the directors concerned shall 

indemnify the company against any loss incurred by it. 

It shall be open to the company to proceed against a director concerned (i.e., against 

Mr. Giri and Mr. Rajat) who had entered into such contract in contravention of the 

provisions of this section for recovery of any loss sustained by it as a result of such 

contract. 

Such concerned directors of a company, who had entered into or authorised the 

contract or arrangement in violation of the provisions of this section shall be liable to 

a penalty of twenty- five lakh rupees as XYZ Ltd , is a listed company. 

 

Question 10 

B’ north Motors and Spares Limited, a listed company, has 4500 small shareholders but till  date  

there  is no director who can represent them. Accordingly, some of such shareholders have 

approached the company for appointment of their director on the Board. By choosing the 

correct option, advise as to minimum how many small shareholders must group together so that 

they succeed in their objective. (2 Marks, April 19) 

(a) Minimum one thousand small shareholders must group together for getting 

appointed their director on the Board. 

(b) Minimum nine hundred small shareholders must group together for getting 

appointed their director on the Board. 

(c) Minimum four hundred and fifty small shareholders must group together for getting 

appointed their director on the Board. 

(d) Minimum two hundred and twenty-five small shareholders must group together for 

getting appointed their director on the Board. 

Answer 10 
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The Answer is a (c) 

Question 11 

Ruby Diamonds Limited is required to establish ‘Vigil Mechanism’ though it is neither a listed 

company nor a company which has accepted deposits from the public. Name the  third  criterion  

because of which it is necessitated that the company needs to create ‘Vigil Mechanism’ 
(a) As per the last audited statements, the subscribed capital of the company is in excess of 

Rs. 50 crores. 

(b) As per the last audited statements, the paid up capital of the company is in excess of 

Rs. 50 crores 

(c) As per the last audited statements, the turnover of the company is in excess of Rs. 50 crores 

(d) None of the above answer (2 Marks , April 19) 

 

Answer 11 

The Answer is a (d) 
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Chapter 3 

 Meetings of Board and its Powers 

Question 1 

M/s Tristar Ltd. (an unlisted public limited company) with the  annual  turnover  of  Rs. 700 crores 

entered into a contract of purchasing of raw material from M/s. PTC Pvt.  Ltd. during  the year 2018. 

M/s Tristar Ltd. appointed Mr. Sudhir, a Director  of the Company, to  act  in  this deal of transaction 

on behalf of the company. Mr. Sudhir is also one of the member of  M/s PTC Pvt. Ltd. Mr. Sudhir 

settled the said transaction of purchase for Rs. 85 crores and entered into the contract. After  a few  

transactions  executed  under the contract,  the Board of M/s Tristar  Ltd.  finds degradation  in the 

quality  of the raw material  supplied. Further,  in  a board meeting this contract was challenged 

considering  it as a related  party transaction and in contravention to section 188 (1) of the 

Companies Act, 2013 read with rules framed thereunder. During the period Mr. Sudhir was 

appointed as director in a newly incorporated company M/s Raaga Limited. 

In the light of the given facts, examine the following situations as per the Companies Act, 2013. 

(i) What is the legal position of the contract entered between M/s Tristar Ltd. through its 

director Mr. Sudhir, and M/s. PTC Pvt. Ltd.? 

(ii) Is there any contravention of section 188 (1)? If yes, then state the liability of the 

wrongdoer. 

(iii) Comment upon the appointment of Mr. Sudhir as a Director in M/s Raaga Limited. (6 Marks 

May ‘19) 

Answer 1 

I. As  per the given  facts,  Mr. Sudhir,  a director of  M/s Tristar Ltd.,  was also a member  of M/s 

PTC private Ltd. with which he entered into  contract for  the  purchase of the raw material. In  

terms of  section 2(76)  of the  Companies Act,  2013,  M/s Tristar Ltd. is a related party to M/s 

PTC private Ltd.. 

Also, as per section 188(1) of the Act, no company shall enter into any contract or arrangement 

with a related party with respect to the transaction related to the sale, purchase or supply of any 

goods or  materials  or  made through  an  appointment of any agent for purchase or sale of 

goods, materials, services or property, except with the consent of the Board of Directors given 

by a resolution at a meeting of the Board and subject to such conditions as given in rule 15 of 

the Companies  (Meetings  of Board and its Powers) Rules, 2014 . 

However, no contract or arrangement, in the case of a company having a paid-up share capital 

of not less than such amount, or transactions not exceeding such sums, as prescribed in Rule 

15(3) of the Companies (Meetings of Board and its Powers)  Rules, 2014, shall be entered into  

except with  the prior  approval  of  the company by a resolution. [First proviso to section 188(1)] 

A company shall not enter into transaction/s related to  sale,  purchase or  supply  of any goods 

or materials, directly or through appointment of agent, where  the transaction or transactions 

to be entered into is amounting to 10% or more of the turnover of the company, except with 

the prior approval of the company by a resolution. 

(omission as per amendment of “ or rupees one hundred crore, whichever is lower”) 
Since in the given case, M/s Tristar Ltd. has turnover of  Rs. 700  crore. The transaction of 

purchase settled by Mr. Sudhir, is Rs. 85 crore which is more than 10% of the turnover (i.e., 700 
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crore x10/100= 70 crore).  Neither  M/sTristar Ltd.  had taken  prior approval  of the company 

by a resolution, nor it was ratified by the shareholders at a meeting within three months from 

the date on which such contract or arrangement was entered into. [Section 188(3)] 

(i) So, in terms of the above provision, this contract is of voidable  nature  at the option of the 

shareholders according to section 188(3) of the Companies Act, 2013. 

(ii) Contravention of Section 188(1): Yes, as per the answer given under Part (i), there is a 

contravention of section 188(1). 

Following is the liability of the Sudhir, Director of M/s Tristar Ltd: Section 188(3) specifies, if 

the contract or arrangement is with a related party to any director, or is authorised by any other 

director, the directors concerned shall indemnify the company against any loss incurred by it. 

Therefore, M/s Tristar Ltd, may proceed to recover loss. Section 188 (4) provides that it shall be 

open to the company to proceed against a director or any other employee who had entered 

into  such contract or  arrangement in contravention  of the provisions of this section for 

recovery of  any loss sustained  by  it as  a result of such contract or arrangement. 

Penalty: Any director or any other employee  of a  company, who had  entered  into or authorised 

the contract or arrangement in violation of  the  provisions  of this section shall be punishable 

with fine which shall not be less than 25,000 rupees but which may extend to 5 lakh rupees. 

(iii) Appointment of Director in M/s Raaga Ltd.: As per section 164(1)(g) of the Companies 

Act,2013, a person shall not be eligible for appointment as a director of a company, where he 

has been convicted of the offence of dealing with related party transactions under section 188 

at any time during the last  preceding  5 years; 

In the given instance, Mr. Sudhir was not convicted rather only the contract was challenged in 

the board meeting considering it as a related party transaction which is in contravention to 

section 188(1) and may attract penalty in terms of Section 188(5) against the offence dealt  with  

related  party  transaction  hence Mr. Sudhir remains eligible to be appointed as a director of 

M/s Raaga Ltd.  

 

Question 2 

The following information is provided in respect of M/s Fortune Limited under three different 

case scenarios on  the  borrowing  powers  of  the  Board  of  Directors  of  the  company. Mr. 

Murli, the CFO seeks your advice with explanations as to the nature of resolution which needs to 

be passed under each of the case scenarios as per the provisions of section 180 

(c) of the Companies Act, 2013. Detailed workings should form part of your answer. 

Particulars Case I (Rs. in 

Crores) 

Case ll (Rs. in 

Crores) 

Case III (Rs. 

in Crores) 

Equity Share Capital (Paid- up) 150 150 150 

Preference Share Capital (Paid-up) 50 50 50 

Securities Premium Account 50 50 50 

Free Reserves 20 20 20 

Total: 270 270 270 
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Working Capital Loan (repayable on demand-Existing) 

from Sigma Capital Limited 

50 50 50 

Cash Credit Limit from a scheduled bank (repayable on 

demand-Existing) 
120 120 120 

6 months loan for purchase of Plant & Machinery  from 

scheduled bank (proposed) 

30 40 130 

24 months loan for purchase of Plant & Machinery from 

scheduled bank (proposed) 

10 20 150 

Total 210 230 450 

(4 Marks May ‘19) 

Answer 2 

According to section 180(1)(c) of the Companies Act, 2013, the Board of Directors of a company 

shall exercise the  following  powers  only  with  the  consent  of  the  company by a special 

resolution, namely:—(c) to borrow money, where the money to be borrowed, together with the  

money  already  borrowed  by  the  company  will  exceed  aggregate  of its paid-up share capital, 

free reserves and securities premium, apart from temporary loans obtained from the company’s 
bankers in the ordinary course of business: 

Explanation—For the purposes of this clause, the expression “temporary  loans”  means loans 

repayable on demand or within six months from the date of the loan such as short- term, cash 

credit arrangements, the discounting of bills and the issue of other short-term loans of a seasonal 

character, but does not include loans raised for the purpose of financial expenditure of a capital 

nature. 

 

Particulars Case I 

(Rs. In crores) 

Case II 

(Rs. In 

crores) 

Case III 

(Rs. In 

crores) 

Total amount of Paid up share capital, free 

reserves and securities premium 

270 270 270 

Hence, Total amount that the company can 

borrow without passing Special Resolution 

Amount (A) 

 

 

270 

 

 

270 

 

 

270 

(a) Existing Working Capital Loan (Repayable 

on demand) from Sigma Capital Limited 

since it is not a banker 

(b) Total amount of Loan that Company needs 

is: 

(i) 6 months loan for purchase  of Plant & 

Machinery 

(ii) 24 months loan for purchase if Plant & 

Machinery 

Amount (B) 

50 

 

 

30 

 

10 

40 

90 

50 

 

 

40 

 

20 

60 

110 

50 

 

 

130 

 

150 

280 

330 

Is Amount (A)> Amount (B), then SR need not 

be passed 

SR not to be 

passed 

SR not to be 

passed 

SR to be 

passed 

 



 

Chapter 3 Meetings of Board and its powers 

3.4 

 

Working Notes: 

1. Paid up share capital includes both equity share capital and Preference share capital 

2. ‘Cash credit limit from scheduled bank’ are temporary loans as they are repayable on 

demand. 

3. ‘6 months loan for purchase of Plant & Machinery’ is not treated  as a temporary  loan as 
temporary loans does not include loans raised for the purpose of financial expenditure of 

a capital nature. 

 

Question 3 

The Articles of Association of M/s. DEF Limited (Non-Government Company) restricts the 

Company to contribute to National Defence Fund in any financial year for a sum not 

exceeding Rs. 5 lakhs. The Articles is silent about contribution to bonafide Charitable Fund 

and to a Political Party. The Company earned net profit during the last five financial years as 

under: 

 

Financial Year Net Profit (Rs. in Lakhs) 

2018-19 45 

2017-18 25 

2016-17 20 

2015-16 15 

2014-15 10 

The Board of Directors proposes to contribute in July 2019 for the first time during the 

financial year 2019-20: 

(i) Rs. 7 Lakhs to National Defence Fund 

(ii) Rs. 3 Lakhs to a bonafide Charitable Fund 

(iii) Rs. 5 Lakh to a Political Party 

The Company Seeks your advice on the following matters in respect of each of the above 

proposals under the provisions of the Companies Act, 2013. 

(i) The appropriate approving authority: 

(ii) The quantum of contribution that can be made; 

(iii) The mode of payment of  such contribution (6 Marks Nov ‘19) 

Answer 3 

(i)  Appropriate approving authority 

(a) In case of National Defence Fund: As per section 183(1), the Board of Directors of any 

company or any person or authority exercising the powers of  the Board of Directors of 

a company, or of the company in general meeting, may, contribute such amount as it 

thinks fit to the National Defence Fund or any other Fund approved by the Central 

Government for the purpose of national defence. 

(b) In case of Bonafide Charitable Fund: As per section 181(1), the Board of Directors of a 

company may contribute to bona fide charitable and other funds. However, prior 
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permission of the company in general meeting shall be required for such contribution in 

case any amount the aggregate of which, in any financial year, exceed five per cent of 

its average net profits for the three immediately preceding financial years. 

(c) In case of Political Party: As per section 182(1), a company may contribute any amount 

directly or indirectly to any political party. However, no such contribution shall be made 

by a company unless a resolution authorizing the making of such contribution is passed 

at a meeting of the Board of Directors and such resolution shall, subject to the other 

provisions of this section, be deemed to be justification in law for the making of the 

contribution authorised by it. 

(ii) Quantum of contribution 

a. In case of National Defence Fund: As per section 183, the Board of Directors of any 

company or any person or  authority exercising the powers of  the Board of Directors 

of a company, or of the company in general meeting, may, notwithstanding anything 

contained in sections 180, 181 and 182 or any other provision of this Act or in the 

memorandum, articles or any other instrument relating to the company, contribute 

such amount as it thinks fit to the National Defence Fund or any other Fund approved 

by the Central Government for the purpose of national defence. 

Hence, the company can contribute Rs. 7 Lakhs to National Defence Fund inspite of 

restriction by the company to contribute in any financial year for a sum not exceeding 

Rs. 5 lakhs as the Section 183 prevails over Articles of the company and there is no 

limit on such contribution. 

b. Bonafide Charitable Fund: According to section 181, the Board of Directors of a 

company may contribute to bona fide charitable and other funds. However, prior 

permission of the company in general meeting shall be required for such contribution 

in case any amount the aggregate of which, in any financial year, exceed five per cent 

of its average net profits for the three immediately preceding financial years. Average 

Net profit: Rs. 30 Lakhs [(45+25+20)/3] 5% of average net profit: Rs. 1.5 Lakhs Since, the 

amount of contribution exceeds five per cent of its average net profits for the three 

immediately preceding financial years, hence it requires prior permission of the 

company in general meeting for contributing Rs. 3 Lakhs to a bonafide Charitable Fund. 

c. Political party: Section 182 specifies that a company other than a Government 

company and a company which has been in existence for less than three financial 

years, may contribute any amount directly or indirectly to any political party. 

Hence, the company can contribute Rs. 5 Lakhs to a political party. 

(iii) Mode of payment of such contribution: 

a. National Defence fund: No mode of payment is provided under section 183. 

b. Bonafide Charitable Fund: No mode of payment is provided under section 181. 

c. Political Party: According to Section 182(3A), notwithstanding anything contained in 

sub-section (1), the contribution under this section shall not be made except by an 

account payee cheque drawn on a bank or an account payee bank draft or use of 

electronic clearing system through a bank account. However, a company may make 

contribution through any instrument, issued pursuant to any scheme notified under 

any law for the time being in force, for contribution to the political parties. 

https://www.taxmann.com/fileopen.aspx?Page=ACT&id=102120000000029725&source=link
https://www.taxmann.com/fileopen.aspx?Page=ACT&id=102120000000029725&source=link
https://www.taxmann.com/fileopen.aspx?Page=ACT&id=102120000000029727&source=link
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Question 4 

M/s KIL Limited, a listed company, proposed to acquire a plant for consideration other than cash 

from Mr. KK, a director. The Managing Director of the Company identified Mr. JK a registered 

valuer under the provisions of the Companies Act, 2013 for the purpose of valuation of the plant. 

Mr. KK acquired the plant 48 months back from a partnership firm in which the spouse of Mr. JK 

is a partner. The Managing Director of the Company issued an order appointing Mr. JK as a 

registered valuer. Examine and decide whether the decision  of appointment and the mode of 

appointment is valid under the provisions of  the Companies Act, 2013?(4 Marks Nov ‘19) 

Answer 4 

1. Restriction on acquiring assets for consideration other than cash: According to Section 192 (1) 

of the Companies Act, 2013, no company shall enter into an arrangement by which- 

(a) a director of the company or its holding, subsidiary or associate company or a person 

connected with him acquires or is to acquire assets for consideration other than cash, 

from the company; or 

(b) the company acquires or is to acquire assets for consideration other than cash, from 

such director or person so connected. 

2. Relaxation of restriction: The above restriction shall be relaxed i.e. the company may enter 

into an arrangement involving non-cash transactions, if prior approval for such arrangement 

is accorded by a resolution of the company in general meeting. 

3. Contents of notice issued for approval of resolution: The notice for approval of the resolution 

in general meeting issued by the company shall include the particulars of the arrangement. It 

shall also include the value of the assets involved in such arrangement duly calculated by a 

registered valuer. 

4. As per section 247(2) of the Companies Act, 2013, the valuer shall not undertake valuation of 

any assets in which he has a direct or indirect interest or becomes so interested at any time 

during a period of 3 years prior to his appointment as valuer or 3 years after the valuation of 

assets was conducted by him. 

As per the facts of the question and the provisions of the Act, M/s KIL Limited acquired plant 

from consideration other than cash from Mr. KK, a director. The Act has restricted such a non- 

cash transaction from a director. The company can enter into such a transaction only    if it 

obtains prior approval for the same in general meeting. It is also required that notice for such 

meeting shall also include the value of the assets involved in such arrangement duly calculated 

by a registered valuer. 

As per further facts of the question, the Managing director of the company identified Mr. JK to 

be the registered valuer. Mr. KK acquired the plant 48 months (i.e. 4 years) back from a 

partnership firm in which the spouse of Mr. JK is a partner. 

In the light of the facts of the question and provision of law, since more than 3 years (here    4 

years) has passed when Mr. KK acquired the asset from a partnership firm in which the spouse 

of Mr. JK is a partner, Mr. JK can be validly appointed as a registered valuer. 

However, according to section 247(1) of the Companies Act, 2013, where a valuation is required 

to be made in respect of any property, it shall be valued by a person having such qualification 

and experience, registered as a valuer and being a member of an organisation recognized, in 

such manner, on such terms and conditions as may be prescribed and appointed by the audit 

committee or in its absence by the Board of Directors of that company. 
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In view of above, the mode of appointment of Mr. JK is not valid as he is appointed by the 

Managing Director of the company. 

 

Question 5 

You are the CFO and in-charge of compliances of a listed entity. The Company is professionally 

managed and has earned a niche in the market for its robust management practices. Mr. Edward, 

an eminent American business man, currently living in Germany, joined the Company as an 

Executive Director. On assuming his mantle, he being a foreign director residing abroad, 

approached you to specifically understand the relevant provisions of the Companies Act, 2013 

relating to participation of directors in Board Meetings conducted through Video Conferencing 

in respect of the following matters: 

(i) What shall be the venue of Board Meeting through video conference? 

(ii) How the statutory registers placed at the scheduled venue of the meeting shall deemed 

to have been signed by the directors participating through electronic mode? 

(iii) Whether meetings can be convened through audio/teleconferencing i.e. without video 

facility? 

You are required to provide correct legal-position to the above queries after examining and 

evaluating the provisions of the Companies Act, 2013. (6 Marks Nov ‘20) 

Answer 5 

(i) As per Sub-rule (6) of Rule 3 of the Companies (Meetings of Board and its Powers) Rules 2014, 

with respect to every meeting conducted through video conferencing or other audio visual 

means authorised under these rules, the scheduled venue of the meeting as set forth in the 

notice convening the meeting, shall be deemed to be the place of the said meeting and all 

recordings of the proceedings at the meeting shall be deemed to be made at such place. 

(ii) Sub-rule (7) of Rule 3 of the Companies (Meetings of Board and its Powers) Rules 2014, 

provides that the statutory registers which are required to be placed in the  Board Meeting as 

per the provisions of the Act, shall be placed at the scheduled  venue of the meeting and where 

such registers are required to be signed by the  directors, the same shall be deemed to have 

been signed by the directors  participating through electronic mode, if they have given their 

consent to this  effect,  it is so recorded in the minutes of the meeting. 

(iii) According to section 173(2) of the Companies Act, 2013, the participation of directors in a 

meeting of the Board may be either in person or through video conferencing or other audio 

visual means, as may be prescribed, which are capable of recording and recognising the 

participation of the directors and of recording and storing the proceedings of such meetings 

along with date and time. Accordingly, meeting can be convened through audio visual means 

capable of recording and recognising the participation of the directors but not through audio 

teleconferencing i.e, without video facility. 

 

Question 6 

Apex Ltd. is an unlisted Public Company and having 10 Directors on its Board. At a duly 

convened meeting of the Board of Directors of  the Company held on 14th August, 2020,   it 

was proposed to approve entering into contracts or  arrangements  with 'E Limited'  and 'Q 

and Associates', a partnership firm. Mr. Y and his spouse hold 2 and 1 shareholding respectively 

http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=18093
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in E Limited. Mrs. Z, spouse of Mr. Z is a partner in Q and Associates. Mr. Y and Mr. Z are the 

Directors of Apex Limited. The board meeting was attended by five directors including Mr. Y 

and Mr. Z. All the directors participated in the discussions and voted in favor of the resolution 

except Mr. Y. The contracts were approved. However, Mr.   Y and Mr. Z disclosed their 

respective interests in the contracts. The earlier  Board  Meeting was held on 25th May, 2020. 

In the light of the provisions of the Companies Act, 2013 (the Act), examine the following: 

(i) Whether the Board Meeting that was held and the transactions therewith are within 

the provisions of the Act? 

(ii) Under what circumstances any arrangement entered into by the  Company  in  violation 

of Section 192 of the Companies Act, 2013 dealing with non-cash transactions involving 

directors shall  not be held voidable? (6 Marks Jan ‘21) 

Answer 6 

I. According to section 173 of the Companies Act, 2013, every company shall hold minimum of 

4 meetings every year but the gap between two consecutive board meetings shall not be more 

than 120 days. 

In the given question earlier Board Meeting was held on 25 th May, 2020. The next board 

meeting was held on 14th August, 2020. Thus, this provision has  been  complied as the gap 

between two meetings is less than 120 days. 

As per section 174 of the Companies Act, 2013, the quorum for a Board Meeting  shall be 1/3rd 

of its total strength or two directors whichever is higher. Where at any time, the number of 

interested director exceeds or is equal to 2/3 of the  total  strength, the quorum shall be the 

number of directors who are present and not interested directors. 

According to section 184 of the Companies  Act, 2013, every director shall disclose  his concern 

or interest in any company or companies or bodies corporate, firms, or other association of 

individuals which shall include the shareholding, in the manner prescribed in Rule 9 of the 

Companies (Meetings of Board and its Powers) Rules, 2014. 

The section further provides that, a director of a company shall make a specific disclosure of 

interest whenever he, in any way, whether directly or indirectly, is concerned or interested in a 

contract or arrangement or proposed contract or arrangement entered into or to be entered 

into: 

(a) with a body corporate in which such director  or  such  director in association with 

any other director holds more than two per cent shareholding of that body 

corporate; or 

(b) with a body corporate in which such director is a Promoter, Manager, Chief 

Executive Officer; or 

(c) with a firm or other entity in which, such director is a partner,  owner  or  member. 

According to Section 184 (5) (b), the provisions of Section 184 regarding disclosure  by 

interested director shall not apply to any contract or arrangement entered into or   to be 

entered into between two companies where any of the directors of the either company or 

two or more of them together holds or hold not more than 2% of the paid-up share capital in 

the other company. 

As per amendment 

in sub-section (5), for clause (b), the following clause shall be substituted, namely:— 
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" shall apply to any contract or arrangement entered into or to be entered into between 

two companies or between one or more companies and one or more bodies corporate 

where any of the directors of the one company or body corporate or two or more of them 

together holds or hold not more than two per cent. of the paid-up share capital in the other 

company or the body corporate." 

As in the given case,  Mr. Y holds 2%  shareholding (his wife shareholding shall not  be 

included) in E Limited. Since, his shareholding is not more than 2%, therefore, provisions of 

disclosure of interest shall not apply to him. 

Similarly, the provisions related to disclosure of interest are not applicable on Mr. Z (as his 

wife is a partner in Q and Associates and he disclosed his indirect interest). 

As per the question five directors including Mr. Y and Mr. Z (all  uninterested)  attended the 

board meeting which is more than 1/3rd of the strength. Thus this provision has been 

complied. 

Therefore, the meeting convened on 14-08-2020 is valid. 

The provisions of section 184 of the Companies Act, 2013 are  also complied  with, and so 

the transactions of the meeting held on 14th August, 2020 are in order. However, in terms 

of section 188 of the Companies Act, 2013, no contract or arrangement, in case of a 

company having paid up share capital of not less  than  such amount or transactions not 

exceeding such sums, as  may be prescribed shall  be entered into except with the prior 

approval of the company by a resolution. 

(ii) Where any arrangement entered into by the company in violation of the section  

192(3) of the Companies Act, 2013 dealing with non cash transactions involving 

directors, shall not be voidable: 

(a) If the restitution of any money or other consideration which is subject matter 

of the arrangement is no longer possible and the company  has  indemnified by  

any other person for any loss or damage caused to it or 

(b) If any rights are acquired bonafide for value and without notice of the 

contravention of the provisions of this section by any other person. 

Question 7 

Mrs. Anjana is a director of Unique Ltd., a professionally managed,  profit  making, dividend paying 

Company. The said company is having sufficient liquid funds and are  remaining idle as of now. 

With a view to deploy the idle funds, the Company proposes to provide either loans  or invest in 

the shares of other companies or both. Considering this  the Board of Directors delegate the 

powers to the Managing Director to invest upto 15 of the paid-up capital without passing a special 

resolution. In the light of Companies Act, 2013 analyze whether the action of board is correct? (4 

Marks Jan ‘21) 

 

Answer 7 

As per section 186(2) of the Companies Act, 2013, no company shall directly or  indirectly— 

(a) give any loan to any person or other body corporate; 

(b) give any guarantee or provide security in connection with a loan to any other body 

corporate or person; and 
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(c) acquire by way of subscription, purchase or otherwise, the securities of any other body 

corporate, exceeding sixty per cent. of its paid-up share capital, free reserves and  

securities  premium account or one hundred per cent. of its free reserves and securities 

premium account, whichever is more. 

According to section 186(5) of the Companies Act, 2013, no investment shall be made or loan or 

guarantee or security given by the company unless the resolution sanctioning it is passed at a 

meeting of the board with the consent of all the directors present at the meeting and the prior 

approval of the public financial institution concerned where term  loan is subsisting, is obtained. 

Thus, a unanimous resolution of the board is required. The section 186 does  not provide for 

delegation. 

Hence, the proposed delegation of power to the managing  director  to  invest  surplus funds of 

the company in the shares of some other companies is not correct. 

 

Question 8 

There are 7 directors in BUI Limited. A  resolution (relating to opening of  a branch office    of the 

company in a place outside the state where the  registered  office is situated)  in  draft together 

with necessary papers were circulated among the directors seeking their approval by circulation. 

Four directors from among total seven directors approved the proposal. Three directors, who did 

not approve the proposal, opposed the validity of the proposal on the following grounds: 

(i) That the resolution was circulated bye-mail and not by hand delivery or post  or  courier 

as per the provisions of sub-section (1) of Section 175  of  the  Companies Act, 2013; and 

(ii) Secondly, that more than l/3rd of the number of directors now require that the 

resolution must be decided at a meeting of the Board of Directors and not by circulation. 

Referring to and analyzing the relevant provisions of the Companies Act, 2013 and Rules made 

there under, decide, whether the contention of the three directors is tenable. (4 Marks Jan ‘21) 

Answer 8 

As per section 175 of the Companies Act, 2013, no resolution shall be deemed to have been duly 

passed by the Board or by a committee thereof by circulation, unless the resolution has been 

circulated in draft, together with the necessary papers, if any,  to  all the directors, or members 

of the committee, as the case may be, at their addresses registered with the company in India by 

hand delivery or by post or by courier, or through such electronic means as may be prescribed 

and has been approved by a majority of the directors or members, who are entitled to vote on 

the resolution. 

Rule 5 of the Companies (Meetings of  Board and its Powers) Rules, 2014, provides that    a 

resolution in draft form may be circulated to the directors together with the necessary papers for 

seeking their approval, by electronic means which may include e-mail or fax. 

Provided that, not less than one-third of the total number of directors of the company for  the 

time being require, that any resolution under circulation must be decided at a meeting  of the 

Board. 

In light of the stated provision, following are answers to the proposals on the basis  of  given 

ground- 

(i) Contention of three directors with respect to opposing of resolution passed by email, is 
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not valid in terms of stated Rule 5. 

(ii) Contention of three directors with respect to that resolution must be decided at a 

meeting of Board of Directors and not by circulation is not valid as per proviso to section 

175(1). The claim to decide the matter in the board meeting after it has been approved 

is not valid. The proviso stated above requires that they should  have insisted before the 

resolution has been passed that the  resolution  should  be  decided at a meeting of the 

board. 

 

Question 9 

The Board of Directors of Blackstone Ltd. (BL) made the following appointments at its 

meeting held on 1st January, 2021: 

(i) Mr. Amir, a Director of its subsidiary Company, namely, Black Ruby Ltd., was appointed 

as General Manager on a consolidated salary of ` 1,75,000 per month with effect from 

1st January, 2021. 

(ii) Mr. Kumar was appointed as the Production Manager on a consolidated salary of 

` 1,50,000 per month with effect from 1st January, 2021. 

(iii) Mr. Pratap, a relative of Mr. Kumar was appointed as a Director of BL on 1 st April 2021. 

In the light' of the provisions of the Companies Act, 2013, critically examine the following: 

(A) Whether the appointment of Mr. Amir requires the approval of the shareholders of BL at a 

general meeting? 

(B) Does the appointment of Mr. Pratap as a Director of BL affect the  continuation  of Mr. Kumar 

as the  Production Manager? (6 Marks July 21) 

 

Answer 9 

Section 188 of the Companies Act, 2013 relates with the related party transactions (RPT). Here, 

as per section 2(76) of the Companies Act, 2013, related party with reference to a company, 

includes any company which is holding, subsidiary or an associate company of such company. 

According to this section 188, except with consent of the Board of Directors given by a resolution 

at a meeting of the Board and subject to such conditions as prescribed under rule 15(1) of the 

Companies (Meeting of Board and its Powers) Rules, 2014, no company shall enter into any 

contract or arrangement with a related party with respect to the such transaction where there is a 

related party’s appointment to any office or place of profit in the company, its subsidiary company or 

associate company. 

(i) In the given case, Mr. Amir, a director of Black Ruby Ltd., which is a subsidiary of 

Blackstone Ltd., was appointed as General Manager on salary of ` 1,75,000 per month. 

Accordingly, related party’s appointment (i.e. of Mr. Amir) to an office or place of profit in Blackstone Ltd. will 

not require the approval of the members in a general meeting  of the company as the monthly 

remuneration is not exceeding ` 2,50,000. Such transactions as to a related party’s appointment to any 

office or place of profit in the company, its subsidiary company or associate company shall require 

consent of the Board of Directors given by a resolution at a meeting of the Board. 

(i) As per section 2(76) of the Companies Act, 2013, related party with reference to a 

company, includes a director or his relative. So, Mr. Pratap appointed as a director of 
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Blackstone Ltd. on 1st April, 2021 was a relative of Mr. Kumar who was appointed as 

Production Manager in the Blackstone Ltd. This falls  within the purview of section  188 

of the Companies Act, 2013 which relates with the related party transactions with 

related party. Yes, the continuation of Mr. Kumar as a  Production Manager will  lead 

to conflict of interest and will affect the continuation unless ratified by the Board under 

section 188(3) of the Companies Act, 2013. 

 

Question 10 

The composition of the Board of Directors of XYZ Limited, an unlisted public company, consists 

of 8 directors. Mr. Amir, one of the non-executive directors of the company, is a resident of 

Singapore and therefore, has registered his address in Singapore with the Company for 

communication and record purposes. The Articles of Association of the Company confers 

approval of the Board of Directors for promoting eligible person to the coveted position of 

General Manager in any stream of the  organization.  Accordingly, a draft Board resolution for 

promoting Mr. Amrish as General -Manager (Finance) with effect from the date of approval 

by the Board has been initiated on 1st March, 2021 and except Mr. Amir, it was circulated to 

3 directors by hand delivery through a special messenger, 2 directors by courier, 2 directors by 

email. The draft resolution was approved by four directors on March 5, 2021, two directors on 

March 7, 2021 and finally by the Chairman of the Board on March 10, 2021. In the light of the 

provisions of  the Companies Act, 2013  (the Act) examine and decide the following: 

(i) What shall be the date of approval of the Board for giving effect to the promotion order 

of Mr. Amrish? 

(ii) Is there any violation of the provisions of the Act in not circulating the draft resolution 

to Mr. Amrish ? (4 Marks July 21) 

OR 

PQR Limited, incorporated on 1st April, 2016, an unlisted Public Company has  provided  

the following data from its audited financial statements. 

(` in crore) 

 

Financial Year Paid up 

share 

capital as on 

31st March 

Turnover for the 

year ended 

Aggregate of 

outstanding loans, 

debentures and 

deposits as on 31st 

March 

2016-17 5 100 60 

2017-18 5 110 55 

2018-19 7 · 9

5 

50 

2019-20 7 90 45 

2020-21 7 75 40 

 

 Mr. Amrish to be read as Mr. Amir 
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During the FY 2020-21, the liquidity of the Company was highly affected due to closure of 

the business on account of Covid-19 pandemic. The aggregate outstanding loans, 

debentures and deposits increased from ` 45 crore as on 31st March 2020 to ` 60 crore  as 

on 30th September 2020 and dropped down to ` 40 crore as on 31st March 2021. There was 

no such increase in the aggregate of outstanding loans, debentures and· deposits during the 

earlier financial years. PQR Limited, which was obligated to constitute an Audit Committee 

in the Financial Year 2017-18 decided to dismantle it in the FY 2021-22. Now, taking into 

account the above inputs and in the light of the· provisions of the Companies Act, 2013 (the 

Act) examine: 

(i) Whether the company has complied with the provisions of the Act and the rules made 

thereunder in dismantling the Audit Committee? 

(ii) What will be your answer in case PQR Limited is a subsidiary of RST Limited, a listed 

entity? (4 Marks July 21) 

Answer 10 

Requirements to pass resolution by circulation [Section 175 (1)]: A resolution shall be 

deemed to  have been duly passed by  the Board or by a committee thereof by circulation  

in case: 

 the resolution has been circulated in draft, together with the necessary papers, if any, 

to all the directors, or members of the committee, as the case may be, 

 at their addresses registered with the company in India, 

 by hand delivery or by post or by courier, or through such electronic means  as may  be 

prescribed, and 

 has been approved by a majority of the directors or members, who are entitled to vote 

on the resolution. 

Provided that, where not less than one-third of the total number of directors of the 

company for the time being require that any resolution under circulation must be decided 

at a meeting of the Board. 

Rule 5 provides that a resolution in draft form may be circulated to the directors together 

with the necessary papers for seeking their approval, by electronic means which may include 

e-mail or fax. 

Further, para 6.3.2 of the Secretarial Standard 1 which is mandatory in terms of section 

118(10) of the Companies Act, 2013 provides that ‘The Resolution, if passed, shall be deemed to 

have been passed on the last date specified for signifying assent or dissent by the Directors 

or the date on which assent from more than two-third of the Directors has been received, 

whichever is earlier, and shall be effective from that date, if no other effective date is 

specified in such Resolution. 

In the instant case, the draft board resolution for promoting Mr. Amrish as General Manager 

was circulated to 7 directors at their addresses registered with the company in India. 

(i) Out of 7 directors, 4 directors approved the resolution on 5 th March, 2021 and two 

directors on 7th March, 2021 which meets the requirement of two-third of the directors 

mentioned in SS1. Hence, the appointment of Mr. Amrish as General Manager deemed 

to be effective from 7th March, 2021. His  appointment was subject to noting  in the 
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next Board meeting. 

(ii) There is no violation of the provisions of the Act in not circulating the draft resolution 

to Mr. Amir as he has registered his address in Singapore with the company for 

communication and record purposes and Section 175 clearly talks about circulating the 

resolution to the directors who have registered their address with the company in India. 

Alternate Answer 

Requirements to pass resolution by circulation [Section 175 (1)]: A resolution shall be 

deemed to have been duly passed by  the Board or by a committee thereof by circulation   

in case: 

 the resolution has been circulated in draft, together with the necessary papers, if any, 

to all the directors, or members of the committee, as the case may be, 

 at their addresses registered with the company in India, 

 by hand delivery or by post or by courier, or through such electronic means  as may  be 

prescribed, and 

 has been approved by a majority of the directors or members, who are entitled to vote 

on the resolution. 

Rule 5 provides that a resolution in draft form may be circulated to the directors together 

with the necessary papers for seeking their approval, by electronic means which may include 

e-mail or fax. 

In the instant case, the draft board resolution for promoting Mr. Amrish as General Manager 

was circulated to 7 directors at their addresses registered with the company in India. 

(i) Out of 7 directors, 4 directors approved the resolution on 5th March, 2021.  Hence,  the 

appointment of Mr. Amrish as General Manager deemed to be effective from 5th 

March, 2021 as the resolution for his appointment was approved by majority on 5th 

March, 2021 (4 directors out of 7). His appointment was subject to noting in the next 

Board meeting. 

(ii) There is no violation of the provisions of the Act in not circulating the draft resolution  

to Mr. Amir as he has registered his address in Singapore with the company for 

communication and record purposes and Section 175 clearly talks about circulating the 

resolution to the directors who have registered their address with the company in India. 

OR 

(a) Companies required to constitute an Audit Committee [Section 177 (1) and Rule 6]: 

Following companies are required to constitute an Audit Committee: 

(i) every listed public company; 

(ii) public companies having paid up share capital of 10 crore rupees or more; 

(iii) public companies having turnover of 100 crore rupees or more; 

(iv) public companies which have, in aggregate, outstanding loans, debentures and 

deposits, exceeding 50 crore rupees. 

Clarification: Explanation to Rule 4 (1) clarifies that the paid-up share capital or turnover or 

outstanding loans, debentures and deposits, as the case may be, as existing on the last date 
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of latest audited financial statements shall be taken into account. 

(i) In the instant case, PQR Limited was obligated to constitute the Audit Committee in the 

Financial year 2017-18 as it was having turnover of Rs. 100 crore and aggregate of 

outstanding loans, debentures and deposits of Rs. 60 crore on 31 st March, 2016. 

Now, the company has ceased to fulfill the three conditions related to paid up share capital, 

turnover and aggregate of outstanding loans, debentures and deposits for three consecutive 

years (as on 31st March, 2018, 31st March 2019 and 31st March 2020). Hence, the company is 

not required to constitute Audit committee in the financial year 2021-22. 

Hence, the company has complied with the provisions of the Act and rules made thereunder 

in dismantling the Audit Committee. 

(ii) If PQR Limited is a subsidiary of RST Limited, a listed entity: 

PQR Limited is a subsidiary of RST limited, a listed entity, is not to be considered as listed 

company unless registered in the recognized Stock exchange. Also since PQR Limited is a 

subsidiary and not a wholly –owned subsidiary, no exemption is given to PQR limited under 

the prescribed class of companies under Rule 4 for constitution of Audit committee. 

Therefore, PQR Limited has to comply with the provisions  of  the Act and rules made 

thereunder for constitution of the Audit Committee. 

However, the answer will remain same in this case also. 
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Chapter 9 

 Miscellaneous Provisions 

Question 1 

Fame Ltd. filed an application to the registrar for removal  of the name of company  from  the register 

of companies after passing special resolution. On the complaint of certain  members, Registrar came 

to know that already an application is pending before the Tribunal for the sanctioning of a 

compromise or arrangement proposal. The application  was filed by the Fame Ltd. two months 

before the filing of this application to the Registrar. 

Determine the given situations in the lights of the given facts as per the Companies Act, 2013: 

(i) Legality of filing an application by Fame Ltd. Before the Registrar. 

(ii) Consequences if Fame Ltd. files an application in the above given situation. 

(iii) In case Registrar notifies Fame Ltd as dissolved under section 248 in compliances to the required 

provisions, what remedy will be available to the aggrieved party? (May 20) 

Answer 1 

According to the Section 248(2) of the Companies Act, 2013, a company may, after extinguishing all its 

liabilities, by a special resolution, or consent of seventy-five per cent. members in terms of paid-up 

share capital, file an application in the prescribed manner to the Registrar for removing the name of 

the company from the register of companies on all or any of the grounds specified in section 248(1) and 

the Registrar shall, on receipt of such application, cause a public notice to be issued in the prescribed 

manner. 

Further Section 249 provides restrictions on making application under section 248 . 

An application under section 248 on behalf of a company shall not be made if, at any time  in the 

previous three months, the company— 

(a) has changed its name or shifted its registered office from one State to another; 

(b) has made a disposal for value of property or rights held by it, immediately before  cesser of trade 

or otherwise carrying on of business, for the purpose of disposal for gain in the normal course 

of trading or otherwise carrying on of business; 

(c) has engaged in any other activity except the one which is necessary or expedient for the purpose 

of making an application under that section, or deciding whether to do so or concluding the 

affairs of the company, or complying with any statutory requirement; 

(d) has made an application to the Tribunal for the sanctioning of a compromise or arrangement 

and the matter has not been finally concluded; or 

(e) is being wound up under Chapter XX of this Act or under the Insolvency and Bankruptcy Code, 

2016. 

Violation of above conditions on filing of application: If a company files an application in violation 

of restriction given above, it shall be punishable with fine which may extend to one lakh rupees. 

Rights of registrar on non-compliance of conditions by the company: An application filed under above 

circumstances, shall be withdrawn by the company or rejected by the Registrar as soon as conditions 

are brought to his notice. 

Aggrieved person to file an appeal against the order of registrar: As per section 252(1),any person 

aggrieved by an order of the Registrar, notifying a company as dissolved under section 248, may file 
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an appeal to the Tribunal within a period of three years from  the date of the order of the Registrar 

and if the Tribunal is of the opinion that the removal   of the name of the company from the register 

of companies is not justified in view of the absence of any of the grounds on which the order was 

passed by the Registrar, it may  order restoration of the name of the company in the register of 

companies. However a reasonable opportunity is given to the company and all the persons 

concerned. 

According to the above provisions, following are the answers: 

(i) As per the restrictions marked in the Section 249(d) stating that an application under section 

248 on behalf of a company shall not be made if, at any time in the previous three months, the 

company has made an application to the Tribunal for the sanctioning of a compromise or 

arrangement and the matter has not been finally concluded. 

As per the facts application to the registrar for removal of the name of company from the register 

of companies, was filed by the Fame Ltd. within three months to the filing of an application to the 

Tribunal for approval of compromise or arrangement proposal. Therefore filing of such an 

application by Fame Ltd is not valid. 

(ii) If a company files an application in above situation, it shall be punishable with fine which may 

extend to one lakh rupees. An application so filed, shall be withdrawn by the company or 

rejected by the Registrar as soon as conditions are brought to his notice. 

(iii) According to the provision given in section 252(1),a person aggrieved by an order of the 

Registrar, notifying Fame Ltd. as dissolved under section 248, may: 

 file an appeal to the Tribunal within a period of three years from the date of the order of the 

Registrar, and 

 if the Tribunal is of the opinion that the removal of the name of the company  from the register 

of companies is not justified in view of the absence of any of  the grounds on which the order 

was passed by the Registrar, it may order restoration of the name of the Fame Ltd. in the 

register of companies. 

 A reasonable opportunity is given to the Fame Ltd. and all the persons concerned. 

 

Question 2 

Pankaj Nidhi Limited, incorporated under section 406 of the Companies Act, 2013. Pankaj Nidhi 

Limited wants to enter into an agreement for acquiring another company by purchase of its 

securities. Now the management of the Pankaj Nidhi Limited is in dilemma with respect to the 

requirment of entering into such an agreement. Pankaj Nidhi Limited approached you to provide 

with the best course of action considering the provisions of the Companies Act, 2013. 

(a) As per the Nidhi Rules, 2014, Nidhi company can enter into an agreement for acquiring 

other company by purchase of its securities provided the Nidhi company  has passed a 

special resolution in its general meeting or have obtained the previous approval of the 

Regional Director having jurisdiction over such Nidhi. 

(b) As per the Nidhi Rules, 2014, Nidhi company can enter into an agreement for acquiring 

other company by purchase of its securities provided the Nidhi company  has passed a 

special resolution in its general meeting and also obtained the previous approval of the 

Regional Director having jurisdiction over such Nidhi. 

(c) As per the Nidhi Rules, 2014, Nidhi company can enter into an agreement for acquiring 

other company by purchase of its securities provided the Nidhi company has passed a 
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special resolution in its general meeting and have obtained the previous approval of the 

Registrar of Companies (Roc) having jurisdiction over such Nidhi. 

(d) As per the Nidhi Rules, 2014, Nidhi company can enter into an agreement for acquiring 

other company by purchase of its securities provided the Nidhi company  has passed a 

special resolution in its general meeting or have obtained the previous approval of the 

Registrar of Companies (Roc) having jurisdiction over such Nidhi. (Nov 21) 

Answer 2 

The Answer is (b) 

 

Question 3 

Adheera Limited, a company incorporated under the Companies Act, 2013, has not entered into 

significant accounting transaction during the last one financial year. Accordingly, the 

management of the company was thinking to obtain the status of the dormant company under 

section 455 of the Companies Act, 2013. The Registrar on the filings made during  the last financial 

year found some irregularities and ordered inspection of the books of 

accounts under section 207 of the Companies Act, 2013. Now the management of the Company 

consults you, to advise on the application to be made to Registrar for obtaining the status of the 

dormant company considering the provisions of the Companies Act, 2013. 

(1) The company shall be able to obtain the status of the dormant company after passing 

special resolution to this effect in the general meeting of the company. 

(2) The company shall not be able to obtain the status of the dormant company as 

company shall be inactive i.e. not carrying significant accounting transactions during 

the last 2 financial years. 

(3) The company shall be able to obtain the status of the dormant company after issuing 

notice to all the shareholders of the company for this purpose and obtaining consent 

of at least 3/4th shareholders in value. 

(4) The company shall not be able to obtain the status of the dormant company as 

inspection u/s 207 of the Act is going on against the Company. 

(a) Only (3) 

(b) Either (2) or (4) 

(c) Either (1) or (3) 

(d) Both (2) and (4) (Nov 21) 

Answer 3 

The Answer is (c) 
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Chapter 9 

Miscellaneous Provisions 

Question 1 

Aakaar Solar Energy Private Limited was allowed the status of a  ‘dormant  company’ after  a  certificate 
to this effect was issued  on 1stJuly 2018 by  the Registrar  of Companies, Delhi and Haryana.  Mention 

the latest date after which the Registrar is empowered to initiate the  process of striking  off the name 

of  the company if Aakaar Solar Energy continues to remain as a dormant company.  

(2 Marks ,Mar-19) 

(a) After   30th   June, 2023. 

(b) After   30th   June, 2019. 

(c) After   30th   June, 2020. 

(d) After   30th   June, 2021. 

Answer 1 

The Answer is (a) 

 

Question 2 

Nanny Marcons Private Limited was incorporated on 9th June, 2017. For the financial year 2017-2018, 

it did not file its financial statements and annual returns. For the time being the company desires to be 

treated as ‘inactive company’ since it does not intend to carry on any business permitted by its 

Memorandum. As to when ROC can issue certificate of status of dormant company to ‘Nanny 
Marcons’ on the basis of non-submission of financial statements if the company makes an application 

to the Registrar in this respect.  (2 Marks ,Mar-19) 

(a) After non-submission of financial statements for the two financial years i.e. 2018-19 and 

2019-20. 

(b) After non-submission of financial statements for the next financial year i.e. 2018-19. 

(c) After non-submission of financial statements for the three financial years i.e. 2018-19, 2019-

20 and 2020-21. 

(d) After non-submission of financial statements for the four financial years i.e. 2018-19, 2019-

20, 2020-21 and2021-22.  

Answer 2 

The Answer is (b) 

 

Question 3 

In case a Valuer becomes interested in any property, stock etc of the company, he may be appointed 

as Registered Valuer of the company after a cooling off period of: (1 Mark ,Mar-19) 
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(a) 3years 

(b) 5years 

(c) 1year 

(d) He will never be appointed as Registered Valuer of the company 

Answer 3 

The Answer is (a) 

 

Question 4 

Mr. K, a Manager of XYZ Ltd. retired on 12th May 2019. On examination of the final accounts of the 

company for the year ended on 31st March 2019, the Registrar of Companies found some serious 

irregularities in writing off of the huge amounts of bad debts and no satisfactory explanation was 

provided for the same from the company. In such a situation the Registrar of Companies wants some 

explanation from the company and Mr. K. Can the ROC seek explanation from Mr. K ? Advice–   

( 2 Marks ,Oct-19) 

(a) No, Mr. K can’t be called upon, as he does not hold the position or any office in the company 

anymore. 

(b) Mr. K can be called upon within a period of one year from the date of completion of his 

service. 

(c) Mr. K can be called upon for necessary explanation within a period of 180 days from the 

date of leaving his office through a written notice served upon him. 

(d) Mr. K can be called upon by the Registrar through a written notice served on him without 

any time period limit. 

Answer 4 

The Answer is (d) 

 

Question 5 

State the required majority in the case where a company wants to file an application to the registrar 

for removal of names of the company from the register of companies for its failure to commence its 

business within one year of its incorporation- (1 Mark , Oct-19) 

(a) Required consent of fifty one per cent members holding shares in the company 

(b) Required consent of ninety per cent members holding shares in the company 

(c) Required consent of seventy-five  per cent members present  in the  meeting approving  for 

filing  of an application for removal of names 

(d) Required consent of seventy-five per cent members in terms of paid-up share capital 

Answer 5 

The Answer is (d) 
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Question 6 

Where a valuer has been convicted, he shall be liable to____ (1 Mark Oct-19) 

(a) Refund of the remuneration received 

(b) Pay damages to the company and to any person bearing loss by incorrect or misleading 

statements of particulars made in his report 

(c) Both (a) &(b) 

(d) Only refund of remuneration to the company and no payment of damages to the company 

and to  any person 

Answer 6 

The Answer is (b) 

 

Question 7 

Eminence Ltd.  after passing special resolution filed an application to  the registrar  for  removal  of the 

name of company from the register of companies. On the complaint of certain members, Registrar 

came to know that already an application is pending before the Tribunal for the sanctioning of a 

compromise or arrangement proposal. The application was filed by the Eminence Ltd. two months 

before the filing of this application to the Registrar. 

 Determine the given situations in the lights of the given facts as per the Companies Act, 2013: 

(i) Legality of filing an application by Eminence Ltd. before the registrar. 

(ii) Consequences if Eminence Ltd. files an application in the above given situation. 

 In case registrar notifies eminence Ltd as dissolved under section 248 in compliances to the 

required provisions, what remedy will be available to the aggrieved party? (8 Marks ,Oct-19) 

Answer 7 

According to the Section 248(2) of the Companies Act, 2013, a company may, after extinguishing all its 

liabilities, by a special resolution, or consent of seventy-five per cent. members in terms of paid-up 

share capital, file an application in the prescribed manner to the Registrar for removing the name of 

the company from the register of companies on all or any of the grounds specified in section 248(1) 

and the Registrar shall, on receipt of such application, cause a public notice to be issued in the 

prescribed manner. 

Further Section 249 provides restrictions on making application under section 248. 

An application under section 248 on behalf of a company shall not be made if, at any time in the 

previous three months, the company— 

(a) has changed its name or shifted its registered office from one State to another; 

(b) has made a disposal for value of property or rights held by it,  immediately before  cesser 

of trade or otherwise carrying on of business, for the purpose of disposal for gain in the 

normal course of trading or otherwise carrying on of business; 

(c) has engaged in any other activity except the one which is necessary or expedient for the 

purpose of making an application under that section, or deciding whether to do so  or 
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concluding the affairs of the company, or complying with any statutory requirement; 

(d) has made an application to the Tribunal for the sanctioning of a compromise or 

arrangement and the matter has not been finally concluded; or 

(e) is being wound up under Chapter XX of this Act or under the Insolvency and Bankruptcy 

Code, 2016. 

 Violation of above conditions on filing of application: If a company files an application in 

violation of restriction given above, it shall be punishable with fine which may extend to one 

lakh rupees. 

 Rights of registrar on non-compliance of conditions by the company: An application filed 

under above circumstances, shall be withdrawn by the company or rejected by the Registrar  

as  soon as conditions are brought to his notice. 

 Aggrieved person to file an appeal against the order of registrar: As per section 252(1),any 

person aggrieved by an order of the  Registrar,  notifying  a  company as  dissolved  under 

section 248, may file an appeal to the Tribunal within a period of three years from  the date of 

the  order of  the Registrar and if the Tribunal is of the opinion that the removal of the name 

of the company from the register of companies is not justified in view of the absence of any of 

the grounds on which the order was passed by the Registrar, it may order restoration of the 

name of the company in the register of companies. However a reasonable opportunity is given 

to the company and all the persons concerned. 

 According to the above provisions, following are the answers: 

(i) As per the restrictions marked in the Section 249(d) stating that an application under  

section 248 on behalf of a company shall not be made if, at any  time in the  previous  

three  months, the company has made an application to the Tribunal for the 

sanctioning of a compromise or arrangement and the matter has not been finally 

concluded. 

 As per the facts application to the registrar for removal of the name of company from the  

register  of companies, was filed  by the Eminence Ltd. within three  months to  the filing of an 

application to the Tribunal for approval of compromise or arrangement proposal. Therefore, 

filing of such an application by Eminence Ltd is not valid. 

(i) If a company files an application in above situation, it shall be punishable with fine 

which may extend to one lakh rupees. An application so filed, shall be withdrawn by 

the company or rejected by the Registrar as soon as conditions are brought to his 

notice. 

(ii) According to the provision given in section 252(1), a person aggrieved by an order of 

the Registrar, notifying Eminence Ltd. as dissolved under section 248,  may: 

 file an appeal to the Tribunal within a period of three years from  the date of the 

order of  the Registrar, and 

 if the Tribunal is of the opinion that the removal of the name of the company 

from the register of companies is not justified in view of the absence of any of the 

grounds  on which the order was passed by the Registrar, it may order restoration 

of the name of the Eminence Ltd. in the register of companies. 

 A reasonable opportunity is given to the Eminence Ltd. and all the persons 

concerned. 

http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=17658
http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=17658
http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=17658
http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=17658
http://ebook.mca.gov.in/Actpagedisplay.aspx?PAGENAME=17658


 

Chapter 9 Miscellaneous Provisions 

9.5 

 

Question 8 

The Registrar of Companies has reasonable cause to believe that XYZ Ltd, registered as ‘dormant 
company’ under his jurisdiction has been functioning. State course of action that can be taken by the 

Registrar against XYZ Ltd.– (1 Mark , May-20) 

(a) Registrar may serve the notice stating that it is a dormant company and so cannot function, 

so all its acts will be considered as void. 

(b) Registrar May initiate proceedings thereby making the company and its officers liable to be 

punished for the functioning of the company under the status of dormant company. 

(c) Registrar May initiate enquiry and if found that XYZ Ltd. has actually been functioning, the 

Registrar May remove the name of such company from register of dormant companies and 

treat it as an active company. 

(d) Registrar May initiate enquiry under section 206, if found to be functioning, for 

noncompliance with the Companies Act, 2013. 

Answer 8 

The Answer is Option (c) 

 

Question 9 

Pioneer Ltd. filed an application to the registrar for removal of the name of company from the register 

of companies after passing special resolution. On the complaint of certain members, Registrar came to 

know that already an application is pending before the Tribunal for the approval of proposed 

compromise or arrangement scheme. The application was filed two months before the filing of this 

application to the Registrar. (8 Marks , May-20) 

Determine the given situations in the lights of the given facts as per the Companies Act, 2013: 

(i)    Legality of filing an application by Pioneer Ltd. Before the Registrar. 

 (iI)   Consequences if Pioneer Ltd. files an application in the above given situation. 

Incase Registrar notifies Pioneer Ltd as dissolved under section 248 in compliances to the required 

provisions, what remedy will be available to the aggrieved party?  

Answer 9 

According to the Section 248 (2) of the Companies Act, 2013, a company may, after extinguishing all its 

liabilities, by a special resolution, or consent of seventy-five percent. Members in terms of paid-up share 

capital, file an application in the prescribed manner to the Registrar for removing the name of the 

company from the register of companies on all or any of the grounds specified in section 248(1) and the 

Registrar shall, on receipt of such application, cause a public notice to be issued in the prescribed 

manner. 

Further Section 249 provides restrictions on making application under Section 248 . 

An application under Section 248 on behalf of a company shall not be made if, at any time in the 

previous three months, the company— 

Has changed its name or shifted its registered office from one State to another; 
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Has made a disposal for value of property or rights held by it, immediately before cesser of trade or 

otherwise carrying on of business, for the purpose of disposal for gain in the normal course of trading or 

otherwise carrying on of business; 

Has engaged in any other activity except the one which is necessary or expedient for the purpose of 

making an application under that section, or deciding whether to do so or concluding the affairs of the 

company, or complying with any statutory requirement; 

Has made an application to the Tribunal for the sanctioning of a compromise or arrangement and the 

matter has not been finally concluded; or 

Is being wound up under Chapter XX of this Actor under the Insolvency and Bankruptcy Code, 2016. 

Violation of above conditions on filing of application: If a company files an application in violation of 

restriction given above, it shall be punishable with fine which may extend to one lakh rupees. 

Rights of registrar on non-compliance of conditions by the company: An application filed under above 

circumstances, shall be with drawn by the company or rejected by the Registrar as soon as conditions 

are brought to his notice. 

Aggrieved person to file an appeal against the order of registrar: As per section 252(1), any person 

aggrieved by an order of the Registrar, notifying a company as dissolved under section 248, may file an 

appeal to the Tribunal within a period of three years from the date of the order of the Registrar and if 

the Tribunal is of the opinion that the removal of the name of the company from the register of 

companies is not justified in view of the absence of any of the grounds on which the order was passed 

by the Registrar, it may order restoration of the name of the company in the register of companies. 

However a reasonable opportunity is given to the company and all the persons concerned. 

According to the above provisions, following are the answers: 

As per the restrictions marked in the Section 249 (d) stating that an application under section 248 on 

behalf of a company shall not be made if, at anytime in the previous three months, the company has 

made an application to the Tribunal for the sanctioning of a compromise or arrangement and the matter 

has not been finally concluded. 

As per the facts application or the registrar for removal of the name of company from the register of 

companies, was filed by the Pioneer Ltd. within three months to the filing of an application to the Tribunal for 

approval of compromise or arrangement proposal. Therefore filing of such an application by Pioneer Ltd. is not 

valid. 

(i) If a company files an application in above situation, it shall be punishable with fine which may 

extend to one lakh rupees. An application so filed, shall be withdrawn by the company or 

rejected by the Registrar as soon as conditions are brought to his notice. 

(ii) According to the provision given in section 252(1), a person aggrieved by an order of the 

Registrar, notifying Pioneer Ltd. as dissolved under section 248, may: 

 File an appeal to the Tribunal within a period of three years from the date of the 

order of the Registrar, and 

 If the Tribunal is of the opinion that the removal of the name of the company from 

the register of companies is not justified in view of the absence of any of the 

ground son which the order was passed by the Registrar, it may order restoration 

of the name of the Pioneer Ltd. in the register of companies. 
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 A reasonable opportunity is given to the Pioneer Ltd. and all the persons concerned. 

Question 10 

Best Nidhi Limited has been incorporated on 01/04/2020 as a Nidhi Company under section 406 of 

the Companies Act, 2013 with 250 members. Its main object is to accept deposits from members and 

lend loans to members for the mutual benefit of the members. It also provides locker facilities to 

members.  For FY 2020-2021, the income of the company (before deducting any expense) was Rs. 

40,00,000. Expenses incurred during the year amounted to Rs. 10,00,000. Calculate the maximum 

amount of rental income that could have been earned during the FY 2020-2021 by the company. (2 

Marks , March-21) 

(a) Rs. 10,00,000 

(b) Rs.   7,50,000 

(c) Rs.   8,00,000 

(d) Rs.   6,00,000  

Answer 10 

The Answer is (c) 

 

Question 11 

A valuer in a company will be appointed by the ----------- or in its absence, by the -------------of that 

company. (1 Mark , March-21) 

(a) Board of directors, Shareholders 

(b) Board of Directors, Audit committee 

(c) Shareholders, Audit committee 

(d) Audit Committee, Board of Directors 

Answer 11 

The Answer is (d) 

 

Question 12 

X Ltd., a foreign company along with the financial statement of FY 2020-2021 of its Indian 

business operations have to file statement of related party transactions, repatriation of profits 

and statement of transfer of funds with the Registrar latest by: 

(a) April 30,2021 

(b) June 30,2021 

(c) September 30, 2021 

(d) December 31, 2021 (1 Marks April 21) 

Answer 12 

The Answer is (c) 
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Question 13 

Prathmikhta Life Insurance Limited incorporated on 01.04.2020 could not commence its 

business till 01.04.02021. The Company filed an application to the Registrar of Companies with a 

special resolution to remove its name from the register of the companies maintained by the 

Registrar and give effect to the dissolution of the Company. Rejecting the application on the 

ground that the application has not been supported by approval of the regulatory authority, the 

Registrar asked the Company to re-submit it after marking necessary compliances. Examine the 

validity of rejection of the application of Prathmikhta Life Insurance Limited by explaining the 

procedure to be followed for removal of the name of the Company and get it dissolved under 

the provisions of the Companies Act 2013 (the Act) without taking a recourse to the regular 

winding-up procedure provided under chapter XX of the Act. (8 Marks April 21) 

Answer 13 

Approval of the Regulatory Body in case a Company is regulated under a Special Act: 

Prathmikhta Life Insurance Ltd. is a company regulated under a Special Act, the Insurance Act, 

1938. It shall obtain approval of the regulatory body, “Insurance Regulatory and Development 
Authority” (IRDA) constituted or established under that Act and such approval shall be enclosed 
with the application. 

Here in the given case, no approval of the regulatory body i.e., IRDA was obtained, and 

therefore, the rejection of application of Prathmikhta Life Insurance Limited, is valid. 

Procedure for removal of name of the company 

As per Section 248(2) of the Companies Act, 2013, a Company (Prathmikhta Life Insurance Ltd.) 

may, after extinguishing all its liabilities, by a special resolution, or consent of seventy-five per 

cent of members in terms of paid-up share capital, file an application to the Registrar for 

removing the name of the Company from the Register of Companies on the ground that the said 

Company has failed to commence its business within one year of its incorporation (i.e. from 

1/4/2020 till 1/4/2021) and the Registrar shall, on receipt of such application, cause a public 

notice to be issued. 

A notice issued shall be published in the prescribed manner and also in the Official Gazette for 

the information of the general public. 

At the expiry of the time mentioned in the notice, the Registrar may, unless contrary is shown 

by the Company, strike off its name from the Register of Companies, and shall publish notice 

thereof in the Official Gazette, and on the publication in the Official Gazette of this not ice, the 

Company shall stand dissolved. 

Prathmikhta Life Insurance Limited with approval of the IRDA, shall re-submit the application in 

compliance with stated procedure and can get its name struck off from Register of Companies 

and get it dissolved without taking recourse to the regular winding up procedure under the 

Companies Act, 2013. 

 

Question 14 

Mr. X, director of BRT Ltd. entered into an arrangement with his friend  and acquired asset  on 

the name of the BRT Ltd. Prior approval for such arrangement was required by a resolution of 

the company in general meeting. The notice for approval of the resolution  by the  company 

included the  particulars  of the arrangement along with the value of the assets duly calculated 
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by a  registered  valuer.  Later  the Board of company discovered the loss arising out of incorrect 

statement in the report made the valuer. State the liability of the valuer in the given situation- 

(a) valuer can claim immunity stating that company is not bound to accept his opinion being an 

expert. 

(b) the valuer shall be punishable with fine only for the incorrect statement given in the report 

(c) valuer is liable to be convicted  for  the incorrect statement  given  in the  report  made with 

an intent to defraud the company or its members . 

(d) valuer cannot be held liable for damages to the company as the company have seek the 

prior approval of company in general meeting. ( 2 Marks April 19) 

 

Answer 14 

The Answer is the (c) 

 

Question 15 

Where the Registrar has reasonable cause to believe, he shall send a notice to the company and all 

the directors of the company, of his intention to remove the name of the company from the 

register of companies and requesting them to send relevant details within a period of  ---------days  

from the  date of the notice. 

(a) 15 

(b) 30 

(c) 45 

(e) 21   ( 1 Marks April 19) 

Answer 15 

The Answer is the (b) 

 

Question 16 

What shall not be the duties of a Registered Valuer? 

(a) to make an impartial, true and fair valuation of any assets which may be required to  be 

valued 4 

(b) to exercise due diligence while performing the functions as valuer 

(c) to undertake valuation of any assets in which he has a direct or indirect interest or 

becomes so interested at any time during or after the valuation of assets. 

(d) to make the valuation in accordance with such rules as may be prescribed( 1 Marks April 

19) 

 

Answer 16 

 The Answer is the (c) 
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Chapter 9 

 Miscellaneous Provisions 
Question 1 

Gulmohar Ltd. is a company registered in India for last 5 years. Since  last 2 financial  years, it has 

not been carrying on any business or operations and has not  filed  financial  statements and 

annual returns saying that it has not made any significant accounting transaction during the last 

two financial years.  Considering the current  situation,  Directors of the Company is contemplating 

to apply to Registrar of Companies to obtain status of dormant or inactive company. Advise them 

on : 

(i) Whether Gulmohar Ltd. is eligible to apply to Registrar of  Companies  to  obtain dormant 

status for the company? 

(ii) Will your answer be different if Gulmohar Ltd is continuing payment of  fees  to  Registrar 

of Companies and payment of rentals for  its  office  and accounting records for last two 

financials years? 

(iii) Is special resolution in general meeting a pre-requisite to make an application to Registrar 

of Companies for obtaining the status of dormant company? 

(iv) What will be your answer if it is found after making an application of dormant company to 

Registrar of Companies that an investigation is pending against the company which was  

ordered  6 months ago?(8 Marks May ‘19) 

Answer 1 

(i)  According to section 455 of the Companies Act, 2013, an inactive  company may make an 

application to the Registrar in such manner as may be prescribed for obtaining the status of 

a dormant company. 

Here, “inactive company” means a company which has not been carrying on any business or 

operation, or has not made any significant accounting transaction during the last two financial 

years, or has not filed financial statements and annual returns during the last two financial years. 

Gulmohar Ltd., since from last two years is not  carrying  on business  or  operations and has not 

filed financial statements and annual returns saying it has not made any significant accounting 

transaction during the last two financial years. Thus,  it  falls within the definition of inactive 

company as stated above and hence is eligible to apply to Registrar of Companies to obtain the 

status of Dormant company. 

(ii) According to Explanation to section 455, “significant  accounting  transaction”  means any 

transaction other than— 

(1) payment of fees by a company to the Registrar; 

(2) payments made by it to fulfill the requirements of this Act or any other law; 

(3) allotment of shares to fulfill the requirements of this Act; and 

(4) payments for maintenance of its office and records. 

Thus, Gulmohar Ltd.  is still  eligible to  apply to  the  Registrar  of Companies to obtain the  

status  of Dormant company even  if it has continued ‘payment of fees  to Registrar of 

Companies and payment of rentals for its  office  and accounting records’ for  last two years, 

as these transactions have been kept outside the purview of significant accounting 

transactions. 

(iii) According to the Rule 3 of the Companies (Miscellaneous) Rules, 2014, a company  may make 
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an application in prescribed form to  the Registrar  for  obtaining the  status  of a Dormant 

Company in accordance with the provisions of section 455 after  passing a special resolution to 

this effect in the general meeting of  the  company or  after issuing a notice to all the shareholders 

of the company for this purpose and obtaining consent of at least 3/4th shareholders (in value). 

Thus, special resolution is a pre- requisite to make an application to Registrar of Companies for 

obtaining the status of dormant company. 

(iv) According to the Rule 3 of the Companies (Miscellaneous) Rules, 2014, a company shall be 

eligible to apply under this rule only, if  no inspection, inquiry or  investigation has been ordered 

or taken up or carried out against the company. 

According to section 455(6), the Registrar shall strike off the name of a dormant company from 

the register of dormant companies, which has failed to comply with the requirements of section 

455. 

In the given case, Gulmohar Ltd. was not eligible to apply for the status of a dormant company 

as an investigation was pending against the company which was ordered 6 months ago. But 

since, it has already made an application and then  it came to  the  light about the pending 

investigation against the company, the Registrar shall not register it as a dormant company and 

if already registered as a dormant company, strike off the name of a dormant company from 

the register of dormant companies as the company has contravened the necessary 

requirements. 

 

Question 2 

(a) Digital Era Limited (DEL), is a start-up Company, incorporated in the year 2017 under the 

provisions of the Companies Act, 2013. The main object of the Company is to manufacture and 

market two wheelers adopting a new technology of using hydrogen as a fuel to run the vehicle 

in lieu of petrol. Despite several experiments, the technology of hydrogen fuelled engine for 

the two wheelers was not successful. As per the requirements of the Companies Act, 2013, no 

business was commenced and no financial statements were filed with the Registrar of 

Companies (RoC). Eventually the Board of Directors of the Company resolved to apply to the 

RoC for getting the name of the Company struck-off from the Register of Companies. 

The RoC, after satisfying that all the compliances specified under Section 248 of the Companies 

Act, 2013 have been met by the Company and after publishing a notice for general public and 

also in the official gazette, the name of the Company was  struck-off from the Register of 

Companies w.e.f 7th January,2020. 

Earlier in the year 2018, Mr. Amrit, had supplied certain spares to the Company for Rs. 2,50,000 

and despite his several requests, the amount was not settled by the Company. In September 

2020, he came to know from his close aides that DEL has some assets available with them. 

Thereafter, with a view to recover his dues from the Company, he approached you seeking your 

professional guidance. As a competent professional, advise Mr. Amrit, the following, in the light 

of the provisions of the Companies Act, 2013: 

(i) Whether the assets of the company shall be made available for the discharge of its 

liabilities even after the date of the order removing the name of the company from the 

Register of Companies? 

(ii) Can an aggrieved person file an appeal against the order of the RoC? If so, state the 

legal provisions in this regard. 
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(iii) When and under what circumstances can the RoC restore the name of the company? 

(iv) State the circumstances and the time frame within which the Tribunal can order the 

name of the company to be restored to the Register of Companies? 

(v) Can the name of a company registered under Section 8 of the Companies Act, 2013 be 

removed from the Register  of Companies?(8 Marks Nov ‘20) 

 

Answer 2 

(i)  Realization of assets: According to section 248(6) of the Companies Act, 2013, the 

Registrar, before passing an order under sub-section (5), shall satisfy himself that sufficient 

provision has been made for the realization of all amount due to the company and for the 

payment or discharge of its liabilities and obligations by the company within a reasonable 

time and, if necessary, obtain necessary undertakings from the managing director, director 

or other persons in charge of  the management  of the company. 

Provided that notwithstanding the undertakings referred to in this sub-section, the assets of 

the company shall be made available for the payment or discharge of all its liabilities and 

obligations even after the date of the order removing the name of the company from the 

register of companies. 

Hence, the assets of the company (DEL) shall be made available for the discharge of its 

liabilities even after the date of order of removing the name of the company from the 

register of companies. 

(ii) Appeal: According to section 252(1) of the Companies Act, 2013, any person aggrieved  by  

an  order  of  the  Registrar,  notifying  a  company   as   dissolved under section 248, may file 

an appeal to the Tribunal within a period of three years from the date of the order of the 

Registrar and if the Tribunal is of the opinion that the removal of the name of the company 

from the register of companies is not justified in view of the absence of any of the grounds 

on which the order was passed by the Registrar, it may order restoration of the name of the 

company in the register of companies. Before passing any order under this section, the 

Tribunal shall give a reasonable opportunity of making representations and of being heard to 

the Registrar, the company and all the persons concerned. 

(iii) Restoration of name of company: If the Registrar is satisfied, that the name of the company 

has been struck off from the register of companies either inadvertently or on the basis of 

incorrect information furnished by the company or its directors, which requires restoration 

in the register of companies, he may within a period of three years from the date of passing 

of the order dissolving the company under section 248, file an application before the Tribunal 

seeking restoration of name of such company. [second proviso to section 252(1)] 

(iv) If a Company, or any member or creditor or workman thereof feels aggrieved by the 

Company having its name struck off from the Register of Companies, the Tribunal on an 

application made by the Company, Member, Creditor or Workmen before the expiry of 

twenty years from the publication in the Official Gazette of the notice under sub section (5) 

of Section 248 may, if satisfied that the Company was, at the time of  its name being struck 

off, carrying on business or in operation or otherwise it is just that the name of the Company 

be restored to the Register of Companies, order the name of the Company to be restored to 

the Register of Companies, and the tribunal may, by the order, give such other directions and 

make such provisions as deemed just for placing the Company and all other persons in the 

same position or nearly as may be as if the name of the Company had not been struck off 

from the Register of Companies. 
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(v) Exemption to section 8 companies: A company registered under section 8 of the Companies 

Act, 2013 cannot be removed from the register of companies. [Section 248(3)] 

 

Question 3 

After discontinuing business operations for two financial years, the directors and other  persons 

in charge of the management of CDR Limited with the intention of evading some liabilities of the 

company, made an application to the  Registrar for removal of its name.  The Registrar 

scrutinized the documents and allowed the name of the company to be removed from the 

Registrar of Companies. A group of  persons, who  had supplied goods  to the company and were 

not paid off, incurred loss as a result of removal of the name of  the company and were 

aggrieved of the above action. They approached you for your advice whether they will succeed 

to claim their dues from anybody and whether  the persons in charge of the management of the 

company shall be considered  as  guilty by  any means. Referring to the provisions of the 

Companies Act, 2013, advise them.(4 Marks Jan ‘21) 

Answer 3 

Section 251 of the Companies Act, 2013 deals with the fraudulent  application  for  Removal of 

Name. Where it is found that an application by a company under sub-section 

(2) of section 248 has been made with the object of evading the liabilities of the company  or with 

the intention to deceive the creditors or to defraud any other persons, the persons  in charge of 

the management of  the company shall, notwithstanding that the  company  has been notified as 

dissolved— 

(a) be jointly and severally liable to any person or persons who had incurred loss or damage 

as a result of the company being notified as dissolved; and 

(b) be punishable for fraud in the manner as provided in section 447. 

Here, in the given case, directors and other persons in charge of the management of the CDR 

Limited, made an application to the Registrar for removal of its name from Register   of Companies 

on basis of not carrying on any business or operation for a period of two immediately preceding 

financial years. According to section  248(2),  a  company  may, after extinguishing all its liabilities, 

by a special resolution or consent of seventy-five per cent. members in terms of paid-up share 

capital, file an application to the registrar. From the given facts, CDR Limited without extinguishing 

its liabilities against a group of creditors, who were not paid off and incurred loss, applied for 

removal of name. In light of stated provision, it can be concluded that CDR Limited filed an 

application for removal of names with the object of evading the liabilities of the company and 

with the intention to deceive the creditors. Accordingly, creditors will succeed to claim their dues 

from the directors and other persons who are in charge of the management of the CDR Limited. 

 

Question 4 

MNO Ltd., a foreign Joint Venture Company having its established place of business in India 

and following International Financial Reporting Standards (IFRS) and its financial statement 

being prepared in German language desires to know the following with  regard  to submission 

of its financial statements to the Registrar of Companies in India. Its area office is located at 

Mumbai: 

(i) Submission of financial statements in German Language; 

(ii) Format of financial statements as per IFRS; 
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(iii) How authentication of its financial statements is to be done? 

(iv) Whether the documents can be submitted at the Registrar's office at Mumbai? (4 

Marks July 21) 

Answer 4 

In the light of the given facts, following are the answers: 

(i) All the documents required to be filed with the Registrar by the foreign companies shall 

be in English language. If the financial statements are in German language  and not in 

the English language, a certified translation thereof in the English language shall be 

annexed and submitted to Registrar [Section 381 (2)] 

(ii) Format of Financial statement as per IFRS: 

Rule 6 of the Companies (Accounts) Rules, 2014 provides for the consolidation of accounts 

of companies in the following manner: 

Manner of consolidation of Accounts: The consolidation of financial statements of the 

company shall be made in accordance with the provisions of Schedule III of the Act and 

the applicable accounting standards. 

(iii) Authentication of translated financial statements [Rule 10 of the Companies 

(Registration of Foreign Companies) Rules, 2014]: 

(1) All the documents required to be filed with the Registrar by the foreign companies 

shall be in English language and where any such document is not in English 

language, there shall be attached a translation thereof in English language duly 

certified to be correct in the manner given in these rules. 

(2) Where any such translation is made outside India, it shall be authenticated by  the 

signature and the seal, if any, of— 

(a) the official having custody of the original; or 

(b) a Notary (Public) of the country (or part of the country) where the company is 

incorporated: 

Provided that where the company is incorporated in a country outside the 

Commonwealth, the signature or seal of the person so certifying shall be 

authenticated by a diplomatic or consular officer empowered under section 3 of the 

Diplomatic and Consular Officers (Oaths and Fees) Act, 1948, or, where there is no 

such officer, by any of the officials mentioned in section 6, of the Commissioners of 

Oaths Act, 1889, or in any relevant Act for the said purpose. 

(3) Where such translation is made within India, it shall be authenticated by— 

(a) an advocate, attorney or pleader entitled to appear before any 

High Court; or 

(b) an affidavit, of a competent person having, in the opinion of the Registrar, an 

adequate knowledge of the language of the original and of English. 

(iv) According to the Companies (Registration of Foreign Companies) Rules, 2014, any 

document which any foreign company is required to deliver to the Registrar shall be 

delivered to the Registrar having jurisdiction over New Delhi. Hence, the documents  of 

MNO Ltd. cannot be submitted at the Registrar’s office at Mumbai. 

[Following assumptions drawn within the provided informations: 
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1. With respect to part (iii), an answer has been given in reference to part (i) of the 

question. Here, authentication is being considered to be asked of translated financial 

statements (from German language to English Language) as  nothing is specified in the 

question. 

2. In order to answer part (iii) of the question, it may be considered in independent 

situation, then only the authentication of its financial statement can be answered 

according to the Companies (Registration of Foreign Companies) Rules, 2014. According 

to which every foreign company shall prepare financial statement of its Indian business 

operations in accordance with Schedule III or as near thereto as possible for each 

financial year including documents that are required to be annexed should be in 

accordance with Chapter IX i.e.  Accounts of Companies.] 
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15.1 

 

Chapter 15 

 The Prevention of Money Laundering Act, 2002 

Question 1 

Mr. Ram gave two of his friends’ cash amount of ` two lakh each for their business  purposes. Later at 

the time of return, he asked both of them, in lieu of the same, to buy his product via credit card and 

online transfers in installments through next couple of months’ time for which he issued bills to adjust 

the amount in his account books. 

Does this payment system through credit card and online transfer mode are covered under Money 

Laundering Act? 

(a) No, because payment are made through credit cards & being an online transfers, it’s 

a genuine transaction. 

(b) Yes, money laundering transactions done via credit card and online payments comes under the 

Prevention of Money Laundering Act 

(c) No, it is not money laundering as none of Mr. Ram friends are benefiting from this transaction. 

(d) No, because the transactions are not done with shell companies. 

(Nov 19) 

Answer 1 

The answer is (b). 

 

Question 2 

Neeraj was given an offer by a company vendor to disclose him the lowest bid quoted by other vendors. 

Neeraj accessed the computer of his Executive Director and passed on the lowest quotation to the 

vendor and thus helped him in quoting the  lowest  among all  the bids. Examine and analyse the 

situation and conclude how Neeraj will be held liable under Prevention of Money Laundering Act?  

(Nov 19) 

Answer 2 

In the given instance, Neeraj is liable for the commission of scheduled offence specified under Part A 

Para 22 of the PMLA, 2002. He is liable for an  offence  committed under section 72 of the Information 

Technology Act,  2000. It  provides  for  the offence for  breach of confidentiality and privacy without 

consent of the person concerned. 

Here as per the stated facts, Neeraj acted without consent of the concerned person i.e. his executive 

director and accessed the electronic records and passed on the  official  information to the vendor, thus 

leading to the breach of confidentiality & privacy of the company. This sharing of confidential 

information can produce large profits &  ill  gotten gains to Mr. Neeraj. Thus his involvement is 

connected with the obtaining of profits from proceeds of crime. Therefore, he is liable under sections 

3 and 4 of the PMLA, 2002 which provides rigorous imprisonment for a term which shall not be less 

than 3 years, but which may extend to 7 years and shall be liable to fine. 
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Question 3 

Which of the following terms are not included within arrangements entered into by the Central 

Government with another country, in relation to reciprocal arrangements under PMLA, 2002? 

(a) Enforcement of the provisions of PMLA, 2002 

(b) Prevention of offence in India under the corresponding PMLA law in force in the other country 

(c) Exchange the history of person if it is wilful offender under the PMLA on annual basis. 

(d) Exchange information to prevent any offence under PMLA, 2002. (May 20) 

Answer 3 

The answer is (c). 

 

Question 4 

Mr. X was found to be guilty of offence of money-laundering by being involved in an activity 

connected with proceeds of crime. Adjudicating Authority(AA) as per findings confirmed the 

attachment of the property and ordered for the investigation. The investigation was initiated by the 

AA on 1st February, 2019. The attachment of the property of Mr. X was still  to be continued by 31st 

January 2020. Enumerate in the given situation the validity of the attachment period. (May 20) 

Answer 4 

Order for attachment/retention of property etc.: As per section 8 of the PMLA, 2002, where the 

Adjudicating Authority decides that any property is involved in money- laundering, he shall, by an 

order in writing, confirm the attachment of the property or retention of property or record seized or 

frozen under section 17 or section 18 and record   a finding to that effect. 

Period for attachment, retention, or freezing of the seized or frozen property or record : 

Whereupon such attachment, retention, or freezing of the seized or frozen  property or record, AA 

shall— 

(a) continue during investigation, for a period not exceeding three hundred and sixty-five days or 

the pendency of the proceedings relating to any offence under this Act before a court or under 

the corresponding law of any other country, before the competent court of criminal 

jurisdiction outside India, as the case may be; and 

(b) become final after an order of confiscation is passed under section 8(7) or section  8(5) or 

section 58B or section 60(2A) by the Special Court . 

For the purposes of computing the period of three hundred and sixty-five days under clause (a), 

the period during which the investigation is stayed by any court under any law for the time being 

in force shall be excluded. 

Accordingly, the attachment of the property of Mr. X to be continued by 31st January 2020  is valid 

as it is within 365 days from the date of order of the investigation by the Adjudicating Authority. 

 

Question 5 

Mr. Kamal is accused of an offence as mentioned in Part B of Schedule to the PMLA, 2002. What must 

be the minimum amount of the offence for which Mr. Kamal is accused of? 

(a) INR 25 Lakhs 
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(b) INR 50 Lakhs 

(c) INR 100 Lakhs 

(d) INR 75 Lakhs 

(Nov 20) 

Answer 5 

The answer is (c). 

 

Question 6 

Mr. Kunal used his car for smuggling cash and for  other  illegal activities. On trial before  the Special 

Court, it was found that an offence of money laundering was committed by Mr. 'Kunal'. Also found 

that the car was under hypothecation to a Bank for the car loan obtained. Referring to provisions of 

the PMLA, 2002, examine whether the car can be confiscated in the light of the given situation? 

(Nov 20) 

Answer 6 

Vesting of property in Central Government [Section 9]: Where an order of confiscation has been 

made under section 8(5) or section 8(7) or section 58B or section 60(2A) of PMLA, 2002 in respect of 

any property of a person, all the rights and title in such property shall vest absolutely in the Central 

Government free from all encumbrances. 

However, where the Special Court or the Adjudicating Authority, as the case may be, after giving an 

opportunity of being heard to any other person interested in the property attached under this Chapter, 

or seized or frozen, is of the opinion that any encumbrance on the  property or lease-hold interest has 

been created with a view to defeat the provisions of this Chapter, it may, by order, declare such 

encumbrance or lease-hold interest to be void and thereupon the aforesaid property shall vest in the 

Central Government free from such encumbrances or lease-hold interest. 

In the instant case, Mr. Kunal used his car for smuggling cash and for other illegal activities for 

committing of an offence under the purview of the Prevention of Money Laundering Act. The Special 

Court found on conclusion of trial that an offence of money laundering was committed by Mr. Kunal. 

The car was under hypothecation with the bank for the car loan obtained. As the encumbrance on the 

car has been created to defeat the provisions and special court may order to declare such encumbrance 

to be void and therefore the car can be confiscated and shall vest in the Central Government. 

 

Question 7 

Mr. Ramesh Kulkarni conducts private tuition classes from his residence. It was alleged by the 

Enforcement Directorate that Mr. Kulkarni has under reported his income and collected income in 

tax and used the proceeds to purchase a house property in Marol, Mumbai. The ED officers through 

written orders provisionally attached the properties on suspicion of it being derived from the proceeds 

of crime. Comment on the validity of the provisional attachment on the order issued by the ED 

officers.  (Nov 20) 

Answer 7 

As per Section 5(5) of the Prevention of Money Laundering Act, 2002, the Director or any other officer 
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who provisionally attaches any property under sub-section (1) shall, within a period of thirty days from 

such attachment, file a complaint stating the facts of such attachment before the Adjudicating 

Authority. 

As per Section 8(4) of the Prevention of Money Laundering Act, 2002, where the provisional order of 

attachment made under sub-section (1) of section 5 has been confirmed under sub-section (3), the 

Director or any other officer authorised by him in this behalf shall forthwith take the possession of the 

property attached under section 5 or frozen under sub-section (lA) of section 17, in such manner as 

may be prescribed. Accordingly , the Director is to file a petition with the Adjudicating Authority within 

30 days of attachment. After order of attachment is confirmed, the Director take possession of the 

attached property. 

 

Question 8 

Proceedings under the Prevention of Money Laundering Act, 2002 were initiated against Mr. Suraj. 

Through an order, property of  Mr. Suraj  has been attached under section 8. Mr. Suraj Preferred an 

appeal to the Appellate Tribunal. Mr. Suraj is adjudicated an insolvent during the pendency of the 

appeal. What will happen to the proceedings initiated under PMLA in the given case? 

(a) Proceedings will be dispensed with 

(b) His legal representatives will continue proceedings before the Appellate Tribunal 

(c) The official assignee or the official receiver, as the case may be, continue the appeal before the 

Appellate Tribunal. 

(d) Creditors will continue the proceedings before the Appellate Tribunal (May 21) 

Answer 8 

The answer is (c). 

 

Question 9 

Comment upon nature of offence committed under the Prevention of Money Laundering Act? In the 

case, a spouse sold their property in 175 lakh to Mr. Y. In lieu of the sale, they obtained amount 100 

lakh through RTGS in his account and rest amount of 75  lakh  in  cash which he transferred to wife’s 
offshore bank account . Examine the liability of the spouse in the given case in the light of the PMLA, 

2002. Also state whether they will be liable to be released on bail. (May 21) 

Answer 9 

Nature of offence committed under the Act: Section 45 of the PMLA, 2002, provides that the offences 

under the Act shall be cognizable and non-bailable. Person accused of  an offence under this Act shall 

not be released on bail or on his own bond unless- 

(i) The Public Prosecutor has been given an opportunity to oppose the application for such release 

and 

(ii) Where the Public Prosecutor opposes the application, the court is satisfied that there are 

reasonable grounds for believing that he is not guilty of such offence and that he is not likely to 

commit any offence while on bail. 

Exceptions: In case of any person who is under the age of 16 years or in case of a woman or in case of a 

sick or infirm or is accused either on his own or along with other co-accused of money-laundering a sum 

of less than one crore rupees, may be released on bail, if the Special Court so directs. As per the said 

section the spouse, are liable for commission of an offence of money laundering by transferring an 
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unaccounted money obtained through sale  of  their property to an offshore bank account of his wife 

with an intent to evade tax. As the husband and his wife, i.e., the spouse jointly acted in the 

commission of the act of money-laundering of a sum less than one crore rupees (75 lakh which was 

paid in cash), so the wife may be released on bail, if the Special Court so directs. Whereas the Husband 

shall be released  on bail/on his own bond only on compliance with above stated provision. 

 

Question 10 

Sudip of Jaipur was posted as Tehsildar in a Tehsil Headquarter near Jaipur. After a year  of his 

joining he purchased a ready built house in Jaipur in the name of his wife. He ostensibly shown the 

business income of his wife and availed loan of 90% of the value of house from a bank and also gave 

a guarantee of house loan. 

The Bank in this case, did not ensured the business activity of his wife, (address of business place, Income 

tax Return filed, how long she is doing business etc.) and solely relying that Sudip is giving the guarantee, 

it sanctioned the loan. 

After availing the loan, he continued to deposit some amount in the house loan account of his wife, 

regularly (apart from the EMI) and within a year, liquidated the loan account. One of the employee in 

his office made compliant to ED of taking of bribe/commission by him   on regular basis and so 

liquidating the account in just a year. 

Examine whether Sudip was involved in the money laundering activity i n the light of the given facts. 

(Nov 21) 

 

Answer 10 

As per the Section 3 of the Prevention of Money Laundering Act - 

Whosoever directly or indirectly attempts to indulge or knowingly assists or knowingly is a party 

or is actually involved in any process or activity connected with the proceeds of crime including its 

concealment, possession, acquisition or use and 

projecting or claiming it as untainted property shall be guilty of offence of money- laundering. 

The process or activity connected with proceeds of crime is a continuing activity and continues till 

such time a person is directly or indirectly enjoying the proceeds of crime by its concealment or 

possession or acquisition or use or  projecting it as  untainted property  or claiming it as untainted 

property in any manner whatsoever. 

Section 2(1)(u) “proceeds of crime” means any property derived or obtained, directly or indirectly, 

by any person as a result of criminal activity relating to a scheduled offence or the value of any such 

property or where such property is taken or held outside the country, then the property equivalent 

in value held within the country or abroad; 

Section 2(1)(y) of the PML Act provides that – 

“scheduled offence” means— (i) the offences specified under Part A of the Schedule; 

Under Schedule -Part A - Paragraph 8: Offences under the Prevention of Corruption Act, 1988 

specifies Section 7- Offence relating to public servant being bribed. 

In the light of the above mentioned sections, act of Sudip is a case of money laundering 

i.e. converting of black income earned through bribe and efforts in converting it into white money 

and raising the house loan in the name of wife. 
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Chapter 15 

The Prevention of Money Laundering Act, 2002 

Question 1 

Mr. Ramesh was partner in the Firm, Rajkumar & sons. The said firm was established by Mr. Raj 

Kumar, who is director of the Subh Labh Pvt. Limited which is a one person company. Subh Labh PVT. 

LTD. have foreign income from the clientele being of outside India. Companies generation of foreign 

income was invested by the Mr. Rajkumar in its firm without being disclosed in its financial records. 

Mr. Ramesh was not aware of the such undisclosed flow of fund in the Firm. Give the following 

answer considering the given facts- 

(i) Liability of Mr. Ramesh being a partner of a firm, involved in use of income of Subh Labh Pvt. 

Ltd. obtained from their foreign clientele. 

(ii) Liability of Mr. Rajkumar being a director of the Subh Labh Pvt. Ltd. (6 Marks Mar-19) 

Answer 1 

Section 70 of the PMLA, 2002 states of the offences by companies. According  to  the  provision where 

a person committing a contravention of any of the provisions of this Act or of any  rule, direction or 

order made thereunder is a company, every person who, at the time the contravention was 

committed, was in charge of and was responsible to the company, for the conduct of the business of 

the company as well as the company, shall be deemed to be guilty of the contravention and shall be 

liable to be proceeded against and punished accordingly. 

 Nothing contained in this sub-section shall render any such person liable to punishment if he 

proves that the contravention took place without his knowledge or that he exercised all due 

diligence to prevent such contravention. 

 Where above contravention has been committed by a company and it is proved that the 

contravention has taken place with the consent or connivance of, or is attributable to any neglect 

on the part of any director, manager, secretary or other officer of any company, such director, 

manager, secretary or other officer shall also be deemed to be guilty of the contravention and 

shall be liable to be proceeded against and punished accordingly. 

 As per the explanation to the section term “Company” means any body corporate and includes a 

firm or other association of individuals; and the term “Director”, in relation to a firm, means a 

partner in the firm. 

Accordingly, following are the answers: 

(i) Though Mr. Ramesh was a partner of a firm, he was not aware of proceeds of crimes. He 

shall not be liable for the punishment for an offence committed by Rajkumar & sons for 

using of undisclosed foreign income of Subh Labh Pvt Ltd. However, the firm is liable for 

commission of the scheduled offence. 

(ii) Both Mr. Rajkumar, the director and Subh-Labh Pvt. Ltd., the company, are liable for the 

commission of the scheduled offence as per the above provision. 

 

Question 2 

Mr. Minor of 16 years, has been arrested for a cognizable and non-bailable offence punishable for a 

term of imprisonment for more than three years under the Prevention of Money Laundering Act, 2002.  
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You being a legal expert, advise as to how he can be released on bail. (3 Marks , Mar-19) 

Answer 2 

In accordance with the provisions of the Money Laundering Act, 2002, as contained under Section 45, 

the offences under the Act shall be cognizable and non-bailable. Accordingly, no person accused of an 

offence punishable for a term of imprisonment of more than 3 years under Part A of the Schedule 

shall be released on bail or on his own bond unless the public Prosecutor has been given an 

opportunity to oppose the application for such release. 

 In case of any person who is under the age of 16 years or in case of a woman or in case of a sick 

or infirm person, the Special Court can direct the release of such person on bail. 

 Since, Mr. Minor is of 16 years, he may be released on bail or on his own bond after the public 

Prosecutor has been given an opportunity to oppose the application for such release. 

Question 3 

Mr. X took multiple loans for the same home from three different banks. The total amount is greatly 

in excess of the actual value of the property, which is 2 crores. Out of this amount, he invested 50 lakh 

in shell companies abroad. He bought one property in his son name at Jaipur worth 30 lakh out of 

which he took loan of 10 lakh. Mr. X gifted a diamond set to his wife worth 10 lakh. Mr. X bought one 

house in London for 1 Crore via Mr. Z a hawala broker. Mr. X gave his driver M, 10 lakh to keep it in safe 

place. Mr. A, a financial manager of Mr. X knew about all the transactions. Who all are liable in these 

chain of transactions? (2 Marks , Oct-19) 

(a) Mr. X and Mr. Z 

(b) Mr. X, his wife and son, Mr. Z and Mr. A 

(c) Mr. X, Mr. Z, Mr. A and Mr. M 

(d) Mr. X, Mr. Z and Mr. M 

Answer 3 

The Answer is (c) 

 

Question 4 

Adjudicating authority received a complaint against Mr.  R for being involved in activities connected to 

the proceeds of crime due to his unlawful association. On the basis of available evidence, Adjudicating 

authority called Mr. R to give details of his sources of income, earning or assets etc. The notice period 

of summoning to Mr. R will be – (1 Mark , Oct-19) 

(a) not less than fifteen days 

(b) less than thirty days 

(c) not less than thirty days 

(d) sixty 

Answer 4 

The Answer is (c) 

 

Question 5 

(i) The Adjudicating Authority appointed under the Prevention of Money Laundering Act, 2002 
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issued an order attaching certain properties of XYZ Limited alleged to be involved in money 

laundering for a specified period. The company aggrieved by the order of the Adjudicating 

Authority seeks your advice about the remedy that is available under the Act.  Analyse and apply 

the relevant provisions of the Prevention of Money Laundering Act, 2002 in relation to the above 

given situation.  

(ii) Sohan Lal, a farmer, was found involved in embezzlement of opium cultivated by him.  State the 

nature of the act committed by Sohan Lal in the light of the Prevention of Money Laundering Act, 

2002.  (3 Marks , Oct-19) 

Answer 5 

(i) Section 25 of the Prevention  of  Money  Laundering  Act,  2002  empowers  the  Central 

Government to establish an Appellate Tribunal to hear appeal  against  order  of  the Adjudicating 

Authority and other authorities under the Act. 

 Section 26 deals with the right and time frame to make an appeal to the Appellate Tribunal. 

Any person aggrieved by an order made by the Adjudicating Authority may prefer an appeal to 

the Appellate Tribunal within a period of 45 days from the date on which a copy of the order 

is received by him. The appeal shall be in such form and be accompanied by such fee as may 

be prescribed. The Appellate Tribunal may extend the period if it is satisfied that there was 

sufficient cause for not filing it within the period of45 days. 

 The Appellate Tribunal may after giving the parties to the appeal an opportunity of being 

heard, pass such order as it thinks fit, confirming, modifying or setting aside the order 

appealed against. 

 The Act also provides further appeal. According to Section 42 any person aggrieved by any 

decision or order of the Appellate Tribunal may file an appeal to the High Court within 60 

days from the date of communication of the order of the Appellate Tribunal. 

 In the light of the provisions of the Act explained above the company is advised to prefer an 

appeal to Appellate Tribunal in the first instance. 

(ii) In the present case, Sohan Lal, a farmer, who was involved  in  embezzlement  of  opium cultivated  

by him shall  be said to  have  committed a scheduled offence under the  Paragraph  2 of Part A of 

Schedule to the Prevention of Money Laundering Act, 2002. It covers offences under the Narcotic 

Drugs and Psychotropic Substances Act, 1985 whereby, embezzlement of opium by cultivator 

(section 19) is an offence which is illegal by law and hence the person involved in the proceeds of 

crimes arising out of the commission of scheduled offences shall be liable for commission of trial 

under PMLA. 

Accordingly, as per section 4 of the PMLA, 2002, Sohan lal shall be liable for the rigorous   

imprisonment for a term which may extend to 10 years and shall also be liable to fine. 

 

Question 6 

What are the possible actions which can be taken against persons / properties involved in Money 

Laundering? (3 Marks , Oct-19) 

Answer 6 

Following actions can be taken against the persons involved in Money Laundering:- 

(a) Attachment of property under Section 5, seizure/ freezing of property and records under Section 
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17 or Section 18. Property also includes property of any kind used in the commission of an 

offence under PMLA, 2002 or any of the scheduled offences. 

(b) Persons found guilty of an offence of Money Laundering are punishable with imprisonment for a 

term which shall not be less than three years but may extend up to seven years and shall also be 

liable to fine [Section4]. 

(c) When the scheduled offence committed is under the Narcotics and Psychotropic substances 

Act, 1985 the punishment shall be imprisonment for a term which shall not be less than three 

years but which may extend up to ten years and shall also be liable to fine. 

(d) The prosecution or conviction of any legal juridical person is not contingent on the prosecution 

or conviction of any individual. 

 

Question 7 

Mr. Fraudulent, a 16 years old, has been arrested for a cognizable and non-bailable offence 

punishable for a term of imprisonment for more than three years under the Prevention of Money 

Laundering Act, 2002 for money laundering of amount of 70 lakh. Advise, in the given situation 

whether Mr. Fraudulent can be released on bail in this case? (6 Marks , May-20) 

Answer 7 

Section 45 provides that the offences under the Act shall be cognizable and non-bailable. 

Notwithstanding anything contained in the Code of Criminal Procedure, 1973, no person accused of 

an offence under this Act shall be released on bail or on his own bond unless- 

(i) The Public Prosecutor has been given an opportunity to oppose the application for such 

release and 

(ii) Where the Public Prosecutor opposes the application, the court is satisfied that there are 

reasonable grounds for believing that he is not guilty of such offence and that he is not 

likely to commit any offence while on bail. 

(iii) In case of any person who is under the age of 16 years or in case of a woman or incase of a 

sick or infirm person or is accused either on his own or along with other co-accused of 

money- laundering a sum of less than one crore rupees, may be released on bail, if the 

Special Court so directs. 

As in the given case, Mr. Fraudulent, a 16 year old person was accused of money laundering 

a sum of 70 lakh, Accordingly, as per above provision, though he is not under 16 years but 

accused of money laundering of amount of Rs. 70 Lakh, so will be released on bail on the 

direction of special court. 

 

Question 8 

Explain the meaning of the term “Money Laundering”. Mr. X, a known smuggler was caught in 
transfer of funds illegally exporting narcotic drugs from India to some countries in Africa. State 

the maximum punishment that can be awarded to him under Prevention of Money Laundering 

Act, 2002. (3 Marks , May-20) 

Answer 8 

Money Laundering: Whosoever directly or indirectly attempts to indulge or knowingly assists or 

knowingly is a party or is actually involved in any processor activity connected with the proceeds 
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of crime and projecting it as untainted property shall be guilty of offence of money laundering. 

[Section 3 of the Prevention of Money Laundering Act, 2002] 

 Paragraph 2 of Part A of the Schedule to the Prevention of Money Laundering Act, 2002, 

covers Offences under the Narcotic Drugs and Psychotropic Substances Act, 1985. Whereby, 

illegal import into India, export from India or transshipment of narcotic drugs and 

psychotropic substances (section 23) is covered under paragraph 2 of Part A. 

 Punishment: Section 4 of the said Act provides for the punishment for Money-Laundering. 

Whoever commits the offence of money-laundering shall be punishable with rigorous 

imprisonment for a term which shall not be less than 3 years but which may extend to 7 

years and shall also beliable to fine. But where the proceeds of crime involved in money-

laundering relate to any offence specified under paragraph 2 of Part A of the Schedule, the 

maximum punishment may extend to 10 years instead of 7 years. 

 

Question 9 

Mr. 'B' purchased a flat out of the proceeds earned by Drug Trafficking. The flat was attached by   

the Director, Enforcement Directorate after complying the procedures under Section 5 of the 

Prevention of Money Laundering Act, 2002. Mr. ‘B' got a stay from the High Court for any 

proceedings under the said Act. The stay was subsequently vacated. 

State the relevant provisions of the PMLA, 2002 for computing the period of provisional attachment 

including extension, if any. 

Whether Mr. 'C', son of Mr. 'B' can occupy the flat during the period of provisional attachment? 

 (6 Marks,Oct-20) 

Answer 9 

According to section 5 of the Prevention of Money Laundering Act, 2002, where the Director or any 

other officer (not below the rank of Deputy Director authorized by the Director), has reason to 

believe (the reason for such belief to be recorded in writing) , on the basis of material in his 

possession, that— 

 any person is in possession of any proceeds of crime; and such proceeds of crime are likely to 

be concealed, transferred or dealt with in any manner which may result in frustrating any 

proceedings relating to confiscation of such proceeds of crime under this Chapter, he may, by 

order in writing, provisionally attach such property for a period not exceeding 180 days from the 

date of the order, in such manner as may be prescribed. 

 Provided further that, any property of any person may be attached under this section if the 

Director or any other officer not below the rank of Deputy Director authorised by him has 

reason to believe (the reasons for such belief to be recorded in writing), on the basis of 

material in his possession, that if such property involved in money-laundering is not attached 

immediately under this Chapter, the non-attachment of the property is likely to frustrate any 

proceeding under this Act. 

 Computation of period of attachment: Provided also that for the purposes of computing the 

period of 180 days, the period during which the proceedings under this section is stayed by the 

High Court, shall be excluded and a further period not exceeding 30 days from the date of order 

of vacation of such stay order shall be counted. 

 No effect on the right to enjoy the property: This section shall not prevent the per son interested 
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in the enjoyment of the immovable property attached from such enjoyment. 

 Here, “person interested”, in relation to any immovable property, includes all persons claiming 
or entitled to claim any interest in the property. 

 In the given case, Mr. C, son of Mr. B can occupy the flat during the period of provisional 

attachment if he claims to have any interest in the said property. 

 

Question 10 

The Adjudicating Authority appointed under the Prevention of Money Laundering Act, 2002 issued 

an order attaching certain properties of XYZ Limited alleged to be involved in money laundering for a 

specified period. The company aggrieved by the order of the Adjudicating Authority seeks your advice 

about the remedy that is available under the Act. Advise explaining the relevant provisions of the 

Prevention of Money Laundering Act, 2002.  (3 Marks ,Oct-19) 

Answer 10 

Establishment of Appellate Tribunal 

According to section 25 of the Prevention of Money Laundering Act, 2002, the Appellate Tribunal 

constituted under sub-section (1) of section 12 of the Smugglers and Foreign Exchange 

Manipulators (Forfeiture of Property) Act, 1976 shall be the Appellate Tribunal for hearing appeals 

against the orders of the Adjudicating Authority and the other authorities  under this Act. 

Appeals to Appellate Tribunal 

Section 26 deals with the right and time frame to make an appeal to the Appellate Tribunal. The 

Director or any person aggrieved by an order made by the Adjudicating Authority under this Act may 

prefer an appeal to the Appellate Tribunal. 

The appeal shall be filed within a period of 45 days from the date on which a copy of the order made 

by the Adjudicating Authority is received and it shall be in such form and be accompanied by 

prescribed fees. The appeal shall be in such form and be accompanied by such fee as may be 

prescribed. The Appellate Tribunal may extend the period if it is satisfied that there was sufficient 

cause for not filing it within the period of 45 days. 

The Appellate Tribunal may after giving the parties to the appeal an opportunity of being  heard, 

pass such order as it thinks fit, confirming, modifying or setting aside the order appealed against. 

Appeals to High Court 

The Act also provides further appeal. According to Section 42 any person aggrieved by any decision or 

order of the Appellate Tribunal may file an appeal to the High Court within 60 days from the date of 

communication of the order of the Appellate Tribunal. 

In the light of the provisions of the Act explained above the company is advised to prefer an appeal to 

Appellate Tribunal in the first instance. 

 

Question 11 

In the case, the Director, on the basis of information in his possession, has reason to believe that   

Mr. X, is in possession of proceeds of crime involved in money-laundering. He authorized Mr. Y, 

officer subordinate to him to seize property found as a result of such search. Mr. Y seized the said 
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property on 10.2.2020 and filed an application requesting for retention of such property seized 

before Adjudicating Authority. Enumerate the law as regards the retention of the seized property 

and Compute the time period for retention of such seized property by Mr. Y. (6 Marks , March-21) 

Answer 11 

Retention of seized property 

 As per section 20 of the Prevention of Money Laundering Act, 2002 [PMLA], property seized 

under section 17 or 18 of the Prevention of Money Laundering Act or frozen under section 17(1A) 

of the Prevention of Money Laundering Act can be retained by authorised officer, if he has 

reason to believe that such property is required to be retained for adjudication under section 8 

of Prevention  of Money Laundering Act .The property can be retained for a period of 180 days 

from day on which the asset was seized or frozen. Details of property seized or frozen have to be 

informed to Adjudicating Authority in prescribed manner. 

 The seized property is required to be returned to person from whom it was seized after 180 days, 

unless Adjudicating Authority permits retention of property beyond this period. 

 Time period for retention of such seized property : As per section 17(4) of the PMLA, 2002, the 

authority seizing any record or property under sub-section (1) or freezing any record or property 

under sub-section (1A) shall, within a period of thirty days from such seizure or freezing, as the 

case may be, file an application, requesting for retention of such record or property seized under 

sub-section (1) or for continuation of the order of freezing served under sub-section (1A), before 

the Adjudicating Authority. 

 As Mr. Y seized the property of Mr. X on 10.2.2020. He can file an application requesting for 

retention of such property seized before Adjudicating Authority latest by 13th March, 2020. 

 

Question 12 

State on the nature of liability caused on an offence committed under the Prevention of Money 

Laundering Act, 2002. (3 Marks , March-21) 

Answer 12 

Money Laundering basically is knowingly dealing with proceeds of crime, directly or indirectly. The Act 

provides both for civil and criminal liability. 

 Criminal liability under the Prevention of Money Laundering Act 

Crime which results in tainted money is a separate offence under various laws as specified in 

Schedule to Prevention of Money Laundering Act. These offences are punishable under those 

Acts. The punishment is to the person/s who is/are involved in actually committing that 

offence. 

 The offence as specified in section 4 of the Prevention of Money Laundering Act is a separate 

offence. The punishment under section 4 of Prevention of Money Laundering Act is not only 

to those who are actually involved in dealing with tainted money but also on those who are 

knowingly involved, directly or indirectly, in dealing with proceeds of crime. 

 This is a criminal offence, which will be tried by special courts designated for this purpose 

under section 2(z) of the Prevention of Money Laundering Act. The trial will  be both for 

charges under  the specific Act which is a crime and also offence of money laundering under 

Prevention of Money Laundering Act. However, it is not 'joint trial'. 

 Civil Liability i.e. confiscation of tainted property 
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In addition to criminal liability, the property involved in money laundering can be attached 

and frozen by Central Government and later confiscated. 

 

Question 13 

Mr. Ramnik purchased a property out of an unaccounted money in the joint name of his wife and 

son. On complaint, Adjudicating Authority, served a notice to seek information regard the sources 

of income and other particulars. State as per the PMLA, 2002, to whom notice may be served by 

the Adjudicating Authority: 

(a) Mr. Ramnik 

(b) Mr. Ramnik’s wife 

(c) Mr. Ramnik’s son 

(d) To all the three i.e., Mr. Ramnik, his wife and son. (1 Mark April 21) 

Answer 13 

The Answer is the (d) 

 

Question 14 

Based on the provisions of the PMLA,2002, analyse with reasons, the contentions of the 

Adjudicating Authority with regard to the following: 

(a) Whether interest created in a property prior to event of money laundering leading up to 

the attachment of property, takes priority over the attachment? 

(b) Whether a mere nexus between the attached property where it did not qualify as 

"proceeds of crime" under the PMLA and the party accused of money laundering was 

sufficient for the attachment to take place? (6 Marks April 21) 

Answer 14 

(a) As per Section 5(4) of the Prevention of Money Laundering Act, 2002, nothing in this section 

shall prevent the person interested in the enjoyment of the immovable property attached 

under Section 5(1) from such enjoyment. 

“Person interested”, in relation to any immovable property, includes all persons claiming or 

entitled to claim any interest in the property. 

Accordingly, an order of attachment under money laundering Act is not said to be illegal 

merely because a person interested (i.e., third party) had a prior  interest in such property and 

further issuance of an order of attachment under PML Act cannot, by itself, render illegal the 

prior statutory right of a person interested in attached property. 

Therefore, interest created in a property prior to attachment of property, takes priority over 

attachment. 

(b) According to Section 5 of the Prevention of Money Laundering Act, 2002, where the Director or 

any other officer for the purposes of this section, has reason to believe, on the basis of 

material in his possession, that— 

(a) any person is in possession of any proceeds of crime; and 

(b) such proceeds of crime are likely to be concealed, transferred or dealt with in 

any manner which may result in frustrating any proceedings relating to 
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confiscation of such proceeds of crime under this Chapter, 

he may, by order in writing, provisionally attach such property for a period not exceeding one 

hundred and eighty days from the date of the order, in such manner as may be prescribed.  

Hence, it is necessary that the attached property should qualify as ‘proceeds of crime’. 
However, mere nexus between the attached property whether it qualify as a proceeds of 

crime / not, the party accused of money laundering, is sufficient for the attachment of such 

property to take place. 

 

Question 15 

Discuss the jurisdiction for the nature of offences triable by the special court under the 

Prevention of Money Laundering Act. What will be the consequences, if the court which has 

taken cognizance of the scheduled offence, is other than the offence of money laundering on 

which Special Court has taken cognizance upon a complaint made by an authority. (3 Marks April 

21) 

Answer 15 

Section 44 of the Prevention of Money Laundering states that an offence punishable under 

section 4 and any scheduled offence connected to the offence under that section shall be triable 

by the Special Court constituted for the area in which the offence has been committed.  

A Special Court while trying the scheduled offence or the offence of money-laundering shall 

hold trial in accordance with the provisions of the Code of Criminal Procedure, 1973, as it 

applies to a trial before a Court of Session. 

Further , as per clause (c) of section 44 of the PMLA, if the court which has taken cognizance of 

the scheduled offence is other than the Special Court which has taken cognizance of the 

complaint of the offence of money-laundering , it shall, on an application by the authority 

authorized to file a complaint under this Act, commit the case relating to the scheduled offence 

to the Special Court and the Special Court shall, on receipt of such case proceed to deal with it 

from the stage at which it is committed. 

 

Question 16 

On the basis of material in possession with the Director, Mr. Q  was under remand evidencing 

that he is  in possession of proceeds of crime falling under the offence  said  to  be committed in  

PMLA.  Director may order for provisional attachment of the property of Mr. Q for a period-------

----------- 

(a) Within 90 days from the date of the order 

(b) Exceeding 180 days from the date of the order 

(c) Within 180 days from the date of the order 

(d) Not exceeding 280 days from the date of the order(1 Marks April 19) 

 

Answer 16 

The Answer is the (c) 

 



 

Chapter 15 The Prevention of Money Laundering Act, 2002- 

15.10 

 

Question 17 

Raghu, an officer in the Power Board, was assigned with the task of inspection of the file with the 

requisite documents of the applicants who have applied for the  new connections. Mr. Rajiv Shah  was 

one among the applicants who applied for the power connection for his new flat, as per the required 

usage with all the supportive documents. Raghu, conveyed Mr. Rajiv  Shah, that  his file  has been 

rejected due to  discrepancies in the  compliances. Indirectly he  also communicated that, if required, 

he may clear his file and put into process. Mr. Rajiv Shah gave him cash Rs. 2 lacs to clear his file. 

Analyze, in the light of the above situation, the liability of Raghu and Mr. Rajiv Shah in  the commission 

of an  offence as per the  Prevention of Money Laundering Act, 2002. (6 Marks April 19) 

Answer 17 

As  per the section 3 of the Prevention  of Money Laundering Act,  2002, offence of money laundering 

is said to be committed when whosoever directly or indirectly attempts to indulge  or  knowingly 

assists or knowingly is a party  or  is  actually involved  in  any  process  or  activity  connected with the 

proceeds of crime including its concealment, possession, acquisition or use and projecting or claiming 

it as untainted property shall be guilty of offence of money-laundering. 

In the given case, Mr. Rajiv Shah and Raghu, is knowingly a party to an offence of lending and 

accepting of a bribe to move the file, which was prima facie rejected  by  the  authority.  Both  Mr. 

Rajiv Shah and Raghu, are guilty of offence of money laundering. 

Section 4 of the PMLA, specifies punishment for money-laundering  . Whoever  commits the offence of 

money-laundering shall be punishable with rigorous imprisonment for a term which shall not be less 

than three years but which may extend to seven years and shall also be liable to fine. 

So accordingly, Mr. Rajiv Shah and Raghu both are punishable in compliance with the above 

provisions. 

 

Question 18 

What are the possible actions which can be taken against persons / properties involved in Money 

Laundering? (3 Marks April 19) 

Answer 18 

Following actions can be taken against the persons involved in Money Laundering: - 

(a) Attachment of property under Section 5, seizure/ freezing of property and records under 

Section 17 or Section 18. Property also includes property of any kind used in the 

commission of an offence under PMLA, 2002 or any of the scheduled offences. 

(b) Persons found guilty of an offence of Money Laundering are punishable with 

imprisonment for a term which shall not be less than three years but may extend up to 

seven years and shall also be liable to fine [Section 4]. 

(c) When the scheduled offence committed is under the Narcotics and Psychotropic 

substances Act, 1985 the punishment shall be imprisonment for a term which shall  not be 

less than three years  but which may extend  up to  ten  years  and shall  also be liable to 

fine. 

(d) The prosecution or conviction of any legal juridical person is not contingent on the 

prosecution or conviction of any individual. 
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Chapter 16 

 The Prevention of Money Laundering Act, 2002 
Question 1 

(i) Mr. Dawood Moosa, a known smuggler was  caught  in  transfer  of  funds  illegally exporting 

narcotic drugs from India to some countries in Africa. State the maximum punishment that can be 

awarded to him under Prevention of Money Laundering Act, 2002.(2 Marks May ‘19) 

(ii)    Mr.  Robert  has been arrested  for  a cognizable and non-bailable offence  under Part-  A of 

the schedule punishable for a term of imprisonment for more than three  years under the 

Prevention of Money Laundering Act,  2002. He  seeks your  advice  as to  how can he  be  released 

on bail. Advise him.(4 Marks May ‘19) 

Answer 1 

(i) Paragraph 2 of Part  A of the  Schedule to  the  Prevention  of Money Laundering  Act,  2002, 

covers Offences under the Narcotic Drugs and Psychotropic Substances Act, 1985. Whereby, 

illegal import into India, export from India or transshipment of narcotic drugs and psychotropic 

substances (section 23) is covered under paragraph  2 of Part  A. 

Punishment: Section 4 of the said Act provides for the punishment for Money- Laundering. 

Whoever commits the offence of money-laundering shall be punishable  with rigorous 

imprisonment for a term which shall not be less than 3 years but which may extend to 7 years 

and shall also be liable to fine.  But  where  the  proceeds of crime involved in  money-

laundering  relate  to  any offence  specified  under paragraph 2 of Part A of the Schedule, the 

maximum punishment may extend to 10 years instead of 7 years.  Thus, in the given case, the 

maximum punishment may extend  to 10 years. 

(ii) Section 45 of the Prevention of Money Laundering Act, 2002  provides  that  the offences under 

the Act shall be cognizable and  non  bailable.  Notwithstanding anything contained in the Code 

of Criminal Procedure, 1973,  no person  accused of  an offence [under this Act shall be released 

on bail or on his own bond unless- 

a. The Public Prosecutor has been given an opportunity to oppose the application  for such release 

and 

b. Where the Public Prosecutor opposes the application, the court is satisfied that there are 

reasonable grounds for believing that he is not guilty of  such offence and that he is not likely to 

commit any offence while on bail. 

In case of any person who is under  the age of  16 years  or  in case of  a woman or in case of a 

sick or infirm or is accused either on his own or along with other co-accused of money-

laundering a sum of less than one crore rupees may be released on bail,if the the Special Court 

so directs. 

In compliance to above provision, Mr. Robert can be released on bail. 

 

Question 2 

Who is a "Reporting Entity" under the Prevention  of Money Laundering Act,  2002  and what are the 

obligations  cast  on them  under Sec.  12 of  the Act?  The  Bank account of Amar has been attached by 

the order of an Assistant Director for a period of 180 days. The lawyer of Amar objected to this 

attachment. Decide the validity of the attachment. (3 Marks May ‘19) 
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Answer 2 

 “Reporting entity” means a banking company, financial institution, intermediary  or a person carrying 

on a designated business or profession. 

Section 12 of the Prevention of Money Laundering Act, 2002  provides  for  the obligation of 

Banking Companies, Financial Institutions and Intermediaries. 

According to section 12, 

1. Maintenance of records: Every reporting entity shall – 

(a) maintain a record of all transactions, 

(b) furnish to the Director information relating to such transactions, whether attempted or 

executed, the nature and value of the said transactions; 

(c) verify the identity of its clients 

(d) identify the beneficial owner, if any, of its clients, 

(e) maintain record of documents evidencing identity of its clients and beneficial owners as 

well as account files and business correspondence relating to its clients. 

2. Maintenance of records related to the transactions (i.e. for above clause a): The records 

shall be maintained for a period of five years from the date of transaction between a client 

and the reporting entity. 

3. Maintenance of records related to evidencing identity of its clients and beneficial owners 

(i.e., for  above  clause e): The records shall  be maintained for  a  period of five years after 

the business relationship between a client and the reporting entity has ended or the 

account has been closed, whichever is later. 

In the instant case, the bank account of Amar has been attached by the order of an 

Assistant Director for a period of 180 days.  As  per section 5 of the Prevention of Money 

Laundering Act, 2002, attachment of a property can be done by the Director or any other 

officer not below the rank of Deputy  Director.  Here  the order is issued by an Assistant 

Director who is below the rank of the Deputy Director. Therefore, the objection of the 

lawyer of Amar is valid. 

 

Question 3 

Mr. 'B' purchased a flat out of the proceeds earned by Drug Trafficking. The flat was  attached 

by the Director, Director of Enforcement after complying the procedures under Section 5 of the 

Prevention of Money Laundering Act, 2002 (PMLA, 2002). Mr  ‘B'  got a stay from the High Court 

for any proceedings under the said Act. The stay was subsequently vacated. 

State the relevant provisions of the PMLA, 2002 for computing the period of provisional  

attachment including extension, if any. 

Whether Mr. 'C', son of Mr. 'B' can occupy the flat during the period of provisional attachment? 

(6 Marks Nov ‘19) 

Answer 3 

According to section 5 of the Prevention of Money Laundering Act, 2002, where the Director or 

any other officer (not below the rank of Deputy Director authorized by the Director), has reason 

to believe (the reason for such belief to be recorded in writing), on  the basis of material in his 
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possession, that— 

(a) any person is in possession of any proceeds of crime; and 

(b) such proceeds of crime are likely to be concealed, transferred or dealt with in any 

manner which may result in frustrating any proceedings relating to confiscation of such 

proceeds of crime under this Chapter, he may, by order in writing, provisionally attach 

such property for a period not exceeding 180 days from the date of the order, in such 

manner as may be prescribed. 

Provided further that, any property of any person may be attached under this section if the 

Director or any other officer not below the rank of Deputy Director authorized by him has reason 

to believe (the reasons for such belief to be recorded in writing), on the basis of material in his 

possession, that if such property involved in money-laundering is not attached immediately under 

this Chapter, the non-attachment of the property is likely to frustrate any proceeding under this 

Act. 

Computation of period of attachment: Provided also that for the purposes of computing the 

period of 180 days, the period during which the proceedings under this section is stayed by the 

High Court, shall be excluded and a further period not exceeding 30 days from the date of order 

of vacation of such stay order shall be counted. 

No effect on the right to enjoy the property: This section shall not prevent the person interested 

in the enjoyment of the immovable property attached from such enjoyment. 

Here, “person interested”, in relation to any immovable property, includes all persons 

claiming or entitled to claim any interest in the property. 

In the given case, Mr. C, son of Mr. B can occupy the flat during the period of provisional 

attachment if he claims to have any interest in the said property. 

 

Question 4 

Mr. 'K' used his car for smuggling cash and the Special Court found on conclusion of trial that an 

offence of money laundering was committed by Mr. 'K' under the provisions of the Prevention 

of Money Laundering Act, 2002 (PMLA, 2002). The car was under hypothecation to a 

Nationalized Bank for the car loan obtained. Referring to provisions of the PMLA, 2002, examine 

whether the car can be confiscated despite the existence of encumbrance? (3 Marks Nov 

‘19) 

Answer 4 

Vesting of property in Central Government [Section 9]: Where an order of confiscation has 

been made under section 8(5) or section 8(7) or section 58B or section 60(2A) of PMLA, 2002 in 

respect of any property of a person, all the rights and title in such property shall vest absolutely 

in the Central Government free from all encumbrances. 

However, where the Special Court or the Adjudicating Authority, as the case may be, after giving 

an opportunity of being heard to any other person interested in the property attached under this 

Chapter, or seized or frozen, is of the opinion that any encumbrance on the property or lease-

hold interest has been created with a view to defeat the provisions of this Chapter, it may, by 

order, declare such encumbrance or lease-hold interest to be void and thereupon the aforesaid 

property shall vest in the Central Government free from such encumbrances or lease-hold 

interest. 
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In the instant case, Mr. K used his car for smuggling cash and Special Court found on conclusion 

of trial that an offence of money laundering was committed by Mr. K. The car was under 

hypothecation to a Nationalized bank for the car loan obtained. As the encumbrance on the car 

has been created to defeat the provisions and special court may order to declare such 

encumbrance to be void and therefore the car can be confiscated  and shall vest in the Central 

Government. 

 

Question 5 

Three Companies belong to Gopal group based out of Bengaluru. Each of the three 

companies are into businesses as under: 

Company A Chit Funds 

Company B Housing Finance 

Company C Payment System Operator 

In the light of the relevant provisions of the Prevention of Money Laundering Act, 2002, examine 

the following: 

(i) Who is a "beneficial owner" under the Prevention of Money Laundering Act, 2002? 

(ii) Whether each of the above businesses fall within the definition of "Financial 

Institution"? 

(iii) What are the obligations of a financial institution regarding maintenance of records? 

(iv) Whether a Civil Court have jurisdiction to entertain any suit or proceeding in respect  

of any matter which the Appellate Tribunal is empowered by or under this Act? 

(v) Can an injunction be granted by any Court or other Authority in respect of any action 

taken or to be taken in pursuance of any power conferred on the Appellate Tribunal?(6 

Marks Nov ‘20) 

Answer 5 

(i) “Beneficial owner” means an individual who ultimately owns or controls a client of a 

reporting entity or the person on whose behalf a transaction is being conducted and 

includes a person who exercises ultimate effective control over a juridical person. As in 

the given case, Company A, Company B, and Company C belongs to Gopal Group, who 

exercises ultimate control over them, therefore, Gopal Group is the Beneficial owner. 

(ii) “Financial institution” means a financial institution as defined in clause (c) of section 45 

I of the Reserve Bank of India Act, 1934 and includes a chit fund company, a housing 

finance institution, an authorised person, a payment system operator, a non- banking 

financial company and the Department of Posts in the Government of India. 

In the instant case, Company A, Company B and Company C falls within the definition of 

“Financial Institution” conducting the business of chit fund, housing finance institution, 
payment system operator respectively. 

(iii) Section 12 of the Prevention of Money Laundering Act, 2002 provides for the obligation 

of Banking Companies, Financial Institutions and Intermediaries i.e. the reporting 

entity to maintain records of transactions. 

Maintenance of records: According to sub-section 12 (1), every reporting entity shall– 

 maintain a record of all transactions, including information relating to transactions 
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(mentioned in next point) in such manner as to enable it to reconstruct individual 

transactions; 

 furnish to the Director information relating to such transactions, whether 

attempted or executed, the nature and of value; 

 maintain record of documents evidencing identity of its clients and beneficial 

owners as well as account files and business correspondence relating to its clients. 

(iv) Civil court not to have jurisdiction [Section 41] 

No civil court shall have jurisdiction to entertain any suit or proceeding in respect of any 

matter which the Director, an Adjudicating Authority or the Appellate Tribunal is 

empowered by or under this Act to determine. 

(v) Injunction: No injunction shall be granted by any court or other authority in respect   of 

any action taken or to be taken in pursuance of any power conferred by or under this 

Act on the Appellant Tribunal. 

 

Question 6 

The Adjudicating Authority under the Prevention of Money Laundering Act, 2002 (the Act) 

made an order under Section 8(3), confirming the provisional attachment of property made 

under Section 5(1) of the said Act. Mr. Rana, owner of the attached property, aggrieved by 

the order, wanted to make an appeal to  the Appellate Tribunal.  However, before making 

an appeal Mr. Rana is adjudicated as an insolvent. Explain, with reference to the relevant 

provisions of the said Act, whether appeal could be made to Appellate Tribunal in the 

present case? (3 Marks Nov ‘20) 

 

Answer 6 

Continuation of proceedings in the event of death or insolvency [Section 72 of PMLA, 2002] 

Where- 

(a) any property of a person has been attached under section 8 and no  appeal against the 

order attaching such property has been preferred; or 

(b) any appeal has been preferred to the Appellate Tribunal, and- 

(i) in a case referred to in clause (a), such person dies or is adjudicated an insolvent 

before preferring an appeal to the Appellate Tribunal; or 

(ii) in a case referred to in clause (b), such person dies or is adjudicated an insolvent 

during the pendency of the appeal, 

then, it shall be lawful for the legal representatives of such person or the official assignee  

or the official receiver, as the case may be, to prefer an appeal to the Appellate Tribunal    or 

as the case may be, to continue the appeal before the Appellate Tribunal, in place of such 

person and the provisions of section 26 shall, so far as may be, apply, or continue to apply, 

to such appeal. 

Hence, in the instant case, the appeal can be made to the Appellate Tribunal by the official 

assignee or the official receiver of Mr. Rana. 
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Question 7 

By means of an order in writing, the Adjudicating Authority (AA) appointed under the 

Prevention of  Money  Laundering Act, 2002, attached certain properties under Section 8  of 

the Act belonging to Mr. AAA alleged to  be involved in  money  laundering. Aggrieved   by the 

order of the AA, Mr. AAA preferred an appeal before the Appellate Tribunal (AT). 

Subsequently, after proper hearing, an order was passed by the  AT  upholding  the decision 

of the AA. Aggrieved by the order of the AT, Mr. AAA preferred a further appeal before the 

Honorable High Court. During the pendency of the appeal before the High  Court, 

unfortunately, Mr. AAA dies. In the light of the provisions of the  Prevention of  Money 

Laundering Act, 2002 : 

(i) What is the time limit for preferring an appeal before the High Court against the 

order of the AT ? 

(ii) By how many days an extension of time can be sought if  the  appellant  was prevented 

by sufficient cause from filing the appeal within the said period ? 

(iii) On the death of Mr. AAA can the appeal be further continued in  the High  Court? If  so, 

by whom? 

(iv) What will be the position if Mr. AAA dies before appeal has been preferred in the 

Honorable High Court ? 

(v) What shall be the jurisdiction of the High Court, if the Central Government is the 

aggrieved party? (6 Marks Jan ‘21) 

Answer 7 

(i) According to Section 42 of the Prevention of Money Laundering Act, 2002, a person 

aggrieved by any order of  the Appellate Tribunal can file an  appeal to  the High  Court 

within 60 days from the date of communication of the order on question of law/fact. 

(ii) The High Court, if satisfied that the appellant  was  prevented by  sufficient cause  from 

filing the appeal within the said period, it can allow filing of appeal within a  further 

period not exceeding sixty days. 

(iii) On the death of Mr. AAA, the appeal filed with High Court can be  continued  even after 

the death of Mr. AAA by legal representatives of Mr. AAA. [Section 72(2)] 

(iv) In case Mr. AAA dies before filing an appeal with  High Court,  it shall be lawful for   the 

legal representative of Mr. AAA to prefer an appeal with High Court. [Section 72(2)] 

(v) Where the Central Government is the aggrieved party, the High Court within the 

jurisdiction of which the respondent, or in a case where there are more than one 

respondent, any of the respondents, ordinarily resides or carries on business or 

personally works for gain shall be the jurisdiction. [Section 42] 

 

Question 8 

SSG Bank Limited has recently started its operations. The bank approached you for your advice 

regarding the maintenance of records as a reporting entity in terms  of  the provisions of the 

Prevention of Money Laundering Act, 2002. Referring to and analyzing  the relevant provisions 

of the Prevention of Money Laundering Act,  2002,  advice  the Bank.(3 Marks Jan ‘21) 

Answer 8 
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Section 12 of the Prevention of Money Laundering Act, 2002, provides for the obligation    of 

Banking Companies, Financial Institutions  and Intermediaries i.e.  the  reporting  entity to 

maintain records of transactions. SSG Bank Limited have been advised to maintain records in the 

compliance to said section. 

Accordingly, every reporting entity shall – 

(i) maintain a record of all transactions, including information relating to transactions 

covered under point (ii) below, in such manner as to enable it to  reconstruct  individual 

transactions. Here records shall be maintained for a period of five years from the date of 

transaction between a client and the reporting entity . 

(ii) furnish to the Director within such time as may be prescribed, information relating to 

such transactions, whether attempted or executed, the nature and value of which  may 

be prescribed; 

(iii) maintain record of documents evidencing identity of its clients and beneficial owners as 

well as account files and business correspondence relating to its clients. The records here 

shall be maintained for a period of five years after the business relationship between a 

client and the reporting entity has ended or the account has been closed, whichever is 

later. 

 

Question 9 

The declared suspect, Mr. SP, was facing charges under the Prevention of Money Laundering 

Act, 2002. Mr. SP died in the midst of the proceedings. What shall happen to the confiscated 

property under the Act and whether a claimant with a legitimate interest in the property who 

suffered a loss, is entitled for claims. (3 Marks July 21) 

Answer 9 

According to Section 8(6) of the Prevention of Money Laundering Act, 2002, where the trial 

under this Act cannot be conducted by reason of the death of the accused, the Special Court 

shall, on an application moved by a person claiming to be entitled to possession of   a property 

in respect of which an order has been passed, pass appropriate orders regarding confiscation 

or release of the property, as the case may be, involved in the offence of money-laundering 

after having regard to the material before it. 

Where a property stands confiscated to the Central Government under section 8(5), the 

Special Court, in such manner as may be prescribed, may also direct the Central Government to 

restore such confiscated property or part thereof of a claimant with a legitimate interest in the 

property, who may have suffered a quantifiable loss as a result of the offence of money 

laundering: 

Provided that the Special Court shall not consider such claim unless it is satisfied that the 

claimant has acted in good faith and has suffered the loss despite having taken all reasonable 

precautions and is not involved in the offence of money laundering. 

Provided further that the Special Court may, if it thinks fit, consider the claim of the claimant for 

the purposes of restoration of such properties during the trial of the case in such manner as may 

be prescribed. 

In the light of above, a claimant with a legitimate interest in the property and suffered a  loss is 

entitled for claim. 
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Question 10 

Mr. D was given an offer by the Company vendor, Mr. TR that if he discloses him confidential data 

of the Company HNI Ltd. in which he was working as an Accounts Executive, Mr. TR will pay him a 

huge sum of money. Mr. D accessed the computer of his Executive Director and passed on the 

confidential information of Company to Mr. TR in return of huge sum of money. Examine and 

analyse the situation and  conclude whether  Mr. D will be held liable under the Prevention of 

Money Laundering Act, 2002? (3 Marks July 21) 

 

Answer 10 

As per Section 4 of the Prevention of Money Laundering Act, 2002, whoever commits the offence 

of money-laundering shall be punishable with rigorous imprisonment for a term which shall not 

be less than three years but which may extend to seven years and shall  also be liable to fine. 

In the instant case, Mr. D, the Accounts Executive of HNI  Ltd.  accessed the computer of his 

Executive Director and passed on the confidential information of the company to Mr. TR in return 

of huge sum of money which is an offence as per section 3 of the PMLA, 2002. This is a Schedule 

Offence under Para 22 of Part A. 

Hence, Mr. D shall be punishable with rigorous imprisonment for a term which shall not be less 

than three years but which may extend to seven years and shall also be liable to fine. 
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Chapter 18  

 The Insolvency and Bankruptcy Code, 2016 

Question 1 

Mr. Satya, file a petition for  default of non –payment of the debt against Mr. X.  The amount in default 

claimed by petitioner was ` 30 lakh. Mr. X (Respondent) pleaded before the adjudicating authority that 

the amount of claim was  not  belonging  to  the applicant/petitioner. Mr. Satya, asserted that  he himself  

with his  son owns  `  26 Lakh  to the respondent. Though nowhere in the petition and the supportive 

documents, he admitted that he himself with his Son owns ` 26 Lakh to the respondent. Considering the 

above facts in the light of the Insolvency and Bankruptcy Code, state the ac tion  that will be  taken by 

the Adjudicating Authority- 

(a) NCLT will admit the application of Mr. Satya, as he jointly with his son  owned the debt to the Mr. 

X, so he is a valid petitioner. 

(b) NCLT will admit the application filed by Mr. Satya on behalf of his son. 

(c) NCLT will reject the application considering that no default has occurred against Mr. Satya, and 

his stand as a financial creditor is not proved in the petition. 

(d) NCLT will dismiss the application on the ground of non- existence of dispute against  Mr. Satya. 

(Nov 19) 

Answer 1 

The answer is (c). 

 

Question 2 

How many times Corporate Insolvency Resolution Process period can be extended? 

(a) shall not be granted more than once 

(b) shall be granted more than once 

(c) shall be granted more than twice on the reasonable cause 

(d) cannot be granted at all 

(Nov 19) 

Answer 2 

The answer is (a). 

 

Question 3 

1. The IRP appointed for M Ltd. is  seeking your views on the constitution of the Committee   of creditors 

of M Ltd. M Ltd.  does  not have any financial debt other than loan obtained from Mr. A, son of Mr. 

B, the managing director of M Ltd. Considering the above, identify the appropriate constitution of 

the committee of creditors out of the following: 

(a) Mr. A, 18 largest operational creditors, 1 representative of all workmen 

(b) 18 largest operational creditors, 1 representative of workmen and 1 representative of 

employees. 
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(c) Only Mr. A since he is the only financial creditor 

(d) 18 largest operational creditors, 1 representative of workmen and 1 representative of 

employees and the resolution professional. (May 20) 

Answer 3 

The answer is (b). 

 

Question 4 

ABZ Ltd. an unlisted company with total assets of  ` one crore as per financial statement  as on 31st 

March, 2018, defaulted in the payment of the financial debt against the financial creditor Mr. X. Mr. 

X filed an application for initiation of insolvency process against ABZ  Ltd. under the fast track 

corporate insolvency resolution process on 31st May 2019. Discuss the relevancy for disposal 

through the mechanism of the fast track corporate insolvency resolution process and the legal 

position of holding of fast track corporate insolvency resolution process by Mr. X in the term of the 

IBC, 2016. Compute the time period for completion of fast track process in the said situation.  

(May 20) 

Answer 4 

Relevancy : Fast track corporate insolvency resolution process is a speedy process for corporate 

insolvency resolution for small corporates. 

As per section 55 of the IBC, 2016, it is applicable to following corporate debtors - (a) a corporate 

debtor with assets and income below a level as may be notified by the Central Government; or (b) a 

corporate debtor with such class of creditors or such amount of debt as may be notified by the Central 

Government; or (c) such other category of corporate persons as may be notified by the Central 

Government. 

Applicability of the provisions - The provisions are applicable to - (a) small company under section 

2(85) of Companies Act (b) a start-up (other than partnership firm)[as defined by Ministry of 

Commerce and Industry notification No. GSR 501(E) dated 23 -5-2017] (c)  an unlisted company with 

total assets not exceeding ` one crore as per financial statement immediately preceding the financial 

year [SO 1911(E) dated 14-6-2017]. 

Time period for completion of fast track process 

The fast track corporate insolvency resolution process shall  be completed within a  period of 90 days 

from the insolvency commencement date. It can be extended by Adjudicating Authority by further 

45 days, if resolution passed at a meeting of the committee of creditors and supported by a vote of 

seventy five per cent of the voting shares [section 56(3) of Insolvency Code, 2016]. 

According to the provisions, fast track corporate insolvency resolution process shall be completed by 

29th of August 2019. On further extension uptil by 13th of October, 2019 in compliance with above 

provision. 

 

Question 5 

Mr. Mediator was proposed to be appointed as a resolution professional for the corporate insolvency 
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resolution process initiated against BMR Ltd. Mr. R, a relative of  director of BMR Ltd. is a partner in the 

insolvency professional entity in which Mr. Mediator is partner. In the light of the given facts, examine 

the nature of the proposal of the appointment of Mr. Mediator for the conduct of the CIRP as per the 

Insolvency and Bankruptcy Code, 2016 (May 20) 

Answer 5 

As per Regulation 3 of the Insolvency and Bankruptcy Board of India (Insolvency Resolution Process 

for Corporate Persons) Regulations, 2016, an insolvency professional shall be eligible to be appointed 

as a resolution professional for a corporate insolvency resolution process of a corporate debtor if 

he, and all partners and directors of the insolvency professional entity of which he is a partner or 

director, are independent of the corporate debtor. 

Explanation– A person shall be considered independent of the corporate debtor, if he: 

(a) is eligible to be appointed as an independent director on the board of the corporate debtor 

under section 149 of the Companies Act, 2013, where the corporate debtor is  a company; 

(b) is not a related party of the corporate debtor; or 

(c) is not an employee or proprietor or a partner: 

(i) of a firm of auditors or secretarial auditors in practice or cost auditors of the  corporate 

debtor in the last three financial years. 

(ii) of a legal or a consulting firm, that has or had any transaction with the corporate debtor 

amounting to five per cent or more of the gross turnover of such firm, in the last three 

financial years. 

As per the given facts, Mr. Mediator was proposed to be appointed as a resolution professional for 

the insolvency resolution process initiated against  BMR  Ltd.  Whereas, Mr. R, a  relative of director 

of  BMR Ltd.  is a  partner in the insolvency professional entity in which Mr. Mediator is partner. 

Since, Mr. R is the partner in  Insolvency Professional Entity  in which Mr. Mediator is also  a partner, 

so, Mr. Mediator is not eligible for appointment as Resolution Professional as he is not independent 

of the corporate debtor, because Mr. R is relative of Director of  BMR Ltd. (Corporate Debtors). 

 

Question 6 

MX Limited was admitted in the Corporate Insolvency Resolution Process (CIRP) under section 7 of 

the Insolvency and Bankruptcy Code (Code). The Resolution Professional (RP) of the MX Limited 

(Corporate Debtor) conducted the Committee of Creditors (CoC) meeting but the same was adjourned 

due to lack of quorum. Accordingly, in the adjourned meeting, a resolution was passed by the CoC 

members present, representing 51% of the voting rights for liquidation of the Corporate Debtor 

before the expiry of the Corporate Insolvency Resolution Process (CIRP). You as a qualified Chartered 

Accountant in the team of RP is required to advise RP whether the resolution of liquidation passed is 

valid in  law considering the provisions of the Insolvency and Bankruptcy Code. 

(a) The resolution passed for liquidation is not valid in law  as it has not been approved  by minimum 

of 90% of the voting shares of the financial creditors. 

(b) The resolution passed for liquidation is  not valid in law as it has not been approved  by minimum 

of 66% of the voting shares of the financial creditors. 

(c) The resolution passed for liquidation is not valid in law as it cannot be passed before the expiry 

of the CIRP. 
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(d) The resolution passed for liquidation is valid in law as it has been passed by 51% of the voting 

shares of the financial creditors. (Nov 20) 

Answer 6 

The answer is (c). 

 

Question 7 

Quality Rubber Limited, a supplier of raw materials filed a petition before the NCLT for the recovery 

of ` 10,00,000 against Smart Latex Limited. Smart Latex Limited, the Corporate Debtor, has other 

financial creditors to the extent of ` 1,50,00,000 and they also joined together and filed petitions to 

NCLT. The Corporate Debtor has a total of 40 financial creditors and 2 operational creditors. Further, 

all the financial creditors are having equal voting rights/shares. 

Notice was issued on 1st August, 2019 for the conduct of the first meeting to be held on 5 th August, 

2019 at a common venue. The meeting was attended by all 40 financial creditors and 2 operational 

creditors. A resolution was passed to appoint Mr. Naveen as a Resolution Professional. 25 of the financial 

creditors voted in favour of the resolution and 10 voted against the resolution and 5 financial creditors 

and 2 operational creditors abstained from voting. 

Decide in  terms  of  the  given  information  whether  the  resolution  passed  to  appoint Mr. Naveen 

is valid? In the light of the provisions of Insolvency and Bankruptcy Code, 2016 read with rules framed 

thereunder, explain the requirements of valid quorum for the conduct of the meeting. (Nov 20) 

Answer 7 

According to section 22 of the Insolvency and Bankruptcy Code, 2016, the first meeting of the 

committee of creditors shall be held within seven days of the constitutio n of the committee of 

creditors. The committee of creditors in the first meeting may by a majority vote of not less than sixty-

six percent of the voting share of the financial creditors, either resolve to appoint the interim 

resolution professional as a resolution professional or to replace the interim resolution professional 

by another resolution professional. 

A meeting of committee of creditors shall quorate if members of the committee of creditors 

representing at least thirty three percent of the voting rights are present either in person or by 

video/audio means. 

The adjourned meeting shall quorate with the members of the committee attending the meeting. 

As per the facts of the question and the provisions of law, the requisite quorum was present in the 

meeting as all 40 financial creditors attended the meeting and 5 abstained from voting. 

The Act requires that not less 66% of the financial creditors shall resolve to appoint resolution 

professional. However, in the given case 71.4% [(25/35)* 100 ] voted in  favour of Mr. Naveen. Hence, 

the said appointment is valid 

 

Question 8 

Who shall determine the amount of claim due to a creditor under the Insolvency and Bankruptcy Code 

during the Corporate Insolvency Resolution Process (CIRP)? 
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(a) Committee of creditors 

(b) Resolution professional 

(c) Adjudicating Authority 

(d) Corporate debtor 

(May 21) 

Answer 8 

The answer is (b). 

 

Question 9 

Can an Adjudicating Authority order the liquidation of a corporate debtor even after approving the 

resolution plan: 

(a) Yes, if the resolution plan is contravened. 

(b) The Adjudicating Authority may order the liquidation of a corporate debtor even after approving 

the resolution plan on receiving an application from a third party who is unaffected by such 

liquidation 

(c) Yes, the Adjudicating Authority may order for the liquidation of a corporate debtor if the committee 

of creditor does not approve the resolution plan after its approval by  the Adjudicating Authority 

(d) No, the Adjudicating Authority cannot order the liquidation of a corporate debtor after approving 

the resolution plan. (May 21) 

Answer 9 

The answer is (a). 

 

Question 10 

X Inc Ltd is a holding company of Y Infrastructure Ltd. Insolvency resolution process was initiated 

against the X Inc Ltd on 15th December 2020. In the mean time another financial creditor initiated 

corporate insolvency resolution process against Y Infrastructure Ltd. Later X Inc Ltd filed an appeal 

contending that resolution process against Y Infrastructure Ltd. should not continue till corporate 

insolvency resolution process is decided in the case of X Inc Ltd. on the basis of initiation of 

moratorium. Also the Resolution plan of X Inc Ltd. approved by CoC, was  still pending before the 

Adjudicating authority for its approval. In  the light of given situation, examine whether corporate 

insolvency resolution process initiated against the X Inc Ltd., can bar the corporate insolvency 

resolution process initiated against the Y Infrastructure Ltd.? (May 21) 

Answer 10 

In the given case, both the X Inc Ltd. and Y Infrastructure Ltd. in the eyes of law are separate entity. 

Further section 14 of IBC, 2016 which deals with moratorium, no where prohibits initiation of 

corporate insolvency resolution process on  the subsidiary company  or its holding company. Further 

also that a separate CIRP has been initiated against  another corporate debtor by another financial 

creditor, which is altogether separate and have no connection with the CIRP initiated against X Inc 

Ltd. or Y Infrastructure Ltd. 

Therefore, in the given case, corporate insolvency resolution process initiated against the  X Inc Ltd, 
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which is a holding company, cannot bar the corporate insolvency resolution process initiated against 

the Y Infrastructure Ltd which is its subsidiary or vice versa. 

 

Question 11 

A meeting of committee of creditors shall quorate if members of the CoC representing ---- 

-------are present either in person or by video/audio means: 

(a) at least thirty three percent of the voting rights 

(b) at least Fifty one percent of the voting rights 

(c) at least sixty six percent of the voting rights 

(d) at least seventy five percent of the voting rights (Nov 21) 

 

Answer 11 

The Answer is  (a) 

 

Question 12 

The Committee of Creditors (CoC) of Ashoka Cement Limited under the Corporate Insolvency 

Resolution Process (CIRP) have passed a resolution allowing the Resolution Professional (RP) of 

Company for initiating the process of liquidation before NCLT under section 33 of the Insolvency 

and Bankruptcy (Amendment) Code, 2019. Accordingly, the RP was appointed as liquidator of 

the Ashoka Cement Limited. While forming  the liquidation estate, the liquidator was in dilemma 

regarding the inclusion and exclusion of the assets forming part of the liquidation estate. You 

as a Qualified Chartered Accountant are required to advise the liquidator regarding the issues 

faced by him with respect to the exclusion to be made in the liquidation estate of Ashoka 

Cement Limited as per the provisions of the Code. 

1. Assets in security collateral held by financial service providers. 

2. Any asset of the corporate debtor in respect of which a secured creditor has 

relinquished security interest. 

3. Assets owned by a third party which are in the possession of the corporate debtor. 

4. Assets subject to the determination of ownership by the court or authority. 

(a) Only (3) 

(b) Both (2) and (4) 

(c) Only (1) 

(d) (1) and (3) (Nov 21) 

Answer 12 

The Answer is (d) 

 

Question 13 

Jewar Ltd., a diamond manufacturing company, is undergoing Corporate Insolvency Resolution 
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Process (CIRP). The CIRP had initiated on 1st January 2020. Mr. Shubh was acting as the Interim 

Resolution Professional who was later appointed as Resolution Professional by the Committee 

of Creditor. Mr. Shubh has been working hard since day 1  to get a resolution plan approved 

before the last day of the CIRP. However, due to external factors, as on 31st May, 2020, he 

realized that he is unable to decide as to which resolution plan can be taken to the committee 

of creditors for approval and also that he will need another 3 months to get a resolution plan 

approved. You are his partner in an Insolvency Professional Entity. Advise as to: 

1. The factors that need to be considered before taking the resolution plan to the 

committee of creditors 

2. Whether Mr. Shubh can seek an extension for completion of the CIRP? (Nov 21) 

  

Answer 13 

1. Mr. Shubh, the resolution profession will have to consider the following factors while 

examining the resolution plan before taking it to the Committee of Creditors for 

approval: 

a. Whether the resolution plan provides for the payment of insolvency resolution 

process costs in a manner specified by the Board in priority to the payment of 

other debts of the corporate debtor 

b. Whether the resolution plan provides for the payment of debts of operational 

creditors in such manner as may be specified by the Board which shall not be less 

than higher of: 

(i) the amount to be paid to such creditors in the event of a liquidation of the 

corporate debtor under section 53; or 

(ii) the amount that would have been paid to such creditors, if the amount to  be 

distributed under the resolution plan had been distributed in accordance with 

the order of priority in sub-section (1) of section 53, 

c. Whether the resolution plan provides for the management of the affairs of the 

Corporate debtor after approval of the resolution plan; 

d. Whether the resolution plan provides for the implementation and supervision of 

the resolution plan 

e. Whether the resolution plan contravene any of the provisions of the law for the 

time being in force 

f. Whether the resolution plan confirms to such other requirements as may be 

specified by the Board. 

2. Relevant Provision of the Insolvency and Bankruptcy Code for extension of period 

for completion of CIRP 

As per Section 12, the corporate insolvency resolution process shall be completed 

within a period of 180 days from the date of admission of the application to initiate 

such process. 

The resolution professional shall file an application to the Adjudicating Authority to 

extend the period of the corporate insolvency resolution process beyond 180 days, if 

instructed to do so by a resolution passed at a meeting of the committee of creditors 

by a vote of 66% of the voting shares. 

On receipt of the application, if the Adjudicating Authority is satisfied that the subject 
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matter of the case is such that corporate insolvency resolution process cannot be 

completed within 180 days, it may by order extend the duration of such process beyond 

180 days by such further period as it thinks fit, but not exceeding 90 days. 

Provided that any extension of the period of corporate insolvency resolution process 

under this section shall not be granted more than once 

Provided further that the corporate insolvency resolution process shall  mandatorily  be 

completed within a period of 330 days from the insolvency commencement date, 

including any extension of the period of corporate insolvency resolution process 

granted under this section and the time taken in legal proceedings in relation to such 

resolution process of the corporate debtor. 

In the given case, Mr. Shubh can seek an extension of maximum 90 days by making an 

application of the National Company Law Tribunal i.e. till 29th August, 2020. 
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INTERGRATED SCENARIO 

Integrated Case Scenario 1 (8 Marks , May-20) 

M/s. Sheetal Chemicals Limited (SCL) is a listed public company dealing in petrochemicals which are 

used in numerous household products like wax, detergents, dyes, carpeting, safety glasses, etc. 

As per the latest audited balance sheet a sat 31st March, 2019, company have following financial 

position- 

 

Paid up share capital Rs. 40 crore 

Authorized capital Rs. 50 crore 

Turnover for FY 2018-2019 Rs. 300 crore 

Composition of Board 

The company has thirteen directors on its Board namely, A1, B2, C3, D4, E5, F6, G7, H8, I9, J10, K11, 

L12 and M13 of which A1, B2, C3, D4 and E5 are the independent directors. The Articles of 

Association of the company restrict the maximum number of directors to fifteen. 

SCL remains ever-conscious to corporate governance and ensures compliance to legal provisions in 

both letter and spirit. L12 is the Managing Director of the company whereas M13 is the only woman 

director. The company has constituted requisite committees as per the requirements of law. The 

Audit Committee consists of seven directors as members i.e. A1, B2, C3, D4, E5, I9, J10 and K11. 

Earlier, for the financial year ending 31st March, 2018, the company successfully convened and held 

Annual General Meeting (AGM) on 25th September, 2018 at its registered office at Pune. On the 

fateful day of AGM, while returning to Mumbai from Pune by road after her re-appointment at AGM, 

a fatal accident claimed the life of M13 thus snatching an efficient and trust worthy director from the 

hands of the company. Later on, a Board Meeting was held on 9th January, 2019 and N14, a finance 

professional and daughter of deceased woman director M13 was appointed as director to fill the 

vacancy of woman director so created due to the death of M13. It may be noted that before 9th 

January, 2019, a Board Meeting was held on 15th September,2018. 

SCL is a growing company which wants to diversify its business into the sphere of agro chemicals also 

and therefore, desires to bring on its Board O15 who is a chemical engineer with hands-on experience 

of about twenty years post his qualification in the field of agrochemicals and other petroleum 

products. Besides production, he is well versed in marketing of agro chemicals both in India and 

abroad. It is hoped that he shall prove to be a valuable asset to the company. Accordingly, a Board 

Meeting was held on 14thApril, 2019 to appoint O15 as additional director. As the total strength of 

directors was well within the limit prescribed by the Articles, there was no need to alter the Articles. 

 

Question 1 (Chapter 3 - Meetings of Board and its powers) 

After the appointment of O15 as additional director on 14th April, 2019, another Board Meeting of 

SCL was held on 17th May, 2019. From the given options, choose the correct one which indicates the 

quorum for the current Board meeting. 
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(a) Nine directors 

(b) Five directors 

(c) Four directors 

(d) Two directors 

 

Answer 1 

The Answer is Option (b) 

 

Question 2  (Chapter 3 - Meetings of Board and its powers) 

For the purpose of meeting of the Audit Committee of SCL, how many members should be present at 

such meeting in order to constitute the quorum. 

(a) All the seven members 

(b) Only five members of which minimum two should be independent members 

(c) Only three members of which minimum two should be independent members 

(d) Only two members of which minimum one should be independent member 

 

Answer 2 

The Answer is Option (c) 

Question 3 (Chapter 1 - Appointment and Qualifications of Directors) 

From the case scenario, it is observed that after the death of M13, her daughter N14 was appointed at 

a Board Meeting held on 9th January, 2019 to fill the vacancy of woman director. Is the appointment of 

N14 on 9th January, 2019 justified? 

(a) No. The appointment of N14 should have been made within three months from 25th 

September, 2018. 

(b) No. The appointment of N14 should have been made within two months from 25th 

September, 2018. 

(c) No. The appointment of N14 should have been made within one month from 25th September, 

2018. 

(d) Yes. The appointment of N14 made on 9th January, 2019 is justified. 

 

Answer 3 

The Answer is Option (d) 

 

Question 4 (Chapter 2 Appointment and remuneration of Managerial Personnel) 
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In the above case scenario, L12 is the Managing Director of SCL. If it is assumed that there is no 

managing or whole-time director, then in such a situation, how much remuneration the company can 

pay to all the directors for the Financial Year 2019-20. 

(a) 11% of the net profits available for the Financial Year 2019-20 

(b) 5% of the net profits available for the Financial Year 2019-20 

(c) 3% of the net profits available for the Financial Year 2019-20 

(d) 1% of the net profits available for the Financial Year 2019-20 

 

Answer 3 

The Answer is Option (c) 

 

Integrated Case Scenario 2 (8 Marks , May-20) 

Global Trade and Securities (India) Limited (GTSIL) is a listed company having been listed at BSE and NSE. 

It was incorporated around four and a half years back in June, 2015 and has its registered office at 

Connaught Place, New Delhi. The authorised and paid-up share capital of the company is Rs. 25.00 

crore. 

GTSIL is duly registered with the Securities and Exchange Board of India (SEBI) for providing merchant 

banking services. The company offers a varied range of services including issue management, handling 

of buy-back of shares, debt and equity syndication, mergers and acquisitions, listing and delisting, etc. 

GTSIL is a well-established and reputed name among the regulatory authorities, Government Agencies, 

law firms, share-brokers, mutual funds, banks, etc. 

The company is being managed by nine directors out of which three are independent directors. Of the 

other six directors two are non-executive. The four executive directors i.e. Skand, Srishti, Rinaand 

Rohan are energetic, young and dynamic professionals with vast experience in the field of merchant 

banking. In the current Financial Year 2019-20, a chance scrutiny of accounts revealed that during the 

last financial year, by over sight, Rohan, who heads the new issue division of the company, had drawn 

remuneration in excess of the limit provided by the relevant provisions of law. 

The shareholding base of the company is quite wide and therefore, the number of small share holders 

having stake in the company is substantial. It so happened that some of them wished to appoint 

Mukund, a seasoned finance professional, as small shareholders’ director on the Board of the 

company. After due process, Mukund was appointed by the company as director to represent small 

shareholders. 

During the financial year2018-19, the profits of the company rose by around Rs. 7.00 crore in 

comparison to the previous year and therefore, arise in the dividend per share was expected to be 

approved in the AGM. Accordingly, a dividend of Rs .6 per share was declared as against Rs. 4per share 

in the preceding year. 

It is a proven fact that PESTEL analysis 1(i.e. analysis of political, economic, social, technological, 

environmental and legal factors affecting organisations) has always been a critical aspect for the 

success of any organisation. Keeping this crucial fact in view, the directors of the company desiring to 
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improve political understanding, after following the due procedure of law in this respect, made one-

time political contribution of certain amount in the current Financial Year to Public Vikassheel Dal 

which is one of the prominent political parties of the country duly registered under Section 29A of the 

Representation of the People Act, 1951. 

 

Question 5 (Chapter 3 - Meetings of Board and its powers) 

From the case scenario it is evident that the company made political contributions of certain amount to 

Public Vikassheel Dal, a prominent political party of the country. As the company is in existence for less 

than five years, how much amount it might have contributed to the political party in question. 

(a) Any amount as approved by the directors. 

(b) Any amount within the limit of 5% of the average net profits of the last three years. 

(c) Any amount within the limit of 7.5% of the average net profits of the last three years. 

(d) Political contribution made by the company is invalid as it is yet to complete five years of its 

existence. 

 

Answer 5 

The Answer is Option (a) 

 

Question 6 (Chapter 1 - Appointment and Qualifications of Directors) 

The above case scenario states that Mukund was appointed as small shareholders’ director on the Board 

of the company. To be a director of the small shareholders, what is the nominal value of shares which 

such director is required to own: 

(a) Such director is required to own share of the nominal value of Rs. 20,000 in the company prior 

to his appointment as small shareholders’ director. 

(b) Such director is required to own shares of the nominal value of at least Rs. 10,000 in the 

company prior to his appointment as small shareholders’ director. 

(c) Such director is required to own shares of the nominal value of atleast Rs. 5,000 prior to his 

appointment as small shareholders’ director. 

(d) Such director is not required to own shares of any nominal value in the company prior to his 

appointment as small shareholders’ director. 

 

Answer 6 

The Answer is Option (d) 

Question 7 (Chapter 15 - The Securities Exchange Board of India Act, 1992) 
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In this case scenario, the name of the company includes the word ‘India’. Incase a company is desirous 

of including the words ‘British India’ in its name, which of the following options is applicable: 

It is a marketing tool gainfully used by the marketing department of an organization and involves 

analysis and monitoring of macro-environmental factors that impact the organisations. 

(a) For including ‘British India’ in its name, such company must be incorporated with minimum 
Authorised Capital of Rs. 50,00,000. 

(b) For including ‘British India’ in its name, such company must be incorporated with minimum 

Authorised Capital of Rs. 75,00,000. 

(c) For including ‘British India’ in its name, such company must be incorporated with minimum 
Authorised Capital of Rs.100,00,000. 

(d) None of the above. 

 

Answer 7 

The Answer is Option (d) 

 

Question 8 (Chapter 2 Appointment and remuneration of Managerial Personnel) 

The above case scenario reveals that Rohan, one of the directors, had drawn remuneration in excess of 

the limit prescribed by the relevant provisions. As regards recovery of the excess remuneration drawn 

by him, which of the following options Is applicable: 

(a) The company shall not waive recovery of excess remuneration paid unless approved by a special 

resolution within one year from the date the sum becomes refundable. 

(b) The company shall not waive recovery of excess remuneration paid unless approved by a special 

resolution within two years from the date the sum becomes refundable. 

(c) The company shall not waive recovery of excess remuneration paid unless approved by the Central 

Government. 

(d) The company shall not waive recovery of excess remuneration paid unless approved by a special 

resolution within three years from the date the sum becomes refundable. 

 

Answer 8 

The Answer is Option (b) 

 

Integrated Case Scenario 3 (10 Marks , Oct-20) 

Mr. Shyam was removed from A Ltd. by the Board in which he was serving as a managing director, a 

whole - time key managerial personnel, with the condition that he will get compensation for his early 

vacation of office. The office of Mr. Shyam was vacated on 31.05.2020 and his original tenure of 

appointment with A Ltd. was upto 31.12.2022. 
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The remuneration drawn by Mr. Shyam since the date of his joining the office is as follows: 

 

F.Y. Remuneration (Rs. in lakhs) 

2018-19 55 

2019-20 62 

2020-21 (upto 31-05-2020) 13 

 

 

The data collected from the balance sheet of A Ltd. as on 31.03.2020 is as follows: 

 

Particulars (Rs. in lakhs) 

Paid-up Share Capital 1000 

Share Application Money 200 

General Reserve 500 

Revaluation Reserve 250 

Securities Premium Account 300 

Long term loan 400 

Funded Interest Term Loan (Payable after 1 year) 100 

Working capital loan 200 

Mutual Fund Investments 350 

Miscellaneous Expenditure not written off 50 

Mr. Tushar was appointed as the new managing director of A Ltd.  on 1.08.2020 as  a  replacement 

of Mr. Shyam. The company decided to pay remuneration to Mr. Tushar as per Section 197(4) of the 

Companies Act, 2013. It was also decided to pay him following additional 

perquisites/remunerationforF.Y.2020-21: 

 

Particulars (Rs. in lakhs) 

Dearness allowance 7 

House Rent Allowance 5 

Contribution to annuity fund 6 

Reimbursement of direct taxes 4 

Additional Remuneration per month* 2 

Sitting fees payable for a board meeting # 1 

 

*Remuneration for service to be provided by him in capacity of Consultant. Also he possesses 

requisite qualification for the same as opined by the Nomination and Remuneration Committee. 

# Mr. Tushar had attended 4 board meetings till 31.03.2021. 

One of the members of A Ltd., Mr. Jay wanted to inspect contract of service entered into by A Ltd. 

with Mr. Tushar but Mr. Jay was denied to have such inspection on the grounds that the contract with 

Mr. Tushar was not in writing. 



 

 Integrated Scenario 

19.7 

 

 

Based on the above case scenario, answer the following questions: 

 

Question 1 (Chapter 2 Appointment and remuneration of Managerial Personnel) 

The maximum amount of compensation to which Mr. Shyam is entitled for premature termination 

of his office shall be- 

(a) Rs. 1.1194 crores 

(b) Rs. 1.51125 crores 

(c) Rs. 1.80 crores 

(d) Rs. 1.55 crores 

Answer 1 

The Answer is (d) 

 

Question 2 (Chapter 2 Appointment and remuneration of Managerial Personnel) 

The ‘effective capital’ of A Ltd. shall be- 

(e) Rs. 18 crores 

(f) Rs. 21 crores 

(g) Rs. 19 crores 

(h) Rs. 16 crores 

Answer 2 

The Answer is (c) 

 

Question 3 (Chapter 2 Appointment and remuneration of Managerial Personnel) 

The maximum amount that can be paid to Mr. Tushar as per the provisions of Companies Act, 2013 for 

F.Y. 2020-21 shall be – 

 

(a) Rs. 118 lakhs 

(b) Rs. 104 lakhs 

(c) Rs. 80 lakhs 

(d) Rs. 86 lakhs 

 

Answer 3 

The Answer is (d) 

 

Question 4 (Chapter 2 Appointment and remuneration of Managerial Personnel) 
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For removal of Mr. Shyam, which type of resolution was required to be passed and what was the last 

date till which Mr. Tushar should have been appointed, incase he was not appointed on 1.08.2020? 

(a) Special Resolution and 30.11.2020 respectively 

(b) Board Resolution and 30.11.2020 respectively 

(c) Ordinary Resolution and 30.11.2020 respectively 

(d) Board Resolution and 31.08.2020 respectively 

Answer 4 

The Answer is (b) 

 

Question 5 (Chapter 2 Inspection, inquiry and Investigation) 

Whether company’s contention for denying inspection to Mr. Jay was correct and if not, what are 

the consequences of the same? 

(a) Not correct, as contract of service with a managing director should have been made in writing 

and kept at registered office of the company. A Ltd. liable to pay Rs. 25,000 and every officer in 

default liable to pay Rs. 5,000 for each default, as a penalty. 

(b) Partially correct, the member has no right to inspect copy of contract of service entered into with 

managing director but the company has defaulted in not making the contract in writing and 

accordingly liable to pay Rs. 25,000 and every officer in default liable to pay Rs. 5,000 for each 

default, as a penalty. 

(c) Not correct, if contract of service is not in writing then a written memorandum should have been 

prepared depicting terms of contract of service with Mr. Tushar and kept at registered office of 

the company. A Ltd. liable to pay Rs. 25,000 and every officer in default liable to pay Rs. 5,000 for 

each default, as a penalty. 

(d) Correct, if contract is not in writing then member cannot ask for inspection of the same and 

accordingly there are no consequences on the company for such denial. 

 

Answer 5 

The Answer is (c) 

 

Integrated Case scenario 4  (Oct-20) 

Mela Nidhi Ltd. provides following information from its financial statements as on 31.03.2021, 

which are audited by QRLLP, an audit firm which has completed 3 years of its 2nd term, in the 

company: 

 

Particulars (Rs. in lakhs) 

Total Deposits 260 

Gross Income 90 

Profits 40 



 

 Integrated Scenario 

19.9 

 

One of the directors, Mr. Raj has completed his 10 years term in the company and Mr. Yash is willing 

to propose his own candidature for directorship in the company through a notice. 

The company accepted new deposits from 12 persons as follows: 

 

Number of People who made deposit Type of Deposit made 

6 Term Deposit 

4 Savings Deposit 

2 Recurring Deposit 

Apart from the aforementioned persons, Mr. Dev, an Indian citizen, wanted to make a term deposit 

for Rs. 1 lakh, who recently returned from US after staying for 4 years, for carrying on business in 

India, whose proposal is on hold with company. 

 

Based on the above case scenario, answer the following questions no. 1 to 4. 

 

Question 1 (Chapter 10 Miscellaneous Provisions) 

What should be the minimum value of net owned funds and unencumbered term deposits that Mela 

Nidhi Ltd. should have, considering the amount of total deposits? 

a. Rs. 13 lakhs and Rs. 26 lakhs respectively 

b. Rs. 26 lakhs and Rs. 26 lakhs respectively 

c. Rs. 10 lakhs and Rs. 26 lakhs respectively 

d. Rs. 20 lakhs and Rs. 13 lakhs respectively 

Answer 1 

The Answer is (a) 

Question 2 (Chapter 10 Miscellaneous Provisions) 

If Mela Nidhi Ltd. provides locker facilities to its members then how much maximum income it could 

have earned from such facilities and what maximum amount of dividend it can declare, if there was 

a default in payment of interest by Mela Nidhi Ltd.? 

a. Rs. 22.5 lakhs and Rs. 10 lakhs respectively 

b. Rs. 18 lakhs and Rs. 8 lakhs respectively 

c. Rs. 9 lakhs and Rs. 4 lakhs respectively 

d. Rs. 18 lakhs and Rs. 10 lakhs respectively 

 

Answer 2 

The Answer is (d) 
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Question 3 (Chapter 10 Miscellaneous Provisions) 

For how many years, Mr. Raj is not eligible for reappointment as director in Mela Nidhi Ltd. and what 

amount of deposit Mr. Yash should make alongwith the notice of his candidature for directorship? 

a. 2 years and Rs. 10,000respectively 

b. 2 years and no deposit is required incase of Nidhi company 

c. 5 years and Rs. 10,000 respectively 

d. 2 years and Rs. 1,00,000 respectively 

 

Answer 3 

The Answer is (a) 

 

Question 4 (Chapter 10 Miscellaneous Provisions) 

What shall be the aggregate figure of minimum number of shares that would have been issued to 

the aforementioned 12 persons and minimum number of shares that savings account holder and 

recurring account holder should atleast held, if face value of shares is Rs. 10 each? 

a. 66 and 6 respectively 

b. 96 and 12 respectively 

c. 120 and 6 respectively 

d. 66 and 12 respectively 

Answer 4 

The Answer is (c) 

 

 

Integrated Case Scenario 4 (March-21) 

Case scenario 1 

Mr. Sameer, holding 15% shares of Towe Ltd., an unlisted company, since 30th September 2019, is  

unpaid  to the extent of Rs. 10 lakh, filed a petition with Tribunal on 5th April, 2020, for winding up 

of Towe Ltd. and a copy of the same was filed with Registrar of Companies(ROC). 

The Registrar of Companies (ROC) submitted his views to the National Company Law Tribunal 

(NCLT) on  18th May, 2020. The ROC mentioned in his views that it was just and equitable that 

Towe Ltd. should be wound up, on analyzing the information available with him with respect to the 

affairs of Towe Ltd. 

The Tribunal appointed provisional liquidator, Mr. Raj, on 20th May, 2020, without giving, notice of 

the same as well as without affording opportunity for making representations, to the company. Mr. 

Raj is registered as an insolvency professional under the Insolvency and Bankruptcy Code, 2016 and 

he filed the declaration with respect to his independence to the Tribunal on 25th May, 2020. 
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Tribunal passed its order for winding up of Towe Ltd. on 16th June, 2020 and the provisional 

liquidator, Mr.  Raj was appointed as the Company Liquidator. The Tribunal directed Mr. Sameer to 

deposit an amount of  Rs. 1lakh as security for costs as a pre condition to issue directions to Towe 

Ltd. 

The intimation thereof, of passing such order was sent to Mr. Raj as well as to the Registrar of  

Companies,   by the Tribunal. The ROC on receipt of such order from Tribunal made an endorsement 

to that effect in his records relating to Towe Ltd. and also made a notification in the Official Gazette 

that such order of winding    up has been made by the Tribunal. 

Mr. Raj calculated that the outstanding liabilities and debts of Towe Ltd. which amounted to Rs. 70 

lakh and the expenses of winding up were estimated at Rs. 3lakh. 

Towe Ltd. has at present 8 members which are holding shares unpaid to the extent of Rs. 40 lakh, 

in total. Following were the past members of the company:- 

(1) Mr. Kishan ceased to be member on 23rd March, 2019, from whom Towe Ltd. had unpaid calls 

on shares amounting to Rs. 8 lakh. At the time when, Mr. Kishan ceased to be a member, the 

outstanding liabilities of the company were only Rs. 5lakh. 

(2) Mr. Dhawan ceased to be member on 28th May, 2019, from whom Towe Ltd. had unpaid calls 

on shares amounting to Rs. 16 lakh. At the time when, Mr. Dhawan ceased to be a member, the 

outstanding liabilities of the company were onlyRs. 13 lakh. 

(3) Mr. Tanmay who ceased to be member on 17th June, 2019, was having unpaid calls on shares 

of Towe Ltd. amounting to Rs. 15 lakh. At the time when, Mr. Tanmay ceased to be a member, 

the outstanding liabilities of the company were onlyRs. 10 lakh. 

(4) Towe Ltd. created a floating charge, as agreed, on the stock of the company on 23rd August, 

2019, to secure a current account with Munim Bank which was in debit by Rs. 12 lakh from 1st 

May, 2019 and thereafter the bank also advanced Rs. 15 lakh on 1st September, 2019, for 

meeting the operating expenses of thecompany. 

Munim Bank charged Rs. 1,18,500 as interest for financial year ended on 31st March, 2020, by 

debiting the said current account of Towe Ltd. on the total amount of Rs. 27 lakh (Rs.12 lakh + 

Rs. 15 lakh). Towe Ltd. remained solvent during the financial year2019-20. 

 

Question 1 (Chapter 1 Winding Up) 

Whether Mr. Sameer was eligible to file petition for winding up against Towe Ltd.? 

(a) No, as he is not holding fully paid up shares of Towe Ltd. 

(b) No, as he is not holding shares for 12 months or more prior to presenting such petition for 

winding up. 

(c) Yes, as he is a holding not less than 10% of the shares of Towe Ltd. 

(d) Yes, as he is holding shares for 6months or more prior to presenting such petition for winding up. 

 

Answer 1 
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The Answer is (d) 

 

Question 2 (Chapter 2 Winding Up) 

What was the last date available with ROC to submit his views to NCLT on the petition filed by Mr. 

Sameer and with the NCLT to pass order for winding up, respectively? 

(a) 5th  June, 2020 and 5th  July, 2020 respectively. 

(b) 4th  June, 2020 and 4th  July, 2020 respectively. 

(c) 5th  May, 2020 and 5th  July, 2020  respectively. 

(d) 5th  May, 2020 and 4th  July, 2020respectively. 

 

Answer 2 

The Answer is (b) 

 

Question 3 (Chapter 3 Winding Up) 

Whether the act of Tribunal can be considered valid for not giving notice of appointment of 

provisional liquidator, Mr. Raj as well as opportunity for making representations, to Towe Ltd.? 

(a) Partially invalid, as giving notice of appointment of provisional liquidator, Mr. Raj, is mandatorily 

for the tribunal. However, whether to afford opportunity to Towe Ltd. for making 

representations is upon the sole discretion of the tribunal. 

(b) Valid, if in the opinion of the tribunal, there were some special reasons, whether recorded in 

writing or not, for not giving notice as well as opportunity for making representations, if any, to 

Towe Ltd. 

(c) Valid, if in the opinion of the tribunal, there were some special reasons, recorded in writing, for 

not giving notice as well as opportunity for making representations, if any, to Towe Ltd. 

(d) Not valid, as giving notice of appointment of  provisional liquidator, Mr. Raj as well as 

opportunity  for making representations, to Towe Ltd., is mandatorily required to be given by 

the tribunal. 

Answer 3 

The Answer is (c) 

 

Question 4 (Chapter 4 Winding Up) 

How much amount, Mr. Kishan, Mr. Dhawan and Mr. Tanmay, would be liable to pay as a 

contributory,   if in case tribunal calls past members to satisfy the contributions? 

(a) Mr. Kishan shall not be liable to pay any amount, Mr. Dhawan and Mr. Tanmay shall be liable to 
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pay Rs. 16 lakh and Rs. 10lakh, respectively. 

(b) Mr. Kishan, Mr. Dhawan and Mr. Tanmay shall be liable to pay Rs.5 lakhs, Rs. 13 lakh and Rs. 10 

lakh, respectively. 

(c) Mr. Kishan shall not be liable to pay any amount, Mr. Dhawan and Mr. Tanmay shall be liable to 

pay Rs. 13 lakh and Rs. 10lakh, respectively. 

(d) Mr. Kishan and Mr. Dhawan shall not be liable to pay any amount and Mr. Tanmay shall be liable 

to pay Rs. 10lakh. 

 

Answer 4 

The Answer is (c) 

 

Question 5 (Chapter 5 Winding Up) 

How much amount of floating charge created on the stocks of Towe Ltd. shall be valid and how much 

of interest shall be allowed if no other rate is notified by the Central Government, other than the 

rate of interest prescribed in the Act? 

(a) Rs. 27 lakh and Rs. 1,18,500, respectively. 

(b) Rs. 15 lakh and Rs.     98,750, respectively. 

(c) Rs. 27 lakh and Rs.     98,750, respectively. 

(d) Rs. 12 lakh and Rs. 1,18,500, respectively. 

 

Answer 5 

The Answer is (c) 

 

 

 

Integrated Case Scenario 6 (March-21) 

An investor filed a complaint to a Recognized Stock Exchange (RSE) against Kolex Ltd. alleging that the 

company has changed its registered office within Jaipur city itself in contravention of the provisions of 

the Companies Act, 2013, as no ordinary or special resolution was passed in the general meeting, 

before such change was made. 

Kolex Ltd. had already replied via email to the aggrieved investor by quoting the relevant section, 

that in case, if the registered office the company is to be changed within the same city, then only 

passing of board resolution is required, which was duly complied with by Kolex Ltd. 

The Recognized Stock Exchange, on receipt of such application from the investor inquired into the 

details of the company and came to know that the company has been incurring losses for the last 2 

consecutive financial years and also it has a negative net worth. In addition to it, the Recognized 
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Stock Exchange got report, from its analysts, that the securities of such company have remained 

infrequently traded during the preceding 2 years. 

The Recognized Stock Exchange after giving an opportunity of being heard, passed an order dated 8 th 

September, 2020, with respect to delisting the securities of Kolex Ltd. from its platform, by recording 

the reasons of the same in writing. 

At the time of aforesaid hearing and on analysis of the information and explanations asked for by 

the official   of Recognized Stock Exchange, he came to know that Kolex Ltd. has been indulged in 

market manipulation and the said official immediately informed to the Securities Exchange Board 

of India (SEBI) regarding the same and the SEBI after inquiring into the same, passed a cease and 

desist order against Kolex Ltd., dated  5th October, 2020, as per section 11D of the SEBI Act, 1992, 

having reasonable grounds to believe that the company has been indulged in market manipulation. 

The aforesaid Recognized Stock Exchange furnished its periodical returns on 10 th November, 2020, 

as required, to SEBI containing the requisite particulars but didn’t furnish the details of delisted 

securities of  Kolex Ltd. believing that there is no need to furnish the same as only details pertaining 

to securities delisted during previous 1 month are required to be furnished and in case of Kolex Ltd., 

1 month has already passed, since its delisting. 

Along with furnishing of the aforesaid return, it also made an application on the same date to the 

Securities Exchange Board of India, for renewal of its recognition in Form A, which was about to expire 

on 15 th February, 2021, along with the applicable fees. 

Kolex Ltd. was aggrieved with the order passed by Recognized Stock Exchange with respect to 

delisting as well as with the cease and desist order passed by the Securities Exchange Board of India 

and due to which    it filed appeals with Securities Appellate Tribunal (SAT), in respect of both the 

orders, within the prescribed time limits. 

However, at the time of appellate proceedings by Securities Appellate Tribunal, the Presiding 

Officer of SAT was removed on 25th February, 2021, by the Central Government, after giving a 

reasonable opportunity of being heard in the matter, on the grounds that he has abused his 

position as to render his continuation in office detrimental to the public interest. 

The Central Government appointed Justice Ram as the new presiding officer on 25th March, 2021 i.e. 

on the day of his 62nd birthday, in consultation with the Chief Justice of India. 

 

Question 1 (Chapter 1 The Securities Contract (Regulation) Act, 1956 and the Securities Contract  

                   (Regulation) Rules, 1957) 

Which of the afore mentioned grounds are valid for delisting the securities by RSE? 

(a) The company has incurred losses during the preceding 2 consecutive years and it has negative 

net-worth. 

(b) The securities of the company have remained in frequently traded during the preceding 2 years. 

(c) The company has changed its registered office in contravention of the provisions of Companies 

Act by not passing ordinary or special resolution in the general meeting. 

(d) None of the above 
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Answer 1 

 The Answer is (d) 

 

Question 2 (Chapter 2 The Securities Contract (Regulation) Act, 1956 and the Securities Contract   

                   (Regulation) Rules, 1957) 

Whether the aforesaid contention of RSE is valid, that here is no need to furnish the details of 

delisted securities of Kolex Ltd.? 

(a) No, as it is the duty of RSE to furnish the details of delisted securities during the previous 3 

months, to SEBI and 3 months have not passed since delisting of securities of Kolex Ltd. 

(b) Yes, as it is the duty of RSE to furnish the details of delisted securities only during the previous 1 

month, to SEBI and in given case, as 1 month has passed, the contention of RSE is valid. 

(c) Partially yes, as it is the duty of RSE to furnish the details of delisted securities during the 

previous 2 months, to SEBI and in given case, as 2 months have passed, the contention of RSE is 

valid to that extent. 

(d) No, as it is the duty of RSE to furnish the details of delisted securities during the previous 6 

months, to SEBI and 6 months have not passed since delisting of securities of Kolex Ltd. 

 

Answer 2 

The Answer is (a) 

Question 3 (Chapter 3 The Securities Contract (Regulation) Act, 1956 and the Securities Contract   

                   (Regulation) Rules, 1957) 

What shall be the last date prior to the expiry of the period of recognition, by which, the RSE, shall 

make an application to the SEBI for renewal of recognition, in case could not make application on 10
th 

November, 2020, and what shall be fees payable alongwith such application? 

(a) 15th February, 2021 and applicable fees is Rs. 200 

(b) 15th November, 2020 and applicable fees is Rs. 200 

(c) Application for renewal is to be made within 3 months after expiry i.e. by 15th May, 2021 and 

applicable fees is Rs. 500. 

(d) 15th  December, 2020 and applicable fees is Rs. 500 

 

Answer 3 

The Answer is (b) 
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Question 4 (Chapter 4 The Securities Contract (Regulation) Act, 1956 and the Securities Contract   

                 (Regulation) Rules, 1957) 

What shall be the dates on which Kolex Ltd. would have filed appeals against delisting order of RSE as 

well as cease and desist order of SEBI, respectively, assuming it filed appeals on the last prescribed 

date against both the orders? 

(a) 23rd October, 2020 and 20th October, 2020. 

(b) 23rd September, 2020 and 19th November, 2020. 

(c) 23rd September, 2020 and 20th October, 2020. 

(d) 23rd October, 2020 and 19th November, 2020. 

 

Answer 4 

The Answer is (b) 

 

Integrated Case Scenario 7 (April 21) 

Troy Ltd. is an unlisted public company, deriving its income mainly from trading in iron bars. It also 

derives some income from investments in immovable properties. It is the only subsidiary company 

of Wrim Ltd., a listed public company, which holds 55% equity in Troy Ltd. The shares of Wrim Ltd. 

are listed on the Bombay Stock Exchange as well as on the National Stock Exchange. 

Net income of Troy Ltd. was Rs. 66 crore whereas the standalone income of Wrim Ltd. was Rs. 154 

crore, as shown in the audited financial statements of both the companies for the financial year 

ended on 31 st March, 2020. However, the net worth of Troy Ltd. was only 15% of the total net 

worth of both the companies as per the consolidated financial statements. Also, the contribution of 

Troy Ltd. in the consolidated turnover of both the companies was only 18%. 

The Audit Committee of Wrim Ltd. has all the 7 directors of the company, as its members. The said 

Committee held a meeting on 25th April, 2020, for the purpose of reviewing the financial 

statements of Troy Ltd. which had been limited reviewed by the statutory auditors of Wrim Ltd. as 

required by Accounting Standard No. 21. Also, an omnibus approval was granted, in the said 

meeting, for some transactions to be entered by Wrim Ltd. with the related parties.  

The meeting was scheduled 2nd time in the year and it was chaired by Mr. Suresh, an Independent 

Director of the company, who is also serving as an Independent Director on the Board of Troy Ltd. 

In the meeting, apart from Mr. Suresh, Mr. Dharmendra, another Independent Director and Mr. 

Vimal, an Executive Director with Chartered Accountancy qualification, were present. 

On recommendation of Mr. Vaibhav, the Managing Director of Wrim Ltd., his brother, Mr. Jaimin, 

has been appointed as the regular non-executive chairperson of the company, as Mr. Jainim 

possess the requisite qualifications for the said post, as also opined by the chairperson of the 

Nomination and Remuneration Committee of the company, Mr. Dharmedra. Mrs. Meena, is a 

qualified Chartered Engineer who has been appointed as the Woman Director, in the Board Of 

Directors of Wrim Ltd. 

The Board Of Directors of Wrim Ltd., in one of its meetings, made a proposal to dispose of 6% 
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equity holding in Troy Ltd., as the company received attractive offer for such shares from a foreign 

company based in Netherland, also engaged in the business of iron bars trading. Also, the board 

made a proposal to sell 22% assets of Troy Ltd. under a scheme of arrangement approved by NCLT 

as most of the business of Troy Ltd. was going to be automated in the upcoming years and due to 

which, use of some of the assets, as requiring intervention of workers, may become obsolete.  

In the same meeting, the Board discussed on the quarterly financial statements of the company 

which had been limited reviewed by the statutory auditors of the company. The minutes of the 

previous Board Meeting of its subsidiary company, Troy Ltd., were also discussed, as it was placed 

in the Board Meeting of Wrim Ltd. 

Wrim Ltd. made the following compliances for the June’ 2020 quarter, as required by SEBI(LODR) 
Regulations, 2015 :- 

(1) It submitted its unaudited quarterly financial statements to the recognised stock exchange on 31 

st July, 2020. 

(2) It submitted its quarterly compliance report on corporate governance on 10 th July, 2020. 

(3) It submitted a statement showing holding of securities and shareholding pattern separately for 

each class of securities on 21st July, 2020. There was no capital restructuring done in the 

company during the said quarter, resulting in change exceeding 2% of the total paid up share 

capital. 

Multiple Choice Questions (Question nos.1- 5 of 2 marks each) 

Question 1  (Chapter 1 Appointment and Qualifications of Directors) 

Whether Troy Ltd. can be considered as a material subsidiary of Wrim Ltd. and whether it will violate 

the law, if no more independent director of Wrim Ltd. is appointed on the board of Troy Ltd., as Mr. 

Suresh, an independent director, is already appointed there? 

(a) Yes, it can considered as a material subsidiary of Wrim Ltd. and as Mr. Suresh is on the 

board of Troy Ltd., statutory requirements are satisfied and it will not violate the law if no 

more independent director of Wrim Ltd. is appointed on the board of Troy Ltd.  

(b) No, it cannot considered as a material subsidiary of Wrim Ltd. and apart from Mr. Suresh, 

one more independent director of Wrim Ltd. needs to be appointed as independent 

director on the board of Troy Ltd., to satisfy the statutory requirements, otherwise it will 

violate the law. 

(c) No, it cannot considered as a material subsidiary of Wrim Ltd. and as Mr. Suresh is on the 

board of Troy Ltd., statutory requirements are satisfied and it will not violate the law if no 

more independent director of Wrim Ltd. is appointed on the board of Troy Ltd.  

(d) Yes, it can considered as a material subsidiary of Wrim Ltd. and apart from Mr. Suresh, one 

more independent director of Wrim Ltd. needs to be appointed as independent director 

on the board of Troy Ltd., to satisfy the statutory requirements, otherwise it will violate 

the law. 

 

Answer 1 

The Answer is (a) 

Question 2 (Chapter 3 Meetings of Board and its powers) 
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How many directors and independent directors, apart from Mr. Suresh should have attended the 

meeting 

of audit committee to constitute a valid quorum present for the meeting and what in 

particular, the Audit Committee should have reviewed during the meeting at the time of 

reviewing the financial statements of Troy Ltd.? 

(a) 1 director and one more independent director, apart from Mr. Suresh, should have 

attended the meeting of audit committee to constitute a valid quorum present for the 

meeting and the audit committee should have reviewed in particular, the loans advanced 

by and taken by Troy Ltd. 

(b) 3 directors and one more independent director, apart from Mr. Suresh, should have 

attended the meeting of audit committee to constitute a valid quorum present for the 

meeting and the audit committee should have reviewed in particular, the investments 

made by Troy Ltd. 

(c) 1 director and one more independent director, apart from Mr. Suresh, should have 

attended the meeting of audit committee to constitute a valid quorum present for the 

meeting and the audit committee should have reviewed in particular, the main income 

source of Troy Ltd. i.e. sales and operations of iron bars trading business.  

(d) 2 directors and one more independent director, apart from Mr. Suresh, should have 

attended the meeting of audit committee to constitute a valid quorum present for the 

meeting and the audit committee should have reviewed in particular, the investments 

made by Troy Ltd. 

 

Answer 2 

The Answer is (d) 

 

Question 3 (Chapter 14 The Securities Contract (Regulation) Act, 1956 and the Securities Contract 

(Regulation) Rules, 1957) 

What shall be the last date of submission of quarterly financial statements to the stock 

exchange for Wrim Ltd., in case Wrim Ltd. was not able to submit the same on 31 st July, 2020, 

and whether it can be submitted in unaudited form also? 

(a) 15 th August, 2020 and no, it needs to be submitted in audited form. 

(b) 31 st August, 2020 and yes, it can be submitted in unaudited form. 

(c) 31 st July, 2020 and no, it needs to be submitted in audited form. 

(d) 15 th August, 2020 and yes, it can be submitted in unaudited form. 

 

 

Answer 3 

The Answer is (d) 
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Question 4 (Chapter 3 Meetings of Board and its powers) 

How many more independent directors and woman directors should be atleast there on the 

board of Wrim Ltd., apart from Mr. Suresh and Mrs. Meena, respectively? 

(a) 3 more independent directors are required and no more woman director is required to 

be appointed, as Mrs. Meena is already there. 

(b) 3 more independent directors are required and 1 more woman director is required to be 

appointed, apart from Mrs. Meena. 

(c) 2 more independent directors are required and no more woman director is required to 

be appointed, as Mrs. Meena is already there. 

(d) No more independent woman director is required to be appointed due to presence of 1 

independent director and 1 woman director, in the board, already. 

 

Answer 4 

The Answer is (a) 

 

Question 5 (Chapter 5 Compromises, Arrangements and Amalgamation) 

Whether special resolution shall be required to be passed by the company in the general 

meeting, to dispose of 6% equity holding in Troy Ltd., and also to sell 22% assets of Troy Ltd. 

under a scheme of arrangement approved by NCLT? 

(a) Yes, special resolution in the general meeting needs to be passed for disposing of 6% 

equity holding in Troy Ltd. However, for selling 22% assets of Troy Ltd., special resolution 

shall not be required. 

(b) Yes, special resolution in the general meeting needs to be passed for disposing of 6% 

equity holding in Troy Ltd. as well as for selling 22% assets of Troy Ltd. 

(c) There is no requirement of passing special resolution in the general meeting, only board 

resolution for the same is sufficient. 

(d) No, ordinary resolution in the general meeting is sufficient for disposing of 6% equity 

holding in Troy Ltd. However, for selling 22% assets of Troy Ltd., board resolution for the 

same is sufficient. 

 

Answer 5 

The Answer is (a) 

 

 

Integrated Case Scenario 7 (5 Marks April 21) 

The Registrar of Companies (ROC) by a written notice had required for certain information from 

Retq Ltd., under section 206 of the Companies Act, 2013. 

The ROC, through perusal of such information received in response to notice issued to Retq Ltd., 
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observed that the complaints of the investors were not being redressed for a long time, from the 

statement s filed by Grievance Redressal Department of Retq Ltd., established in compliance of 

Regulation 13 of the SEBI (LODR) Regulations, 2015, for the quarter ended March, 2020 and June, 

2020, which showed that the number of complaints pending at the beginning of the quarter and 

received during the quarter, were much more than that disposed off during the said quarters as 

shown below:- 

 

Particulars Quarter

 ende

d March, 2020 

Quarter ended 

June, 2020 

Complaints pending at the beginning quarter 120 130 

Complaints received during the quarter 50 60 

Complaints disposed of during the quarter 40 30 

Complaints remaining unresolved at the end of the quarter 130 160 

Also, the ROC, noticed from the reports called from the Audit Committee, that many complaints 

were filed with the Audit Committee by the employees under the Vigil Mechanism of the company, 

the details of establishment of vigil mechanism was disclosed in Retq Ltd.’s website and board 
report as well. However, the ROC also noticed that, one employee, Mr. Tapan, was reprimanded by 

the chairman of Audit Committee for complaints filed repeatedly without any purpose or were of 

no value. 

The ROC, thus on the basis of information available with him, passed an order for carrying out 

inquiry by exercising its power under section 206 of the Companies Act, 2013, after informing the 

company the grounds of allegation against it. 

After the inquiry was conducted, the ROC submitted its report to the Central Government which 

included a recommendation for further investigation into the affairs of Retq Ltd. but the reasons 

for the same were not mentioned. 

Meanwhile, an Extra-ordinary General Meeting was conducted for passing a resolution for the 

purpose of conducting investigation by a statutory authority into the affairs of Retq Ltd. by the 

Central Government which could not materialize due to the reason that the votes were not 

adequate in favour of such resolution. 

However, 8 members holding 20% shares in Retq Ltd., out of total 120 members, made an 

application to the tribunal as they were having good reason for seeking an order of investigation 

into the affairs of the company. Such application was supported by evidence to show that an 

investigation into the affairs of Retq Ltd. was necessary. The tribunal passed an order for 

conducting such investigation, as it was satisfied that it was necessary. 

The Central Government, thereafter, passed an order for investigation into the affairs of Retq Ltd. 

and appointed 2 persons, Mr. Vipul and Mr. Mehul, as the inspectors. The said inspectors duly 

initiated the task of investigation as per the procedure prescribed under section 217 of the 

Companies Act, 2013, read with rule 6 of the Companies (Inspection, Investigation and Inquiry) 

Rules, 2014. 

Multiple Choice Questions (Question nos. 6 to 9 of 2 Marks each): 

Question 1 (Chapter 3 Meetings of Board and its powers) 

Whether the details of establishment of vigil mechanism needs to be disclosed mandatorily on 
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the website of Retq Ltd. and also whether reprimanding, Mr. Tapan, just for filing repeated 

complaints by the chairman of audit committee can be considered as a valid act? 

(a) Yes, provided the company has a website. The act of reprimanding, Mr. Tapan, can be 

considered as valid as the complaints filed by him were frivolous in nature. 

(b) No, as disclosing such details in the board report suffices the requirements. The act of 

reprimanding, Mr. Tapan, cannot be considered as valid as the chairman of audit 

committee does not have any authority to do so. 

(c) Yes, even if the company does not have website, then it needs to create one and then 

disclose such details. The act of reprimanding, Mr. Tapan, can be considered as valid as the 

complaints filed by him were frivolous in nature. 

(d) Yes, provided the company has a website. The act of reprimanding, Mr. Tapan, only on the 

grounds that the complaints filed by him were frivolous in nature, cannot be considered as 

valid. 

Answer 1 

The Answer is (a) 

 

Question 2 (Chapter 4 Inspection, inquiry and Investigation) 

Whether non-mentioning of reasons in his report recommending investigation by ROC, can be 

considered valid and what type of resolution was required to be passed by Retq Ltd. so that 

investigation could have been initiated into the affairs of Retq Ltd. by the Central 

Government? 

(a) No, as reasons are required to be given in order to support the recommendations for 

investigation made by him. Special resolution was required to be passed by Retq Ltd.  

(b) Yes, as giving reasons is optional as making recommendations for investigation itself 

depends upon the discretion of ROC. Resolution with members holding not less than 90% 

of the shares, was required to be passed by Retq Ltd. 

(c) No, as reasons are required to be given in order to support the recommendations for 

investigation made by him. Resolution with majority of members representing 3/4 th in 

value of the shares was required to be passed by Retq Ltd. 

(d) Yes, as giving reasons is optional as making recommendations for investigation itself 

depends upon the discretion of ROC. Ordinary resolution was required to be passed by 

Retq Ltd. 

 

Answer 2 

The Answer is (a) 

 

Question 3 (Chapter 4 Inspection, inquiry and Investigation) 

Whether the application to tribunal was filed by adequate number of members for purpose of 

conducting investigation into the affairs of Retq Ltd. and whether the Central Government holds 

discretion for ordering investigation in case of order passed by Tribunal for the same or report 

received from the registrar recommending investigation? 
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(a) No, the application was not filed by adequate number of members. Central Government shall 

mandatorily order for investigation in case of order passed by Tribunal and it holds discretion 

for ordering investigation in case of report received from the registrar. 

(b) Yes, the application was filed by adequate number of members. Also, the Central Government 

holds discretion for ordering investigation in case of order passed by Tribunal or report 

received from the registrar. 

(c) No, the application was not filed by adequate number of members. Central Government shall 

mandatorily order for investigation in case of order passed by Tribunal or in case of report 

received from the registrar. 

(d) Yes, the application was filed by adequate number of members. Central Government shall 

mandatorily order for investigation in case of order passed by Tribunal and it holds discretion 

for ordering investigation in case of report received from the registrar. 

Answer 3 

             The Answer is (d) 

 

Question 4 (Chapter 4 Inspection, inquiry and Investigation) 

Whether opportunity of being heard is required to be given by ROC before issuing notice for 

information and also by the Tribunal, before passing order for investigation, to Retq Ltd., 

respectively? 

(a) Yes, opportunity of being heard is required to be given in case of ROC but not required to be 

given in case of tribunal. 

(b) Yes, opportunity of being heard is required to be given in case of both ROC as well as 

tribunal, respectively. 

(c) No, opportunity of being heard is not required to be given in case of both ROC in case of 

both ROC as well as tribunal, respectively. 

(d) No, opportunity of being heard is not required to be given in case ROC but in case of 

tribunal, it is required to be given. 

Answer 4 

 The Answer is (d) 
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Chapter 19 

 The Insolvency and Bankruptcy Code, 2016 

Question 1 

The following particulars relate to M/s. Star House (P) Limited which  has  gone  into Corporate 

Insolvency Resolution Process (CIRP): 

State the priority order in which the liquidator shall distribute the proceeds under the 

Insolvency &  Bankruptcy Code, 2016.(6 Marks May ‘19) 

Answer 1 

The priority order in which the liquidator shall distribute the proceeds will be as under: 

S. No. Particulars Amount in 

Rupees 

1. Amount realized from the sale of liquidation of 

Assets 

7,00,000 

2. Secured Creditors who has relinquished the security 2,50,000 

3. Unsecured Financial Creditors. 2,00,000 

4. Income Tax Payable within a period of two years 

preceding the liquidation commencement date. 

25,000 

5. Cess Payable to State Government within  a  period  

of one year preceding the liquidation 

commencement date. 

10,000 

6. Fees payable to resolution professional. 37,500 

7. Expenses incurred by the resolution professional in 

running the business of M/s. Star House (P) Limited 

on 

going concern. 

17,500 

8. Workmen salary payable for a period of thirty 

months 

preceding the liquidation commencement date. The 

workmen salary is equal per month. 

1,50,000 

9. Equity Shareholders. 5,00,000 

Particulars Amount (in Rs.) 

Amount realised from the sale of liquidation of assets  7,00,000 

Less: (i) Fees payable to resolution professional 

(ii) Expenses incurred by the resolution  professional in 

running the business of  M/s  Star  House  (P) Ltd. on going 

concern 

37,500 

17,500 

 

(55,000) 

Balance available  6,45,000 

Less: (i) Secured creditors who has  relinquished  the security 

(ii) Workmen salary payable for a period of  24  months 

preceding the liquidation commencement date 

[1,50,000*(24/30)] 

2,50,000 

1,20,000 

 

(3,70,000) 

Balance available  

2,00,000 

2,75,000 

Less: Unsecured Financial Creditor (2,00,000) 
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Question 2 

Continental Rubber Limited is a supplier of raw materials  to  Smooth  Latex Limited.  It filed a 

petition before the NCLT for the recovery of Rs. 10,00,000 from Smooth Latex Limited. Smooth 

Latex Limited, the Corporate Debtor, has other financial creditors  to the extent of Rs. 

1,50,00,000 and they also joined together and filed petitions to NCLT. The Corporate Debtor has 

a total of 40 financial creditors and 2 operational creditors. Further, all the financial creditors 

are having equal voting rights/shares.Notice was issued on 1st August, 2018 for the conduct  of 

the  first  meeting  to be held on 5th August, 2018 at a common venue. The meeting was attended 

by all 40 financial  creditors and 2 operational creditors. A resolution was passed to appoint Mr. 

TK as a Resolution Professional. 25 of the financial creditors voted in favour of the resolution 

and 10 voted against the resolution and 5 financial creditors  and  2  operational creditors 

abstained from voting. Decide whether the resolution passed is valid? In the light of the 

provisions of Insolvency and Bankruptcy Code,  2016  read  with  rules framed thereunder, 

explain the requirements of issue of notice and quorum for the conduct of the meeting. (3 

Marks May ‘19) 

Answer 2 

According to section 22 of the Insolvency and Bankruptcy Code, 2016, 

First Meeting of Creditors 

 The first meeting of the committee of creditors  shall  be held within  seven  days of the 

constitution of the committee of creditors. 

 The committee of creditors in the first meeting may by a majority vote of not less than sixty-six 

per cent. of the voting share of  the  financial  creditors,  either  resolve to appoint the interim 

resolution professional as a resolution  professional or to replace the interim resolution 

professional by  another  resolution professional. 

Notice of the Meeting 

The resolution professional shall give notice of each meeting of the committee of creditors to:- 

(a) Members of Committee of creditors, including the authorised representatives referred to in 

sub-sections (6) and (6A) of section 21 and sub-section (5); 

(b) Members of the suspended Board of Directors or the partners of the corporate persons, as the 

case may be; 

(c) Operational creditors or their representatives if the amount of their  aggregate dues is not less 

than ten per cent. of the debt. 

Quorum for the Meeting 

Balance available  75,000 

Less: (i) Income tax payable 

(ii) Cess payable to State Government 

25,000 

10,000 

 

(35,000) 

Balance available  40,000 

Less: Balance Workmen salary payable (apart for  a 

period of 24 months preceding the liquidation 

commencement  date) [1,50,000 – 1,20,000] 

30,000 (30,000) 

Balance Available for equity shareholders  10,000 
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 A meeting of committee of creditors shall quorate  if  members of the  committee of creditors 

representing at least thirty three percent of the voting rights are 

present either in person or by video/audio means. 

 If the requisite quorum for committee of creditors is not fulfilled the  meeting cannot be held 

and the meeting shall automatically stand adjourned at the same time and place on the next 

day. 

 The adjourned meeting shall quorate with the members of the committee attending the 

meeting. 

As per the facts of the question and the provisions of law: 

(1) The first meeting of committee of creditors was validly held within three days of the 

constitution of the committee of creditors. 

(2) The requisite quorum was present in the meeting as all 40 financial creditors attended the 

meeting. 

(3) The Act requires that not less 66% of the financial creditors shall resolve to appoint resolution 

professional. However, in the given case 71.4% [(25/35)* 100] voted in favour of Mr. TK. Hence, 

the said appointment is valid. 

 

Question 3 

In view of the deep recession prevailing in, the market for the past three years, M/s. Infra 

Limited (Corporate Debtor), which was facing the brunt of financial crisis, could not pay salaries 

and wages to its workmen and employees for the past 6 months. The workmen  and the 

employees, who are the members of a recognized Trade Union "Infra Labor Federation", made 

a complaint in this regard. Thereafter, the Trade Union approached and urged the Management 

of the Company in person  and through representations in  writing to settle the arrears of wages 

and salaries due to its members. The Corporate Debtor neither disputed  nor  took  any  actions  

to  settle  the  amount.  Under   the circumstances, Infra Labor Federation filed an application 

before the Adjudicating Authority 

i.e. with the National Company Law Tribunal for initiating a Corporate Insolvency Resolution 

Process under the Insolvency and Bankruptcy Code, 2016. 

In the light of the provisions of the Insolvency and Bankruptcy Code, 2016, examine the 

following: 

(i) Validity of the Application. 

(ii) What will be the "Initiation date" for initiating the Corporate Insolvency Resolution 

Process? (6 Marks Nov ‘19) 

Answer 3 

Workmen & Employees as Operational Creditor: The Insolvency and Bankruptcy Code, 

2016 considers all employees and workmen as operational creditors. 

As per section 5(20) of the Code, "Operational creditor" means a person to whom an 

operational debt is owed and includes any person to whom such debt has been legally 

assigned or transferred;” 

Whereas Operational Debt as per Section 5 (21) of the Code means a claim in respect of the 

provision of goods or services including employment or a debt in respect of the repayment 
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of dues arising under any law for the time being in force and payable to the Central 

Government, any State Government or any local authority.” 

Accordingly, if there is any dues arising in the course of employment, then that will be 

considered as an operational debt and the person to whom such operational debt is owed 

shall be treated as the Operational Creditor. Therefore, workmen & employees shall be 

treated as Operational Creditor of the Corporate Debtor. 

The term “person” as defined under section 3(23) of the IBC, 2016 includes “any other entity 

established under any statute”. A trade union, when registered under the Trade Union Act, 

1926 would come within the purview of any other entity “established” under the statute. 

Filing of an application by Operational Creditor: Application can be filed by the Operational 

Creditor in the NCLT if there is a debt, in compliance with sections 8 &  9  of the Code. 

Prior to filling the application before NCLT, an employee has to comply with the procedure 

of sending the demand notice to the Corporate Debtor. If the Corporate Debtor has not  paid 

the amount of debt even after sending the demand notice, neither intimated to the  

operational creditor about the existence of any regarding the dispute pertaining to the due 

debts. 

After the expiry of ten days, if the operational creditor does not receive his payment or the 

confirmation of a dispute that existed even before the demand notice was sent, he may file 

an application before the Adjudicating Authority for initiating a corporate insolvency 

resolution process. 

The date of filing of the application before the NCLT will be the initiation date for initiating the 

Corporate Insolvency Resolution Process (Section 5(11)). 

Accordingly, in the light of the given provisions, following are the answers: 

(i) Application filed by trade union, Infra Labor Federation on behalf of the workmen & 

employees in the said instance is valid as operational debt had been being legally 

assigned to the trade union in terms of section 5(20) of the Code and is included in  the 

definition in section 3(23) of IBC, 2016. 

(ii) Trade union, Infra Labour Federation may file an application before the Adjudicating 

Authority for initiating a corporate insolvency resolution process after expiry of 10  days 

from the date of serving demand notice to the M/s Infra Ltd and the date of filing of 

the application before the NCLT will be the date of initiation. 

 

Question 4 

The Committee of Creditors of M/s XYZ Limited proposes to appoint Mr. Ajit, an Insolvency 

Professional, as Insolvency Resolution Professional in the matter of corporate insolvency 

process of M/s XYZ Limited. Mr. Ajit was a promoter of M/s ABC Limited which is a holding 

company of M/s XYZ Limited. Examine and decide whether Mr. Ajit is eligible for appointment 

as an Insolvency Resolution Professional under the Provisions of Insolvency and Bankruptcy 

Code, 2016. (3 Marks Nov ‘19) 

Answer 4 

As per Regulation 3 of Insolvency and Bankruptcy (Insolvency Resolution process for corporate 

persons) Regulation, 2016, an insolvency professional shall be eligible for appointment as a 

resolution professional for a corporate insolvency resolution process if   he and all partners and 

directors of the insolvency professional entity of which he is partner or director, are 
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independent of the corporate debtor. 

In the given instance, Committee of Creditors of M/s XYZ Ltd. proposed to appoint Mr. Ajit, as IRP 

in the matter of corporate insolvency resolution process of M/s XYZ Ltd. However, Mr. Ajit was a 

promoter of M/s ABC Ltd. which is a holding company of M/s XYZ Ltd. 

Accordingly, Mr. Ajit, is a related party of the corporate debtor. Therefore, Mr. Ajit is not eligible 

for appointment as an insolvency resolution professional in terms of the said legal provisions of 

the Code. 

 

Question 5 

Pursuant to Section 33 of the Insolvency and Bankruptcy Code, 2016 (IBC, 2016) a liquidation 

order was passed against Luci Soya Limited (LSL) (Corporate Debtor) by the Adjudicating 

Authority (NCLT). Mr. Solanki was appointed as the liquidator by the NCLT. Upon resuming his 

mantle, Mr. Solanki started collecting claims from all the creditors within the time frame as 

prescribed in the IBC, 2016. While initiating the liquidation process as  per provisions of the IBC, 

2016, Mr. Solanki proposed to include the equity shares of one  of its subsidiary as part of the 

liquidation estate in relation to the corporate debtor. Besides this, one of the unsecured 

financial creditor demanded that, at the time of distribution of liquidation proceeds, his dues 

may be paid before the government dues are paid. Mr. Solanki also observed that pending legal 

proceedings against the corporate debtor, 'A' Ltd, an operational creditor, has filed a case with 

the Arbitral Tribunal praying for an arbitral award against LSL. 

On the basis of the above information and in the light of the Insolvency and Bankruptcy Code, 

2016, answer the following: 

(i) Whether the proposal of Mr. Solanki to include the equity shares of the subsidiary 

Company of LSL as part of liquidation estate is tenable? 

(ii) How should Mr. Solanki deal with the demand of the unsecured financial creditor? 

(iii) Whether 'A' Ltd will succeed in its prayer for an arbitral award against LSL?(6 Marks Nov 

‘20) 

Answer 5 

(i) Liquidation estate: As per section 36 of the Insolvency and Bankruptcy Code, 2016,  for the 

purposes of liquidation, the liquidator shall form an estate of the assets, which will be called 

the liquidation estate in relation to the corporate debtor. 

Liquidation estate shall comprise all liquidation estate assets which shall include any assets 

over which the corporate debtor has ownership rights, including shares  held in any 

subsidiary of the corporate debtor. 

Hence, the proposal of Mr. Solanki to include the equity shares of subsidiary company of LSL 

as part of liquidation estate is tenable. 

(ii) According to section 53 of the IBC, 2016, out of proceeds from the sale of the liquidation 

assets, financial debts owed to unsecured creditors shall be distri buted in priority over the 

amount due to the Central Government and the State Government. [clauses (d) and (e)] 

Hence, Mr. Solanki has to fulfill the demand of unsecured financial creditor, at the time of 

distribution of liquidation proceeds, to pay his dues before the Government dues are paid. 

(iii) Section 33(5) of the Code provides that when a liquidation order  has been passed,  no suit 
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or legal proceeding shall be instituted by or against the corporate debtor. 

The institution of suits or continuation of any pending suits or proceedings against the 

corporate debtor including execution of any judgment, decree or order in any court of law, 

tribunal, arbitration panel or other authority. 

Hence, Mr. A will not succeed in its prayer for an arbitral award against LSL. 

 

Question 6 

Abhi Limited entered into an agreement with Atulya Gas Limited for purchase of natural gas, 

which is not specified as an essential supply. On failure of Abhi Limited to make payments, Atulya 

Gas Limited issued notice to Abhi Limited that further supply of gas would be stopped if payments 

are not made immediately. On further non payment, Atulya Gas Limited filed a petition before 

NCLT for initiating Corporate Insolvency Resolution process against Abhi Limited. On 15th March, 

2020 the petition was admitted, on 30th April, 2020, Atulya Gas Limited disconnected gas supply 

to Abhi Limited for non-payment. As a result  of disconnection of gas supply, operations of Abhi 

Limited came to a halt. The Resolution professional filed a petition to NCLT seeking Atulya Gas 

Limited to resume the supply of natural gas, as natural gas was an important material for 

production of electricity by Abhi Limited. 

Referring to the provisions of Insolvency and Bankruptcy Code, 2016, answer the following: 

(i) When the moratorium period will expire in this case? 

(ii) Whether Resolution Professional will be successful in his petition filed with NCLT? (3 

Marks Nov ‘20) 

Answer 6 

(i)  According to section 14 of the  IBC, with the  admission of  an  insolvency application and 

commencement of Corporate Insolvency Resolution process, the Adjudicating authority 

will declare moratorium period during which no action can be taken against the company 

or the assets of the company to keep the Company as a going concern. 

A calm period for 180 days is declared, during which all suits and legal proceedings etc. 

against the Corporate Debtor are held in abeyance to give time to the entity to resolve its 

status. It is called the Moratorium Period. 

In the instant case, Atulya Gas Ltd. filed a petition before NCLT for initiating Corporate 

Insolvency Resolution process against Abhi Ltd. on 15thMarch, 2020. Hence, Moratorium 

period will expire within 180 days i.e. by 11th September 2020. 

(ii) Section 14 also provides some exemptions under Moratorium according to which the supply 

of essential goods or services to the corporate debtor as may be specified  shall not be 

terminated or suspended or interrupted during moratorium period. 

Hence, since as per the agreement between Abhi Limited and Atyulya Gas  Limited it’s 
specified that natural gas is not an essential supply for production of electricity. Therefore, 

resolution professional will not be successful in his petition filed with NCLT to resume the 

supply of Natural Gas disconnected by Atulya Gas Ltd. 

 

Question 7 

As at 31st March, 2020, XYZ Limited had the following debts: 
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Creditors 

Name 

Nature of Debt Amount (INR 

in Lakhs) 

A Financial Debt 200 

B Financial Debt 250 

C Financial Debt (Related Party) - Not Regulated by the 

Financial Sector Regulator. 

150 

D Operational Debt 150 

E Operational Debt 250 

 Total 1000 

Due to impact of heavy losses and liquidity crunch, XYZ Limited could not pay the above debts. 

Since the debts were overdue for a long time, creditor A  filed an  application  with the 

Adjudicating Authority (NCLT) to initiate a Corporate Insolvency Resolution Process against 

XYZ Limited and the application was accepted. Stating the provisions of the Insolvency and 

Bankruptcy Code, 2016 answer the following with reference to the above financial data: 

(i) Who will all form part of the Committee of Creditors ('CoC') from 

the above list of Creditors? 

(ii) Whether the above Operational Creditors have a right to vote in CoC Meeting? 

(iii) What is the compulsory agenda to be discussed in the first meeting of CoC ? 

(iv) What shall be the quorum of the CoC meeting if it is conducted 

through video conferencing ? (6 Marks Jan ‘21) 

Answer 7 

(i) As per section 21 of the Insolvency and Bankruptcy Code, 2016, the Committee of 

creditors shall comprise of all financial creditors of a corporate debtor.  The  Resolution 

Professional shall identify the financial creditors and constitutes a  creditors committee. 

A related party of the corporate debtor cannot form part of the committee of creditors. 

In the given case, A & B will form CoC. 

(ii) The directors, partners and operational creditor or representative of operational 

creditors do not have right to vote in the meeting of Committee  of  Creditors,  however, 

they may attend the meetings of Committee of Creditors. D  &  E,  operational creditors 

will not have a right to vote in CoC meeting. 

(iii) As per section 22 of the Insolvency and Bankruptcy Code, 2016, Committee of Creditors 

in its first Meeting by majority (not less than 66% of voting shares) appoint Interim 

Resolution Professional or any other Insolvency Professional to act as Resolution 

Professional. 

(iv) Section 21 of the Insolvency and Bankruptcy Code, 2016 provides of quorum for the 

meeting of committee of creditors. A meeting of committee of creditors shall quorate   if 

members of the committee of creditors representing at least thirty three percent of the 

voting rights are present either in person or by video/audio means. 

Question 8 

Omega Limited is undergoing a Corporate Insolvency Resolution Process under the Insolvency 

and Bankruptcy Code, 2016 (lBC Code, 2016). Mr. Ravi was appointed as the Resolution 

Professional. On perusal of the books of accounts of Omega Limited, Mr. Ravi noted a few 

undervalued transactions had taken place during a period of six months preceding the 
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insolvency commencement date. However, despite having sufficient information, he did not 

report such transactions to the Adjudicating Authority. Now, the members of Corporate 

Debtors propose to make an application to the Adjudicating Authority to report the 

undervalued transactions. Referring to the provisions of IBC Code, 2016, answer the following 

:- 

(i) Whether the members of Corporate Debtors have a legal right to do so? 

(ii) What orders the Adjudicating Authority can pass In such a situation? (3 Marks Jan ‘21) 

Answer 8 

As per section 47 of the Insolvency and Bankruptcy Code, 2016 where an undervalued 

transaction has taken place with any person within the period of one year preceding the 

insolvency commencement date under section 46 of the Code, and the liquidator or the 

resolution professional has not reported it to the Adjudicating Authority,  a  creditor, member 

or a partner of a corporate debtor, may make an application to the Adjudicating Authority to 

declare such transactions void and reverse their effect. 

(i) Yes, in terms of above stated provision, members of corporate debtors have a legal right 

to file an application to the Adjudicating Authority to report the undervalued 

transactions. 

(ii) The Adjudicating Authority, after examination of the application is satisfied that— 

(a) undervalued transactions had occurred; and 

(b) liquidator or the resolution professional, after having sufficient information or 

opportunity to avail information of such transactions did not report such transaction 

to the Adjudicating Authority. 

Adjudicating Authority shall  pass  an order— 

(a) restoring the position as it existed before such transactions and reversing the 

effects. 

(b) requiring the Board to initiate disciplinary proceedings against the liquidator or the 

resolution professional as the case may be. 

Question 9 

Mr. J was proposed to be appointed as a resolution professional for the Corporate Insolvency 

Resolution Process (CIRP) initiated against BMR Ltd. Mr. R, a relative of director of BMR Ltd. is a 

partner in the insolvency professional entity in which Mr. J is a partner. In the light of the given 

facts, examine whether Mr. J is eligible for appointment as Resolution Professional for the 

conduct of the CIRP as per the Insolvency and Bankruptcy Code, 2016? (3 Marks July 21) 

(a) Committee of creditors of XYZ Ltd. (Corporate Debtor) consists of financial creditors of 

` 245 crore and operational creditors of ` 25 crore. They appointed a resolution professional 

Mr. P in their first meeting held on 5th September 2020. Resolution  professional issued a 

notice for a meeting to be held on 10th November to approve a resolution plan with respect 

to management of affairs of company but notice was not given to operational creditors. 

Meeting was conducted on 10th November and resolution plan was approved by committee 

of creditors by not less than 75%  of  financial creditors. Referring to the provisions of the 

Insolvency and Bankruptcy Code, 2016, examine: 

(i) whether meeting was valid as notice was not given to operational creditors? 

(ii) whether resolution plan approved will be binding on all creditors and the corporate 

debtor? (3 Marks) 
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Answer 9 

As per Regulation 3 of the Insolvency and Bankruptcy Board of India  (Insolvency Resolution 

Process for Corporate Persons) Regulations, 2016, an insolvency professional shall be 

eligible to be appointed as a resolution professional for a corporate insolvency resolution 

process against a corporate debtor if he, and all partners and directors of the insolvency 

professional entity of which he is a partner or director, are independent of the corporate 

debtor. 

Explanation- A person shall be considered independent of the corporate debtor, if he: 

(a) is eligible to be appointed as an independent director on the board of the corporate 

debtor under section 149 of the Companies Act, 2013, where the corporate debtor is  

a company; 

(b) is not a related party of the corporate debtor; or 

(c) is not an employee or proprietor or a partner: 

(i) of a firm of auditors or secretarial auditors in practice or cost auditors of the 

corporate debtor; or 

(ii) of a legal or a consulting firm, that has or had any transaction with the corporate 

debtor amounting to five per cent or more of the gross turnover of such firm, in 

the last three financial years. 

As per the given facts, Mr. J was proposed to be appointed as a resolution professional for the 

insolvency resolution process initiated against BMR Ltd. Whereas, Mr. R, a relative of director 

of BMR Ltd. is a partner in the insolvency professional entity in which Mr. J is  partner. 

Since, Mr. R is the partner in insolvency professional entity in which Mr. J is a partner, so, 

Mr. J is not eligible for appointment as  Resolution Professional as he  is  not independent of 

the corporate debtor. 

(d) (i) According to section 24 of the Insolvency and Bankruptcy Code, 2016, the notice of 

meeting of committee of creditors, among others, shall be served on operational 

creditors or their representatives if the amount of their aggregate dues is not less than 

ten per cent of the debt. 

In the given question, since the aggregate dues of operational creditor is less than 10% 

of the debt i.e. [(25/270)*100], hence the meeting was valid even if the notice was not 

given to operational creditors. 

(ii) Section 24 also provides that, all the decisions of the committee of creditors shall be taken 

by vote of minimum 66% of the voting share of the financial creditors. Where any action 

is taken without seeking the approval of the committee of creditors, such action shall 

be void. 

Section 31 provides that if the Adjudicating Authority is satisfied that the resolution plan 

as approved by the committee of creditors, it shall by order approve the resolution plan 

which shall be binding on the corporate debtor and its employees, members, creditors. 

In  the given question, since the resolution plan was approved by not less than 75%  of 

financial creditors, it shall be binding on creditors and the corporate debtor (assuming 

that all other conditions are fulfilled). 
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Question 10 

SLX International Ltd., a  foreign trade creditor, having its office in New  York wants  to file  

a petition under the Insolvency and Bankruptcy Code, 2016 on default of a debtor in India.  It 

moved a petition under Section 9 of the Code seeking commencement of insolvency process. 

The foreign company was not having any office or bank account in India. Because of this, it could 

not submit a "certificate from financial institution" as required under the Code. Examine 

whether the petition is admissible under the Insolvency & Bankruptcy Code, 2016? (3 Marks 

July 21) 

 

Answer 10 

As per section 9 of the Insolvency and Bankruptcy Code, 2016, after the expiry of the period of 

ten days from the date of delivery of the notice or invoice demanding payment under section 

8(1), if the operational creditor does not receive payment from the corporate debtor or notice 

of the dispute under section 8(2), the operational creditor may file an application before the 

Adjudicating Authority for initiating a corporate insolvency resolution process. 

The application shall be filed by the operational creditor, besides with the other documents, a 

copy of the certificate from the financial institutions maintaining accounts of the operational 

creditor, confirming that there is no payment of an unpaid operational debt by the corporate 

debtor, if available. 

According to the facts, since SLX International Ltd., a foreign trade creditor, was not having any 

office/bank account in India and so not submitted a certificate from financial institution. In line 

with section 9, where financial institutions having bank accounts in India, there only, it will be 

required to submit the certificate confirming that there is no payment of an unpaid operational 

debt by the corporate debtor. Here in the given case, its not mandatory to submit the said 

certificate. So, petition filed by SLX International  Ltd., is  admissible with the furnishing of other 

requisite documents and in compliances with requirements of the section. 


