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REVISION TEST PAPER, NOVEMBER 2018 – OBJECTIVE & APPROACH 

(Students are advised to go through the following paragraphs carefully to derive 

maximum benefit out of this RTP) 

I Objective of Revision Test Paper 

 Revision Test Papers are one among the many educational inputs provided by the Board 

of Studies (BOS) to its students.  Popularly referred to as RTP by the students, it is one 

of the very old publications of the BOS whose significance and relevance from the 

examination perspective has stood the test of time.   

 RTPs provide glimpses of not only the desirable ways in which examination questions 

are to be answered but also of the professional quality and standard of the answers 

expected of students in the examination. Further, aspirants can assess their level of 

preparation for the examination by answering various questions given in the RTP and 

can also update themselves with the latest developments in the various subjects relevant 

from the examination point of view. 

 The primary objectives of the RTP are:  

• To help students get an insight of their preparedness for the forthcoming examination; 

• To provide an opportunity for a student to find all the latest developments relevant for 

the forthcoming examination at one place;   

• To supplement earlier studies; 

• To enhance the confidence level of the students adequately; and  

• To leverage the preparation of the students by giving guidance on how to approach the 

examinations.  

 RTPs contain the following: 

(i) Planning and preparing for examination  

(ii) Subject-wise guidance – An overview  

(iii) Updates applicable for a particular exam in the relevant subjects  

(iv) Topic-wise questions and detailed answers thereof in respect of each paper  

(v) Relevant announcement applicable for the particular examination  

 Students must bear in mind that the RTP contains a variety of questions based on 

different sections of the syllabi and thus a comprehensive study of the entire syllabus is a 

pre-requisite before answering the questions of the RTP.  In other words, in order to 

derive maximum benefit out of the RTPs, it is advised that before proceeding to solve the 

questions given in the RTP, students ought to have thoroughly read the Study Materials.   
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 The topics on which the questions are set herein have been carefully selected and 

meticulous attention has been paid in framing different types of questions.  Detailed 

answers are provided to enable the students to do a self -assessment and have a focused 

approach for effective preparation.   

 Students are welcome to send their suggestions for fine tuning the RTP to the Director, 

Board of Studies, The Institute of Chartered Accountants of India, A-29, Sector-62, Noida 

201 309 (Uttar Pradesh).  RTP is also available on the Institute’s website www.icai.org 

under the BOS knowledge portal in students section for downloading.  

II. Planning and preparing for examination 

 Ideally, when the RTP reaches your hand, you must have finished reading the relevant 

Study Materials of all the subjects. Make sure that you have read the Study Materials 

thoroughly as they cover the syllabus comprehensively.  Get a good grasp of the 

concepts/ provisions discussed therein. Solve each and every question/illustration given 

therein to understand the application of the concepts and provisions.   

 After reading the Study Materials thoroughly, you should go through the Updates 

provided in the RTP and then proceed to solve the questions given in the RTP on your 

own.  RTP is in an effective tool to revise and refresh the concepts and provisions 

discussed in the Study Material. RTPs are provided to you to help you assess your level 

of preparation. Hence you must solve the questions given therein on your own and 

thereafter compare your answers with the answers given therein.      

 Examination tips  

 How well a student fares in the examination depends upon the level and depth of his 

preparation.  However, there are certain important points which can help a student better 

his performance in the examination.  These useful tips are given below:  

 Reach the examination hall well in time. 

 As soon as you get the question paper, read it carefully and thoroughly.  You are given 

separate 15 minutes for reading the question paper.   

 Plan your time so that appropriate time is awarded for each question.  Keep sometime 

for checking the answers as well. 

 First impression is the last impression.  The question which you can answer in the best 

manner should be attempted first.   

 Always attempt to do all questions.  Therefore, it is important that you must finish each 

question within allocated time. 

 Read the question carefully more than once before starting the answer to understand 

very clearly as to what is required.  
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 Answer all parts of a question one after the other; do not answer different parts of the 

same question at different places. 

 Write in a neat and legible hand-writing. 

 Always be concise and write to the point and do not try to fill pages unnecessarily.  

 There must be logical expression of the answer. 

 In case a question is not clear, you may state your assumptions and then answer the 

question. 

 Check your answers carefully and underline important points before leaving the 

examination hall. 

III. Subject-wise Guidance – An Overview 

PAPER 1:  FINANCIAL REPORTING 

For Paper 1 : Financial Reporting August, 2017 edition of the study material is applicable.  

The Study Material has been divided into seven modules for ease of handling by 

students.  Module 1 deals with select Accounting Standards and Guidance Notes.  

Modules 2 to 6 is devoted to Ind AS and the last Module 7 is on Accounting and 

Reporting of contemporary topics. 

For understanding the coverage of syllabus, it is important to read the Study Material 

along with the reference to Study Guidelines.  It contains the detailed topic-wise inclusion 

/ exclusions from the syllabus.  It also covers the list of select EAC opinions relevant for 

the paper. The Study Guidelines is given as part of “Applicability of Standards/Guidance 

Notes/Legislative Amendments etc. for November, 2018 – Final Examination” appended 

at the end of this Revision Test Paper.  

You have to read the Study Material (alongwith the corrigendum and the modified 

chapters, uploaded on the website) thoroughly to attain conceptual clarity.  Tables, 

diagrams and flow charts have been extensively used to facilitate easy understanding of 

concepts. Examples and Illustrations given in the Study Material would help you 

understand the application of concepts.  Thereafter, work out the questions at the end of 

each chapter to hone your problem solving skills.  Compare your answers with the 

answers given to test your level of understanding.    

Thereafter, solve the questions given in this RTP independently and compare the same 

with the answers given to assess your level of preparedness for the examination.  The 

Revisionary Test Paper (RTP) of Financial Reporting contains twenty questions and their 

answers. 

Answers to the questions have been given in detail along with the working notes for easy 

understanding and comprehending the steps in solving the problems.  The answers to 
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the questions have been presented in the manner which is expected from the students in 

the examination.  The students are expected to solve the questions under examination 

conditions and then compare their solutions with the solutions given in the Revisionary 

Test Paper and further strategize their preparation for scoring more marks in the 

examination. 

Students may also note that the relevant amendments including relevant Notifications / 

Circulars / Rules issued by the Companies Act, 2013 and other relevant legislations up to 

30th April, 2018 will be applicable for November, 2018 Examination.  However, Ind AS 

115 notified before 30 th April, 2018 is not applicable for November, 2018 examination.  

Reference of the same is also given in the Study Guidelines appended at the end of this 

Revision Test Paper.   

PAPER 2:  STRATEGIC FINANCIAL MANAGEMENT 

Basically, the subject of Strategic Financial Management is to acquire the ability to apply 

financial management theories and techniques in strategic decision making. The major topics 

from which numerical questions are normally asked are as follows: 

• Risk Management 

• Security Analysis & Valuation 

• Portfolio Management 

• Mutual Funds 

• Derivatives 

• Foreign Exchange Exposure and Risk Management  

• International Financial Management 

• Interest Rate Risk Management 

• Corporate Valuation 

• Mergers and Acquisitions  

 Accordingly, the detail of the topics, on which questions in this Revisionary Test Paper 

are based, is as follows: 

Question No.             Topic 

1 Security Valuation  

2 Security Valuation  

3 Portfolio Management  

4 Portfolio Management  

5 Mutual Fund 
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6 Derivatives  

7 Derivatives  

8 Foreign Exchange Exposure and Risk Management  

9 Foreign Exchange Exposure and Risk Management  

10 International Financial Management 

11 Interest Rate Risk Management   

12 Corporate Valuation   

13 Mergers and Acquisitions and Valuation of Business.   

14 A blend of questions requiring a straight forward answer ‘what it is’ in 
short paragraph or a sequence of sentences explaining each other.     

15 A blend of questions requiring a straight forward answer ‘what it is’ in 
short paragraph or a sequence of sentences explaining each other.     

PAPER 3:  ADVANCED AUDITING AND PROFESSIONAL ETHICS 

RTP is a tool to refresh your knowledge which you have acquired while doing conceptual 

study from Study Material, Practice Manual and other modes of knowledge like student 

journal, bare acts etc.  

This RTP of Advanced Auditing and Professional Ethics is relevant for November, 2018 

Examination. Total 20 questions have been taken from the entire syllabus divided into 

twenty chapters along with Engagement and Quality Control Standards, Statements, 

Guidance Notes, etc.   

 These 20 questions are taken from different topics like Engagement and Quality Control 

Standards, Statements and Guidance Notes, Audit Planning, Strategy and Execution, 

Risk Assessment and Internal Control, Special Aspects of Auditing in an Automated 

Environment, Company Audit, CARO, 2016, Liabilities of Auditors, Audit Reports 

including Audit Reports and Certificates for Special Purpose Engagements, SEBI 

(LODR), Consolidated Financial Statements, Audit under Fiscal Laws (including Audits 

under direct tax laws as well as indirect tax laws), Audit of Banks, NBFCs and Insurance 

Companies, Due Diligence, Investigation and Forensic Audit, Professional Ethics, Peer 

Review and Quality Review etc. of different level. Some of the questions given in the 

RTP are descriptive i.e. direct theory questions (knowledge and Comprehension) based 

whereas some of them are practical case studies based i.e., application or iented theory 

question (Application and Analysis / Evaluation and Synthesis). The name of the chapter 

is clearly indicated before each question.  

This RTP of Advanced Auditing and Professional Ethics has been divided into two parts 

viz Part I – Legislative Amendments / Notifications / Circulars / Rules / Guidelines issued 

by Regulating Authority relevant for November, 2018 examination and Part II – Questions 

and Answers. 
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The relevant notified sections of the Companies Act, 2013 and legislative amendments  

including relevant Notifications / Circulars / Rules / Guidelines issued by Regulating 

Authority up to 30th April, 2017 are applicable for November, 2018 Examination. The 

questions have been answered in this RTP keeping in view latest amendments as per 

above mentioned dates. 

PAPER 4: CORPORATE AND ECONOMIC LAWS 

 In the paper of Corporate and Economic Laws, students should be able to emphasise on 

the legal point or issue involved in any problem and synchronize the same with the 

relevant legal provisions in a clear and logical manner.  Students needs to focus on the 

presentation of answer to enhance the quality of the answer. This can be improved by 

writing the answers under examination conditions and also undertaking self -assessment 

by going through Revision Test Papers (RTP).  

 RTP is divided into two parts: 

 Part I : Relevant amendments applicable for November 2018 examinations. 

 Part II : Topic wise questions with detailed answers 

 Part I talks about the applicability of relevant amendments made vide Circulars, 

Notifications, Regulations issued by concerned departments for November 2018 

examinations.  

The relevant legislative amendments including relevant Notifications / Circulars / Rules / 

Guidelines issued by Regulating Authority up to 30th April, 2018 are applicable for 

November 2018 Examination. The questions have been answered in this RTP keeping in 

view latest amendments as per above mentioned dates. 

 Part II contains 20 Questions with their detailed answers. Many questions are divided 

into sub parts. The topics amongst which these questions are divided are as follows:   

Question No. Topic 

1 Appointment and Qualifications of Directors 

2 Appointment and remuneration of Managerial Personnel 

3 Meetings of Board and its powers 

4 Inspection, inquiry and Investigation 

5 Compromises, Arrangements and Amalgamations 

6 Prevention of Oppression and Mismanagement 

7 Winding Up 

8 Producer Companies 

9 Companies incorporated outside India 
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10 Miscellaneous Provisions  

11 Compounding of offences, Adjudication, Special Courts and National 
Company Law Tribunal and Appellate Tribunal 

12 Corporate Secretarial Practice–Drafting of Notices, Resolutions, 
Minutes and Reports 

13 The Securities Contract (Regulation) Act, 1956 and the Securities 
Contract (Regulation) Rules, 1957 

14 The Securities Exchange Board of India Act, 1992, SEBI (Issue of 
Capital and Disclosure Requirements) Regulations, 2009 and SEBI 
(Listing Obligations and Disclosure Requirement) Regulations, 2015 

15 The Foreign Exchange Management Act, 1999 

16 The Securitisation and Reconstruction of Financial Assets and 
Enforcement of Security Interest Act, 2002 

17 The Prevention of Money Laundering Act, 2002 

18 The Foreign Contribution Regulation Act, 2010 

19 The Arbitration and Conciliation Act, 1996  

20 The Insolvency and Bankruptcy Code, 2016  

Guidance on Sections and Case Laws: It is imperative for Final students to remember 

major section numbers and relevant case laws.  Extra efforts are to be made in this 

direction. If by any chance, students do not remember the Section numbers and Case 

Law while answering any question in the examination paper on the subject, they may not 

lose heart on this score.  They may otherwise strengthen their answer by appropriate 

reasoning and examples.  However, they may desist from citing wrong Section numbers 

or irrelevant Case laws. 
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QUESTIONS 

1. ABC Ltd. is a long-standing customer of XYZ Ltd.  Mrs. P whose husband is a director in 

XYZ Ltd. purchased a controlling interest in entity ABC Ltd. on 1st June, 2017.  Sales of 

products from XYZ Ltd. to ABC Ltd. in the two-month period from 1st April 2017 to 31st May 

2017 totalled ` 8,00,000.  Following the shares purchased by Mrs. P, XYZ Ltd. began to 

supply the products at a discount of 20% to their normal selling price and allowed ABC Ltd. 

three months’ credit (previously ABC Ltd. was allowed one month’s credit as per XYZ Ltd.’s 

normal credit policy).  Sales of products from XYZ Ltd. to ABC Ltd. in the ten-month period 

from 1st June 2017 to 31st March 2017 totalled ` 60,00,000.  On 31st March 2018, the trade 

receivables of XYZ Ltd. included ` 18,00,000 in respect of amounts owing by ABC Ltd. 

 Analyse and show how the above event would be reported in the financial statements of 

XYZ Ltd. for the year ended 31st March, 2018 and also mention the disclosure requirements 

as per Ind AS.  

2. A Ltd. prepares its financial statements for the period ending on 31st March each year.  The 

financial statements for the year ended 2017-2018 is under preparation.  The following 

events are relevant to these financial statements: 

 On 1st April, 2016, A Ltd. purchased an asset for ` 20,00,000.  The estimated useful life of 

the asset was 10 years, with an estimated residual value of zero.  A Ltd. immediately leased 

the asset to B Ltd.  The lease term was 10 years and the annual rental payable in advance 

by B Ltd., was ` 27,87,000.  A Ltd. incurred direct costs of ` 2,00,000 in arranging the 

lease.  The lease contained no early termination clauses and responsibility for repairs and 

maintenance of the asset rest with B Ltd. for the duration of the lease.  The annual rate of 

interest implicit in the lease is 8%.  At an annual discount rate of 8% the present value of 

` 1 receivable at the start of years 1–10 is ` 7.247.  

 Examine and show how the above event would be reported in the financial statements of 

A Ltd. for the year ended 31st March, 2018 as per Ind AS.  

3. Mr. X, is the financial controller of ABC Ltd., a listed entity which prepares consolidated 

financial statements in accordance with Ind AS.  Mr. X has recently produced the final draft 

of the financial statements of ABC Ltd. for the year ended 31st March, 2018 to the managing 

director Mr. Y for approval.  Mr. Y, who is not an accountant, had raised following queries 

from Mr. X after going through the draft financial statements:  

(a) One of the notes to the financial statements gives details of purchases made by  

ABC Ltd. from PQR Ltd. during the period 2017-2018. Mr. Y owns 100% of the shares 

in PQR Ltd.  However, he feels that there is no requirement for any disclosure to be 

made in ABC Ltd.’s financial statements since the transaction is carried out on normal 

commercial terms and is totally insignificant to ABC Ltd., as it represents less than 

1% of ABC Ltd.’s purchases. 
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(b) The notes to the financial statements state that plant and equipment is held under the 

‘cost model’. However, property which is owner occupied is revalued annually to fair 

value. Changes in fair value are sometimes reported in profit or loss but usually in 

‘other comprehensive income’.  Also, the amount of depreciation charged on plant 

and equipment as a percentage of its carrying amount is much higher than for owner 

occupied property.  Another note states that property owned by ABC Ltd. but rent out 

to others is depreciated annually and not fair valued.  Mr. Y is of the opinion that there 

is no consistent treatment of PPE items in the accounts.   

(c) In the year to March, 2018, ABC Ltd. spent considerable amount on designing a new 

product.  ABC Ltd. spent the six months from April, 2017 to September, 2017 

researching into the feasibility of the product. Mr. X charged these research costs to 

profit or loss.  From October, 2017, ABC Ltd. was confident that the product would be 

commercially successful and ABC Ltd. is fully committed to finance its future 

development.  ABC Ltd. spent remaining part of the year in developing the product, 

which is expected to start from selling in the next few months. These development 

costs have been recognised as intangible asset in the Balance Sheet.  State whether 

the treatment done by Mr. X is correct when all these research and development costs 

are design costs.   

Provide answers to the queries raised by the Managing Director Mr. Y as per Ind AS. 

4. X Ltd. is engaged in the construction industry and prepares its financial statements up to 

31st March each year.  On 1st April, 2013, X Ltd. purchased a large property (consisting of 

land) for ` 2,00,00,000 and immediately began to lease the property to Y Ltd. on an 

operating lease.  Annual rentals were ` 20,00,000.  On 31st March, 2017, the fair value of 

the property was ` 2,60,00,000.  Under the terms of the lease, Y Ltd. was able to cancel 

the lease by giving six months’ notice in writing to X Ltd.  Y Ltd. gave this notice on  

31st March, 2017 and vacated the property on 30th September, 2017.  On 30th September, 

2017, the fair value of the property was ` 2,90,00,000.  On 1st October, 2017, X Ltd. 

immediately began to convert the property into ten separate flats of equal size which X Ltd. 

intended to sell in the ordinary course of its business.  X Ltd. spent a total of ` 60,00,000 

on this conversion project between 30th September, 2017 to 31st March, 2018.  The project 

was incomplete at 31st March, 2018 and the directors of X Ltd. estimate that they need to 

spend a further ` 40,00,000 to complete the project, after which each flat could be sold for 

` 50,00,000.   

 Examine and show how the three events would be reported in the financial statements of 

X Ltd. for the year ended 31st March, 2018 as per Ind AS. 

5. ABC Ltd. prepares consolidated financial statements upto 31st March each year.  On  

1st July 2017, ABC Ltd. acquired 75% of the equity shares of JKL Ltd. and gained control 

of JKL Ltd.  the issued shares of JKL Ltd. is 1,20,00,000 equity shares.  Details of the 

purchase consideration are as follows: 
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 On 1st July, 2017, ABC Ltd. issued two shares for every three shares acquired in 

JKL Ltd.  On 1st July, 2017, the market value of an equity share in ABC Ltd. was  

` 6.50 and the market value of an equity share in JKL Ltd. was ` 6. 

 On 30th June, 2018, ABC Ltd. will make a cash payment of ` 71,50,000 to the former 

shareholders of JKL Ltd. who sold their shares to ABC Ltd. on 1st July, 2017.  On 

1st July, 2017, ABC Ltd. would have to pay interest at an annual rate of 10% on 

borrowings.  

 On 30th June, 2019, ABC Ltd. may make a cash payment of ` 3,00,00,000 to the 

former shareholders of JKL Ltd. who sold their shares to ABC Ltd. on 1st July, 2017.  

This payment is contingent upon the revenues of ABC Ltd. growing by 15% over 

the two-year period from 1st July, 2017 to 30th June, 2019.  On 1st July, 2017, the 

fair value of this contingent consideration was ` 2,50,00,000.  On 31st March, 2018, 

the fair value of the contingent consideration was ` 2,20,00,000. 

 On 1st July, 2017, the carrying values of the identifiable net assets of JKL Ltd. in the books 

of that company was ` 6,00,00,000.  On 1st July, 2017, the fair values of these net assets 

was ` 7,00,00,000.  The rate of deferred tax to apply to temporary differences is 20%. 

 During the nine months ended on 31st March, 2018, JKL Ltd. had a poorer than expected 

operating performance. Therefore, on 31st March, 2018 it was necessary for ABC Ltd. to 

recognise an impairment of the goodwill arising on acquisition of JKL Ltd., amounting to 

10% of its total computed value.  

 Compute the impairment of goodwill in the consolidated financial statements of ABC Ltd. 

under both the methods permitted by Ind AS 103 for the initial computation of the non-

controlling interest in JKL Ltd. at the acquisition date. 

6. X Ltd. prepares consolidated financial statements to 31st March each year.  During the year 

ended 31st March 2018, the following events affected the tax position of the group:  

(i) Y Ltd., a wholly owned subsidiary of X Ltd., made a loss adjusted for tax purposes of 

` 30,00,000.  Y Ltd. is unable to utilise this loss against previous tax liabilities .  

Income-tax Act does not allow Y Ltd. to transfer the tax loss to other group companies.  

However, it allows Y Ltd. to carry the loss forward and utilise it against company’s 

future taxable profits.  The directors of X Ltd. do not consider that Y Ltd. will make 

taxable profits in the foreseeable future. 

(ii) Just before 31st March, 2018, X Ltd. committed itself to closing a division after the 

year end, making a number of employees redundant. Therefore, X Ltd. recognised a 

provision for closure costs of ` 20,00,000 in its statement of financial position as at 

31st March, 2018.  Income-tax Act allows tax deductions for closure costs only when 

the closure actually takes place.  In the year ended 31st March 2019, X Ltd. expects 

to make taxable profits which are well in excess of ` 20,00,000.  On 31st March, 2018, 

X Ltd. had taxable temporary differences from other sources which were greater than 

` 20,00,000. 
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(iii) During the year ended 31st March, 2017, X Ltd. capitalised development costs which 

satisfied the criteria in paragraph 57 of Ind AS 38 ‘Intangible Assets’.  The total 

amount capitalised was ` 16,00,000.  The development project began to generate 

economic benefits for X Ltd. from 1st January, 2018.  The directors of X Ltd. estimated 

that the project would generate economic benefits for five years from that date.  The 

development expenditure was fully deductible against taxable profits for the year 

ended 31st March, 2018. 

(iv) On 1st April, 2017, X Ltd. borrowed ` 1,00,00,000.  The cost to X Ltd. of arranging the 

borrowing was ` 2,00,000 and this cost qualified for a tax deduction on 1st April, 2017.  

The loan was for a three-year period.  No interest was payable on the loan but the 

amount repayable on 31st March, 2020 will be ` 1,30,43,800.  This equates to an 

effective annual interest rate of 10%.  As per the Income-tax Act, a further tax 

deduction of ` 30,43,800 will be claimable when the loan is repaid on  

31st March, 2020. 

 Explain and show how each of these events would affect the deferred tax assets  / liabilities 

in the consolidated balance sheet of X Ltd. group at 31st March, 2018 as per Ind AS.  

Assume the rate of corporate income tax is 20%. 

7. A Ltd. intends to open a new retail store in a new location in the next few weeks.  It has 

spent a substantial sum on a series of television advertisements to promote this new store.  

It has paid for advertisements costing ` 8,00,000 before 31st March, 2018.  ` 7,00,000 of 

this sum relates to advertisements shown before 31 st March, 2018 and ` 1,00,000 to 

advertisements shown in April, 2018.  Since 31st March, 2018, A Ltd. has paid for further 

advertisements costing ` 4,00,000.  The accountant charged all these costs as expenses 

in the year to 31st March, 2018.  However, CFO of A Ltd. does not want to charge 

`12,00,000 against 2017-2018 profits.  He believes that these costs can be carried forward 

as intangible assets because the company’s market research indicates that this new store 

is likely to be highly successful.  

 Examine and justify the treatment of these costs of ` 12,00,000 in the financial statements 

for the year ended 31st March, 2018 as per Ind AS. 

8. On 1st January, 2018, P Ltd. purchased a machine for $ 2 lakhs.  The functional currency 

of P Ltd. is Rupees.  At that date the exchange rate was $1= ` 68.  P Ltd. is not required 

to pay for this purchase until 30 th June, 2018.  Rupees strengthened against the $ in the 

three months following purchase and by 31st March, 2018 the exchange rate was  

$1 = ` 65.  CFO of P Ltd. feels that these exchange fluctuations wouldn’t affect the financial 

statements because P Ltd. has an asset and a liability denominated in rupees.  which was 

initially the same amount. He also feels that P Ltd. depreciates this machine over four 

years so the future year-end amounts won’t be the same.   

 Examine the impact of this transaction on the financial statements of P Ltd. for the year 

ended 31st March, 2018 as per Ind AS. 
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9. A Ltd. prepares its financial statements to 31st March each year.  It operates a defined 

benefit retirement benefits plan on behalf of current and former employees.  A Ltd. receives 

advice from actuaries regarding contribution levels and overall liabilities of the plan to pay 

benefits.  On 1st April, 2017, the actuaries advised that the present value of the defined 

benefit obligation was ` 6,00,00,000.  On the same date, the fair value of the assets of the 

defined benefit plan was ` 5,20,00,000.  On 1st April, 2017, the annual market yield on 

government bonds was 5%.  During the year ended 31st March, 2018, A Ltd. made 

contributions of ` 70,00,000 into the plan and the plan paid out benefits of ` 42,00,000 to 

retired members.  Both these payments were made on 31st March, 2018. 

 The actuaries advised that the current service cost for the year ended 31st March, 2018 

was ` 62,00,000.  On 28th February, 2018, the rules of the plan were amended with 

retrospective effect.  These amendments meant that the present value of the defined 

benefit obligation was increased by ` 15,00,000 from that date.  

 During the year ended 31st March, 2018, A Ltd. was in negotiation with employee 

representatives regarding planned redundancies.  The negotiations were completed 

shortly before the year end and redundancy packages were agreed.  The impact of these 

redundancies was to reduce the present value of the defined benefit obligation by  

` 80,00,000.  Before 31st March, 2018, A Ltd. made payments of ` 75,00,000 to the 

employees affected by the redundancies in compensation for the curtailment of their 

benefits.  These payments were made out of the assets of the retirement benefits plan.  

 On 31st March, 2018, the actuaries advised that the present value of the defined benefit 

obligation was ` 6,80,00,000.  On the same date, the fair value of the assets of the defined 

benefit plan were ` 5,60,00,000. 

 Examine and present how the above event would be reported in the financial statements 

of A Ltd. for the year ended 31st March, 2018 as per Ind AS.   

10. On 1st October, 2017, A Ltd. completed the construction of a power generating facility. The 

total construction cost was ` 2,00,00,000.  The facility was capable of being used from  

1st October, 2017 but A Ltd. did not bring the facility into use until 1st January, 2018.  The 

estimated useful life of the facility at 1st October, 2017 was 40 years.  Legally there are no 

requirements to restore the land on which power generating facilities stand to its original 

state at the end of the useful life of the facility.  However, A Ltd. has a reputation for 

conducting its business in an environmentally friendly way and has previously chosen to 

restore similar land even in the absence of such legal requirements.   The directors of  

A Ltd. estimated that the cost of restoring the land in 40 years’ time (based on prices 

prevailing at that time) would be ` 1,00,00,000.  A relevant annual discount rate to use in 

any discounting calculations is 5%.  When the annual discount rate is 5%, the present 

value of ` 1 receivable in 40 years’ time is approximately 0.142.  

 Analyse and present how the above events would be reported in the financial statements 

of A Ltd. for the year ended 31st March, 2018 as per Ind AS.   
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11. As at 31st March, 2017, a plantation consists of 100 Pinus Radiata trees that were planted 

10 years earlier.  The tree takes 30 years to mature, and will ultimately be processed into 

building material for houses or furniture.  The enterprise’s weighted average cost of capital 

is 6% p.a. 

 Only mature trees have established fair values by reference to a quoted price in an active 

market. The fair value (inclusive of current transport costs to get 100 logs to market) for a 

mature tree of the same grade as in the plantation is: 

     As at 31st March, 2017: ` 171 

     As at 31st March, 2018: ` 165 

 Assume that there would be immaterial cash flow between now and point of harvest. 

 The present value factor of ` 1 @ 6% for  

 19th year = 0.331 

 20th year = 0.312 

 Determine the value of such plantation as on 31st March, 2017 and 2018 and the gain or 

loss to be recognised as per Ind AS.   

12. K Ltd. began construction of a new building at an estimated cost of ` 7 lakh on  

1st April, 2017.  To finance construction of the building it obtained a specific loan of  

` 2 lakh from a financial institution at an interest rate of 9% per annum.  

 The company’s other outstanding loans were: 

Amount Rate of Interest per annum 

` 7,00,000 12% 

` 9,00,000 11% 

 The expenditure incurred on the construction was: 

April, 2017 ` 1,50,000 

August, 2017 ` 2,00,000 

October, 2017 ` 3,50,000 

January, 2018 ` 1,00,000 

 The construction of building was completed by 31st January, 2018.  Following the 

provisions of Ind AS 23 ‘Borrowing Costs’, calculate the amount of interest to be capitalized 

and pass necessary journal entry for capitalizing the cost and borrowing cost in respect of 

the building as on 31st January, 2018. 

13. ABC Ltd is setting up a new refinery outside the city limits. In order to facilitate the 

construction of the refinery and its operations, ABC Ltd. is required to incur expenditure 

on the construction/development of railway siding, road and bridge. Though ABC Ltd. 
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incurs (or contributes to) the expenditure on the construction/development, it will not 

have ownership rights on these items and they are also available for use to other entities 

and public at large. Whether ABC Ltd. can capitalise expenditure incurred on these items 

as property, plant and equipment (PPE)? If yes, how should these items be depreciated 

and presented in the financial statements of ABC Ltd. as per Ind AS? 

14. Smart Technologies Inc. is a Company incorporated in India in 1998 having business in 

the field of development and installation of softwares, trading of computer peripherals and 

other IT related equipment and provision of cloud computing services along with other 

services incidental thereto. It is one of the leading brands in India.  

 After witnessing immense popularity and support in its niche market, Smart Technologies 

further grew by bringing its subsidiaries namely: 

Company Name Principle Activity 

Cloudustries India Private Limited Provision of cloud computing services. 

MicroFly India Private Limited Trading of computer peripherals like mouse, 
keyboard, printer etc. 

 Smart Technologies started preparing its financial statements based on Ind  AS from  

1st April, 2015 on voluntary basis.  The Microfly India Pvt. Ltd. is planning to merge the 

business of Cloudstries India Pvt. Ltd. with its own for which it presented before the 

members in the meeting the below extract of latest audited Balance Sheet of Cloudustries 

(prepared on the basis of Ind AS) for the year ended 31st March, 2017: 

Balance Sheet as at March 31, 2017        (` in Crores) 

Assets  

Non-current assets  

 Property, plant and Equipment 15.00 

 15.00 

Current Assets  

(a) Financial assets  

  Trade Receivables 10.00 

  Cash and cash equivalents 10.00 

Other current assets 8.00 

 28.00 

Total 43.00 
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Equity and Liabilities  

Equity  

 Equity Share Capital 45.00 

 Other Equity  

  Reserves and Surplus (Accumulated Losses)* (24.80) 

   20.20 

Liabilities  

Non-current Liabilities  

 Financial liabilities  

  Borrowings 2.80 

Current Liabilities 20.00 

 22.80 

Total  43.00 

 *The Tax Loss carried forward of the company is ` 27.20 crores 

 On September 5, 2017, the merger got approved by the Directors.  The purchase 
consideration payable by MicroFly to Cloudustries was fixed at ` 18.00 crores payable 
in cash and that MicroFly take over all the assets and liabilities of Cloudustries.  

 Present the statement showing the calculation of assets/liabilities taken over as per  
Ind AS.  Also mention the accounting of difference between consideration and 
assets/liabilities taken over. 

15. M Ltd. has three cash-generating units: A, B and C.  Due to adverse changes in the 
technological environment, M Ltd. conducted impairment tests of each of its cash-
generating units.  On 31st March, 2018, the carrying amounts of A, B and C are ` 100 
lakhs, ` 150 lakhs and ` 200 lakhs respectively. 

 The operations are conducted from a headquarter.  The carrying amount of the 
headquarter assets is ` 200 lakhs: a headquarter building of ` 150 lakhs and a research 
centre of ` 50 lakhs.  The relative carrying amounts of the cash-generating units are a 
reasonable indication of the proportion of the head-quarter building devoted to each 
cash-generating unit.  The carrying amount of the research centre cannot be allocated 
on a reasonable basis to the individual cash-generating units. 

Following is the remaining estimated useful life of:  

 A B C Head quarter assets 

Remaining estimated useful life 10 20 20 20 

The headquarter assets are depreciated on a straight-line basis. 
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 The recoverable amount of each cash generating unit is based on its value in use since 

net selling price for each CGU cannot be calculated.  Therefore, Value in use is equal to 

 A B C M Ltd. as a whole 

Recoverable amount 199 164 271 720* 

 *The research centre generates additional future cash flows for the enterprise as a whole. 

Therefore, the sum of the value in use of each individual CGU is less than the value in use 

of the business as a whole. The additional cash flows are not attributable to the 

headquarter building. 

 Calculate and show allocation of impairment loss as per AS 28.  Ignore tax effects.  

16. Sumati Ltd. acquired 100% (50,00,000) equity shares of ` 10 each in Sheetal Ltd. on  

1st April, 2014.  Sheetal Ltd. was incorporated on 1st April, 2014. 

 Sumati Ltd. acquired 80% (24,00,000) equity shares in Dharam Ltd. for ` 600 lakh on  

1st April, 2014 when Dharam Ltd. had share capital of ` 300 lakh and Reserves and Surplus 

of ` 300 lakh.  

 The company amortizes goodwill on consolidation on a SLM basis over a period of 5 years.  

A full year's amortization is considered if the goodwill exists for more than 6 months.  

On 1st April, 2017, Sumati Ltd. sold 12,00,000 equity shares of Dharam Ltd. for cash 

consideration of ` 360 lakh with recognition of profit arising out of this sale.  

 The net assets of Dharam Ltd. on 31st March, 2017 were ` 700 lakh.  The amount of 

Reserves and Surplus was ` 880 lakh, ` 720 lakh and ` 400 lakh respectively of  

Sumati Ltd., Sheetal Ltd. and Dharam Ltd. on 31st March, 2017.  

 The Balance Sheet extracts of the companies as on 31st March, 2018 were as follows:  

(` in lakh) 

 Sumati Ltd. Sheetal Ltd. Dharam Ltd. 

Share Capital (` 10 each) 1000 500 300 

Reserves and Surplus 1240 910 640 

Current Liabilities   460   490   560 

 2700 1900 1500 

Fixed Assets 640 420 380 

50,00,000 equity shares in Sheetal Ltd. 500   

12,00,000 equity shares in Dharam Ltd. 300   

Current Assets 1260 1480 1120 

 2700 1900 1500 
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 You are required to prepare for Sumati Ltd. Group Balance Sheet as on 31st March, 2018 

following AS 21 and AS 23.  Notes to Accounts and working notes should form part of your 

answer.   

17. On 1st April 2017 Alpha Ltd. commenced joint construction of a property with Gama Ltd.  

For this purpose, an agreement has been entered into that provides for joint operation and 

ownership of the property. All the ongoing expenditure, comprising maintenance plus 

borrowing costs, is to be shared equally. The construction was completed on 30th  

September 2017 and utilisation of the property started on 1st January 2018 at which time 

the estimated useful life of the same was estimated to be 20 years.  

 Total cost of the construction of the property was ` 40 crores. Besides internal accruals, 

the cost was partly funded by way of loan of ` 10 crores taken on 1st January 2017. The 

loan carries interest at an annual rate of 10% with interest payable at the end of year on 

31st December each year. The company has spent ` 4,00,000 on the maintenance of such 

property.  

 The company has recorded the entire amount paid as investment in Joint Venture in the 

books of accounts. Suggest the suitable accounting treatment of the above transaction as 

per applicable Ind AS.  

18. On 1st April 2017, A Ltd. lent ` 2 crores to a supplier in order to assist them with their 

expansion plans. The arrangement of the loan cost the company ` 10 lakhs. The company 

has agreed not to charge interest on this loan to help the supplier's short -term cash flow 

but expected the supplier to repay ` 2.40 crores on 31st March 2019. As calculated by the 

finance team of the company, the effective annual rate of interest on this loan is 6.9% On 

28th February 2018, the company received the information that poor economic climate has 

caused the supplier significant problems and in order to help them, the company agreed 

to reduce the amount repayable by them on 31st March 2019 to ` 2.20 crores. Suggest 

the accounting entries as per applicable Ind AS.  

19. P Ltd. granted 400 stock appreciation rights (SAR) each to 75 employees on 1st April 2017 

with a fair value ` 200. The terms of the award require the employee to provide service for 

four years in order to earn the award. The fair value of each SAR at each reporting date is 

as follows: 

 31st March 2018   ` 210 

 31st March 2019  ` 220 

 31st March 2020  ` 215 

 31st March 2021  ` 218 

 What would be the difference if at the end of the second year of service (i.e. at 31 st March 

2019), P Ltd. modifies the terms of the award to require only three years of service.  Answer 

on the basis of relevant Ind AS. 

© The Institute of Chartered Accountants of India



 PAPER – 1 : FINANCIAL REPORTING 11 

20. U Ltd. is a large conglomerate with a number of subsidiaries. It is preparing consolidated 

financial statements as on 31st March 2018 as per the notified Ind  AS. The financial 

statements are due to be authorised for issue on 15th May 2018. It is seeking your 

assistance for some transactions that have taken place in some of its subsidiaries during 

the year.  

 G Ltd. is a wholly owned subsidiary of U Ltd. engaged in management consultancy 

services.  On 31st January 2018, the board of directors of U Ltd. decided to discontinue the 

business of G Ltd. from 30 th April 2018. They made a public announcement of their decision 

on 15th February 2018.  

 G Ltd. does not have many assets or liabilities and it is estimated that the outstanding 

trade receivables and payables would be settled by 31st May 2018. U Ltd. would collect 

any amounts still owed by G Ltd’s customers after 31st May 2018. They have offered the 

employees of G Ltd. termination payments or alternative employment opportunities.  

 Following are some of the details relating to G Ltd.:  

 -  On the date of public announcement, it is estimated by G Ltd. that it would have to pay 

540 lakhs as termination payments to employees and the costs for relocation of 

employees who would remain with the Group would be ` 60 lakhs. The actual 

termination payments totalling to ` 520 lakhs were made in full on 15th May 2018. As 

per latest estimates made on 15th May 2018, the total relocation cost is ` 63 lakhs.  

 - G Ltd. had taken a property on operating lease, which was expiring on 31st March 

2022. The present value of the future lease rentals (using an appropriate discount rate) 

is ` 430 lakhs. On 15th May 2018, G Ltd. made a payment to the lessor of ` 410 lakhs 

in return for early termination of the lease.  

 The loss after tax of G Ltd. for the year ended 31st March 2018 was ` 400 lakhs. G Ltd. 

made further operating losses totalling ` 60 lakhs till 30th April 2018.  

 How should U Ltd. present the decision to discontinue the business of G Ltd. in its 

consolidated statement of comprehensive income as per Ind AS?  

 What are the provisions that the Company is required to make as per lnd AS 37?  

SUGGESTED ANSWERS 

1. XYZ Ltd. would include the total revenue of ` 68,00,000 (` 60,00,000 + ` 8,00,000) from 

ABC Ltd. received / receivable in the year ended 31st March 2018 within its revenue and 

show ` 18,00,000 within trade receivables at 31st March 2018. 

 Mrs. P would be regarded as a related party of XYZ Ltd. because she is a close family 

member of one of the key management personnel of XYZ Ltd. 
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 From 1st June 2017, ABC Ltd. would also be regarded as a related party of XYZ Ltd. 

because from that date ABC Ltd. is an entity controlled by another related party. 

 Because ABC Ltd. is a related party with whom XYZ Ltd. has transactions, then XYZ Ltd. 

should disclose: 

– The nature of the related party relationship. 

–  The revenue of ` 60,00,000 from ABC Ltd. since 1st June 2017. 

–  The outstanding balance of ` 18,00,000 at 31st March 2018.  

In the current circumstances it may well be necessary for XYZ Ltd. to also disclose the 

favourable terms under which the transactions are carried out.  

2. All numbers in ` in 000. 

 The lease of the asset by A Ltd. to B Ltd. would be regarded as a finance lease because 

the risks and rewards of ownership have been transferred to B Ltd.  Evidence of this 

includes the lease is for the whole of the life of the asset  and B Ltd. being responsible for 

repairs and maintenance.  

 As per para 36 of Ind AS 17, since the lease is a finance lease and A Ltd. is the lessor, A 

Ltd. will recognise a financial asset ie. as a receivable at an amount equal to the ‘net 

investment in finance leases’. The amount recognised will be the present value of the 

minimum lease payments which will be 20,197.39 ie. 2,787 x 7.247.  

 The impact of the lease on the financial statements for the year ended 31st March, 2018 

can best be seen by preparing a profile of the net investment in the lease for the first three 

years of the lease and shown below: 

Year to 31st March Opening Balance Finance income Rental Closing 
Balance  

2017 20,197.39 1,615.79 (2,787) 19,026.18 

2018 19,026.18 1,522.09 (2,787) 17,761.27 

2019 17,761.27 1,420.90 (2,787) 16,395.17 

 During the year ended 31st March, 2018, A Ltd. will recognise income from finance leases 

of 1,522.09. 

 The net investment on 31st March, 2018 will be 17,761.27. 

 Of the closing net investment of 17,761.27, current asset will be shown for 2,787 and 

14,974.27 as a non-current asset. 

3. Ongoing through the queries raised by the Managing Director Mr. Y, the financial controller 

Mr. X explained the notes and reasons for their disclosures as follows:  

(a) Related parties are generally characterised by the presence of control or influence 

between the two parties. 
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Ind AS 24 ‘Related Party Disclosures’ identifies related parties as, inter alia, key 

management personnel and companies controlled by key management personnel. 

On this basis, PQR Ltd. is a related party of ABC Ltd. 

The transaction is required to be disclosed in the financial statements of ABC Ltd. 

since Mr. Y is Key Management personnel of ABC Ltd.  Also at the same time, it owns 

100% shares of PQR Ltd. ie. he controls PQR Ltd.  This implies that PQR Ltd. is a 

related party of ABC Ltd.   

Where transactions occur with related parties, Ind AS 24 requires that details of the 

transactions are disclosed in Notes to the financial statements.  This is required even 

if the transactions are carried out on an arm’s length basis. 

Transactions with related parties are material by their nature, so the fact that the 

transaction may be numerically insignificant to ABC Ltd. does not affect the need for 

disclosure.  

(b) The accounting treatment of the majority of tangible non-current assets is governed 

by Ind AS 16 ‘Property, Plant and Equipment’.  Ind AS 16 states that the accounting 

treatment of PPE is determined on a class by class basis. For this purpose, property 

and plant would be regarded as separate classes.  Ind AS 16 requires that PPE is 

measured using either the cost model or the revaluation model.   This model is applied 

on a class by class basis and must be applied consistently within a class.   Ind AS 16 

states that when the revaluation model applies, surpluses are recorded in other 

comprehensive income, unless they are cancelling out a deficit which has previously 

been reported in profit or loss, in which case it is reported in profit or loss.   Where the 

revaluation results in a deficit, then such deficits are reported in profit or loss, unless 

they are cancelling out a surplus which has previously been reported in other 

comprehensive income, in which case they are reported in other comprehensive 

income. 

 According to Ind AS 16, all assets having a finite useful life should be depreciated 

over that life.  Where property is concerned, the only depreciable element of the 

property is the buildings element, since land normally has an indefinite life.  The 

estimated useful life of a building tends to be much longer than for plant.  These two 

reasons together explain why the depreciation charge of a property as a percentage 

of its carrying amount tends to be much lower than for plant.   

 Properties which are held for investment purposes are not accounted for under  

Ind AS 16, but under Ind AS 40 ‘Investment Property’.  As per Ind AS 40, investment 

properties should be accounted for under a cost model.  ABC Ltd. had applied the 

cost model and thus our investment properties are treated differently from the owner 

occupied property. 

(c) As per Ind AS 38 ‘Intangible Assets’, the treatment of expenditure on intangible items 

depends on how it arose.  Internal expenditure on intangible items incurred during 
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research phase cannot be recognised as an asset.  Once it can be demonstrated that 

a development project is likely to be technically feasible, commercially viable, overall 

profitable and can be adequately resourced, then future expenditure on the project 

can be recognised as an intangible asset.  The difference in the treatment of 

expenditure upto 30th September, 2017 and expenditure after that date is due to the 

recognition phase ie. research or development phase. 

4. From 1st April, 2013, the property would be regarded as an investment property since it is 

being held for its investment potential rather than being owner occupied or developed for 

sale.  

 The property would be measured under the cost model.  This means it will be measured at 

` 2,00,00,000 at each year end. 

 On 30th September, 2017, the property ceases to be an investment property.  X Ltd. begins 

to develop it for sale as flats.  The increase in the fair value of the property from 31st March, 

2017 to 30th September, 2017 of ` 30,00,000 (` 2,90,00,000 – ` 2,60,00,000) would be 

recognised in P/L for the year ended 31st March, 2018. 

 Since the lease of the property is an operating lease, rental income of ` 10,00,000  

(` 20,00,000 x 6/12) would be recognised in P/L for the year ended 31st March, 2018. 

 When the property ceases to be an investment property, it is transferred into inventory at 

its then fair value of ` 2,90,00,000.  This becomes the initial ‘cost’ of the inventory. 

 The additional costs of ` 60,00,000 for developing the flats which were incurred up to and 

including 31st March, 2018 would be added to the ‘cost’ of inventory to give a closing cost 

of ` 3,50,00,000. 

 The total selling price of the flats is expected to be ` 5,00,00,000 (10 x ` 50,00,000). Since 

the further costs to develop the flats total ` 40,00,000, their net realisable value is  

` 4,60,00,000 (` 5,00,00,000 – ` 40,00,000), so the flats will be measured at a cost of  

` 3,50,00,000.   

 The flats will be shown in inventory as a current asset  

5. Computation of goodwill impairment 

 NCI at fair 
value  

NCI at of net 
assets 

 ` in ‘000 ` in ‘000 

Cost of investment   

   Share exchange (12,000 x 75% x 2/3 x ` 6.50) 39,000 39,000 

   Deferred consideration (7,150 / 1.10) 6,500 6,500 

   Contingent consideration 25,000 25,000 

Non-controlling interest at date of acquisition:   
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Fair value – 3000 x ` 6 18,000  

% of net assets – 68,000 (Refer W.N.) x 25%  17,000 

Net assets on the acquisition date (Refer W.N.) (68,000) (68,000) 

Goodwill on acquisition 20,500 19,500 

Impairment @ 10% 2,050 1,950 

 Working Note:  

Net assets on the acquisition date ` ’000 

Fair value at acquisition date 70,000 

Deferred tax on fair value adjustments [20% x (70,000 – 60,000)] (2,000) 

 68,000 

6. (i) The tax loss creates a potential deferred tax asset for the group since its carrying value 

is nil and its tax base is ` 30,00,000. 

However, no deferred tax asset can be recognised because there is no prospect of 

being able to reduce tax liabilities in the foreseeable future as no taxable profits are 

anticipated. 

(ii) The provision creates a potential deferred tax asset for the group since its carrying 

value is ` 20,00,000 and its tax base is nil. 

This deferred tax asset can be recognised because X Ltd. is expected to generate 

taxable profits in excess of ` 20,00,000 in the year to 31st March, 2019. 

The amount of the deferred tax asset will be ` 4,00,000 (` 20,00,000 x 20%). 

This asset will be presented as a deduction from the deferred tax liabilities caused by 

the (larger) taxable temporary differences. 

(iii) The development costs have a carrying value of ` 15,20,000 (` 16,00,000 – (` 

16,00,000 x 1/5 x 3/12)). 

The tax base of the development costs is nil since the relevant tax deduction has 

already been claimed. 

The deferred tax liability will be ` 3,04,000 (` 15,20,000 x 20%).  All deferred tax 

liabilities are shown as non-current. 

(iv) The carrying value of the loan at 31st March, 2018 is ` 1,07,80,000 (` 1,00,00,000 – 

` 2,00,000 + (` 98,00,000 x 10%)). 

The tax base of the loan is ` 1,00,00,000. 

This creates a deductible temporary difference of ` 7,80,000 (` 1,07,80,000 –  

` 1,00,00,000) and a potential deferred tax asset of ` 1,56,000 (` 7,80,000 x 20%). 
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Due to the availability of taxable profits next year (see part (ii) above), this asset can 

be recognised as a deduction from deferred tax liabilities.  

7. Ind AS 38 specifically prohibits recognising advertising expenditure as an intangible asset.   

Irrespective of success probability in future, such expenses have to be recognized in profit 

or loss.  Therefore, the treatment given by the accountant is correct since such costs 

should be recognised as expenses. 

 However, the costs should be recognised on an accruals basis.  

 Therefore, of the advertisements paid for before 31st March, 2018, ` 7,00,000 would be 

recognised as an expense and ` 1,00,000 as a pre-payment in the year ended  

31st March 2018. 

 ` 4,00,000 cost of advertisements paid for since 31st March, 2018 would be charged as 

expenses in the year ended 31st March, 2019. 

8. As per Ind AS 21 ‘The Effects of Changes in Foreign Exchange Rates’ the asset and liability 

would initially be recognised at the rate of exchange in force at the transaction date ie  

1st January, 2018.  Therefore, the amount initially recognised would be ` 1,36,00,000 ($ 

2,00 000 x ` 68). 

 The liability is a monetary item so it is retranslated using the rate of exchange in force at 

31st March, 2018.  This makes the closing liability of ` 1,30,00,000 ($ 2,00,000 x ` 65). 

 The loss on re-translation of ` 6,00,000 (` 1,36,00,000 – ` 1,30,00,000) is recognised in 

the Statement of profit or loss. 

 The machine is a non-monetary asset carried at historical cost. Therefore, it continues to 

be translated using the rate of ` 68 to $ 1. 

 Depreciation of ` 8,50,000 (` 1,36,00,000 x ¼ x 3/12) would be charged to profit or loss 

for the year ended 31st March, 2018. 

 The closing balance in property, plant and equipment would be ` 1,27,50,000  

(` 1,36,00,000 – ̀  8,50,000).  This would be shown as a non-current asset in the statement 

of financial position. 

9. All figures are ` in ’000. 

 On 31st March, 2018, A Ltd. will report a net pension liability in the statement of financial 

position.  The amount of the liability will be 12,000 (68,000 – 56,000).  

 For the year ended 31st March, 2018, A Ltd. will report the current service cost as an 

operating cost in the statement of profit or loss.  The amount reported will be 6,200.  The 

same treatment applies to the past service cost of 1,500.  

 For the year ended 31st March, 2018, A Ltd. will report a finance cost in profit or loss based 

on the net pension liability at the start of the year of 8,000 (60,000 – 52,000).  The amount 

of the finance cost will be 400 (8,000 x 5%).  

© The Institute of Chartered Accountants of India



 PAPER – 1 : FINANCIAL REPORTING 17 

 The redundancy programme represents the partial settlement of the curtailment of a 

defined benefit obligation.  The gain on settlement of 500 (8,000 – 7,500) will be reported 

in the statement of profit or loss.  

 Other movements in the net pension liability will be reported as remeasurement gains or 

losses in other comprehensive income.  

 For the year ended 31st March, 2018, the remeasurement loss will be 3,400 (Refer W. N.).  

 Working Note:  

 Remeasurement of gain or loss 

 ` in ’000 

Liability at the start of the year (60,000 – 52,000)  8,000  

Current service cost  6,200  

Past service cost  1,500  

Net finance cost  400  

Gain on settlement  (500)  

Contributions to plan  (7,000)  

Remeasurement loss (balancing figure)   3,400 

Liability at the end of the year (68,000 – 56,000)   12,000  

10. All figures are ` in ’000. 

 The power generating facility should be depreciated from the date it is ready for use, rather 

than when it would actually start being used.  In this case, then, the facility should be 

depreciated from 1st October, 2017.  

 Although A Ltd. has no legal obligation to restore the piece of land, it does have a 

constructive obligation, based on its past practice and policies.  

 The amount of the obligation will be 1,420, being the present value of the anticipated future 

restoration expenditure (10,000 x 0.142).  

 This will be recognised as a provision under non-current liabilities in the Balance Sheet of 

A Ltd. at 31st March, 2018.  

 As time passes the discounted amount unwinds. The unwinding of the discount for the year 

ended 31st March, 2018 will be 35.5 (1,420 x 5% x 6/12).  

 The unwinding of the discount will be shown as a finance cost in the statement of profit or 

loss and the closing provision will be 1,455.50 (1,420 + 35.5).  

 The initial amount of the provision is included in the carrying amount of the non-current 

asset, which becomes 21,420 (20,000 + 1,420).  
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 The depreciation charge in profit or loss for the year ended 31st March, 2018 is 267.75 

(21,420 x 1/40 x 6/12).  

 The closing balance included in non-current assets will be 21,152.25 (21,420 – 267.75).  

11. As at 31st March, 2017, the mature plantation would have been valued at ` 17,100  

(` 171 x 100). 

 As at 31st March, 2018, the mature plantation would have been valued at ` 16,500  

(` 165 x 100). 

 Assuming immaterial cash flow between now and the point of harvest, the fair value (and 

therefore the amount reported as an asset on the statement of financial position) of the 

plantation is estimated as follows: 

 As at 31st March, 2017: ` 17,100 x 0.312 = ` 5,335.20. 

 As at 31st March, 2018: ` 16,500 x 0.331 =` 5,461.50. 

 Gain or loss 

 The difference in fair value of the plantation between the two year end dates is ` 126.30 

(` 5,461.50 – ` 5,335.20), which will be reported as a gain in the statement or profit or 

loss (regardless of the fact that it has not yet been realised).  

12.  (i)  Calculation of capitalization rate on borrowings other than specific borrowings 

Amount of loan (`) Rate of 
interest 

 Amount of 
interest 

(`) 

7,00,000  12% = 84,000 

9,00,000  11% =   99,000 

16,00,000   1,83,000 

Weighted average rate of interest 
(1,83,000/16,00,000) x 100 

 = 11.4375% 

(ii) Computation of borrowing cost to be capitalized for specific borrowings and 

general borrowings based on weighted average accumulated expenses 

Date of 
incurrence of 
expenditure  

Amount 
spent 

Financed 
through 

Calculation `  

1st April, 2017 1,50,000 Specific 
borrowing 

 
1,50,000 x 9% x 10/12 

 
11,250 

1st August, 2017 2,00,000 Specific 
borrowing 

 
50,000 x 9% x 10/12 

 
3,750 
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 General 
borrowing 

 
1,50,000 x 11.4375% x 6/12 

 
8,578.125 

1st October, 2017 3,50,000 General 
borrowing 

 
3,50,000 x 11.4375% x 4/12 

 
13,343.75 

1st January, 2018 1,00,000 General 
borrowing 

 
1,00,000 x 11.4375% x 1/12 

 
   953.125 

   
 

     37,875 

 Note: Since construction of building started on 1st April, 2017, it is presumed that all 

the later expenditures on construction of building had been incurred at the beginning 

of the respective month. 

(iii) Total expenses to be capitalized for building 

 `  

Cost of building ` (1,50,000 + 2,00,000 + 3,50,000 + 1,00,000) 8,00,000 

Add: Amount of interest to be capitalized     37,875 

  8,37,875 

(iv)       Journal Entry 

Date Particulars  `  `  

31.1.2018 Building account Dr. 8,37,875  

  To Bank account   8,00,0000 

  To Interest payable (borrowing cost)   37,875 

 (Being expenditure incurred on construction 
of building and borrowing cost thereon 
capitalized) 

   

Note: In the above journal entry, it is assumed that interest amount will be paid 
at the year end.  Hence, entry for interest payable has been passed on 31.1.2018.  

 Alternatively, following journal entry may be passed if interest is paid on the 

date of capitalization: 

Date Particulars  `  `  

31.1.2018 Building account Dr. 8,37,875  

  To Bank account   8,37,875 

 (Being expenditure incurred on 
construction of building and borrowing 
cost thereon capitalized) 
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13. Paragraph 7 of Ind AS 16 states that the cost of an item of property, plant and equipment 

shall be recognised as an asset if, and only if:  

(a) it is probable that future economic benefits associated with the item will flow to the 

entity; and 

(b) the cost of the item can be measured reliably. 

 Further, paragraph 9 provides that the standard does not prescribe the unit of measure for 

recognition, i.e., what constitutes an item of property, plant and equipment. Thus, 

judgement is required in applying the recognition criteria to an entity’s specific 

circumstances. 

 Paragraph 16, inter alia, states that the cost of an item of property, plant and equipment 

comprise any costs directly attributable to bringing the asset to the location and condition 

necessary for it to be capable of operating in the manner intended by management. 

 In the given case, railway siding, road and bridge are required to facilitate the construction 

of the refinery and for its operations. Expenditure on these items is required to be incurred 

in order to get future economic benefits from the project as a whole which can be 

considered as the unit of measure for the purpose of capitalisation of the said expenditure 

even though the company cannot restrict the access of others for using the assets 

individually. It is apparent that the aforesaid expenditure is directly attributable to bringing 

the asset to the location and condition necessary for it to be capable of operating in the 

manner intended by management. 

 In view of this, even though ABC Ltd. may not be able to recognize expenditure incurred 

on these assets as an individual item of property, plant and equipment in many cases 

(where it cannot restrict others from using the asset), expenditure incurred may be 

capitalised as a part of overall cost of the project. From this, it can be concluded that, in 

the extant case the expenditure incurred on these assets, i.e., railway siding, road and 

bridge, should be considered as the cost of constructing the refinery and accordingly, 

expenditure incurred on these items should be allocated and capitalised as part of the 

items of property, plant and equipment of the refinery. 

 Depreciation 

 As per paragraph 43 and 47 of Ind AS 16, if these assets have a useful life which is different 

from the useful life of the item of property, plant and equipment to which they relate, it 

should be depreciated separately. However, if these assets have a useful life and the 

depreciation method that are the same as the useful life and the depreciation method of 

the item of property, plant and equipment to which they relate, these assets may be 

grouped in determining the depreciation charge. Nevertheless, if it has been included in 

the cost of property, plant and equipment as a directly attributable cost, it will be 

depreciated over the useful lives of the said property, plant and equipment.  

 The useful lives of these assets should not exceed that of the asset to which it relates.  
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 Presentation 

 These assets should be presented within the class of asset to which they relate.  

14. Before the merger, Cloudustries and MicroFly are the subsidiary of Smart Technologies 

Inc. As the control is not transitory, the proposed merger will fall under the category of 

Business combination of entities under common control, it will be accounted as per 

Appendix C of Ind AS 103 “Business Combination” and Pooling of Interest Method would 

be applied. 

Statement showing the calculation of assets/liabilities taken over and treatment of 

difference between consideration and assets/liabilities taken over:  

(a) Net asset taken over:          (` in crore) 

Assets taken over:  

Property, Plant and Equipment 

Cash and cash equivalents 

Other current assets 

Trade Receivables 

Total - A 

15.00 

10.00 

8.00 

10.00 

43.00 

Less: Liabilities taken over:  

Borrowings 

Current Liabilities 

Total - B 

2.80 

20.00 

22.80 

Net Asset taken over (A-B) 20.20 

(b) Treatment of difference between consideration and assets/liabilities taken 

over:             (` in crore) 

Net Asset taken over - A 20.20 

Less: Purchase Consideration - B 18.00 

Difference (A – B)   2.20 

The difference between consideration and assets/liabilities taken over of ` 2.20 crore 

shall be transferred to capital reserve. 

15. 1. Identification of Corporate Assets of M Ltd. 

Here, the corporate assets are the headquarter building and the research centre.  

For corporate building 

Since, the carrying amount of the headquarter building can be allocated on a 

reasonable and consistent basis to the cash-generating units under review. 

Therefore, only a ‘bottom-up’ test is necessary. 
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For research centre 

Since the carrying amount of the research centre cannot be allocated on a reasonable 

and consistent basis to the individual CGU under review. Therefore, a ‘top -down’ test 

will be applied in addition to the ‘bottom-up’ test. 

2. Allocation of Corporate Assets 

Since the estimated remaining useful life of A ’s CGU is 10 years, whereas the 

estimated remaining useful lives of B and C’s CGU are 20 years, the carrying amount 

of the headquarter building is allocated to the carrying amount of each individual 

cash-generating unit on weight basis. 

3. Calculation of a weighted allocation of the carrying amount of the headquarter 

building         (Amount in ` lakhs rounded off) 

On 31st March, 2018 A B C Total 

Carrying amount    (A) 100 150 200 450 

Useful life  10 years 20 years 20 years  

Weighting based on useful life  1 2 2  

Carrying amount after weighting  100 300 400 800 

Pro-rata allocation of the building  12.5% 37.5% 50% 100% 

 (100/800) (300/800) (400/800)  

Allocation of the carrying amount 
of the building (based on pro-rata 
above)       (B) 

 
19 

 
56 

 
75 

 
150 

Carrying amount (after allocation 
of the building)  

119 206 275 600 

4. Calculation of Impairment Losses 

(i) Application of ‘bottom-up’ test           (Amount in ` lakhs) 

31st March, 2018  A  B  C 

Carrying amount (after allocation of the 
building) (Refer Point 3 above) 

119 206 275 

Recoverable amount (given in the question)       199       164  271 

Impairment loss           0      (42)    (4) 
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(ii) Allocation of the impairment losses for cash-generating units B and C  

   (Amount in ` lakhs) 

Cash-generating unit  B  C 

To headquarter building  (12) (42*56/206)  (1) (4*75/275) 

To assets in cash-generating 
unit  

(30) (42*150/206)  (3) (4*200/275) 

 (42) (4) 

 Since the research centre could not be allocated on a reasonable and consistent 

basis to A, B and C’s CGU, M Ltd. compares the carrying amount of the smallest 

CGU to which the carrying amount of the research centre can be allocated (i.e., 

M as a whole) to its recoverable amount, in accordance with the ‘top -down’ test. 

(iii) Application of the ‘top-down’ test     (Amount in ` lakhs) 

31st March, 2018  A  B  C  Building  Research 
centre 

M Ltd. 

Carrying amount  100 150 200 150 50 650 

Impairment loss 
arising from the 
‘bottom-up’ test  

– (30) (3) (13) – (46) 

Carrying amount 
after the ‘bottom-
up’ test  

100 120 197 137 50 604 

Recoverable 
amount  

     720 

Since recoverable amount is more than the carrying amount of M Ltd., no 

additional impairment loss has been resulted from the application of the ‘top -

down’ test.  Only an impairment loss of ` 46 lakhs will be recognized as a result 

of the application of the ‘bottom-up’ test. 

16.      Consolidated Balance Sheet as on 31.3.2018 

Particulars Note No.  (` in lakh) 

I. Equity and Liabilities   

 (1) Shareholder's Funds   

  (a) Share Capital 1 1,000 

  (b) Reserves and Surplus  2 2,206 

 (2) Current Liabilities 3 950 

Total  4,156 
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II. Assets   

 (1) Non-current assets   

   Fixed Assets 4 1,060 

   Non-current investment (Investment in  
   Associate Dharam Ltd.) 

5 356 

 (2) Current assets 6 2,740 

Total  4,156 

 Notes to Accounts 

  `  in lakh 

1. Share Capital   

 100 lakh Equity shares of ` 10 each fully paid up  1,000 

2. Consolidated Reserves and Surplus as on 31.3.2018   

 Balance of Reserves and surplus of Sumati Ltd. as on 
31.3.2018 

1,240  

 Add: Post-acquisition reserves and surplus of Sheetal Ltd. 
(subsidiary) 

910  

 Profit accumulated over the years on investment of 
Sumati Ltd. (304-300) 

4  

 Post-acquisition reserves and surplus of Dharam Ltd. (640-
480) x 40%  

     64  

 Less: Goodwill amortised for the period (24/2)     (12) 2,206 

3. Current Liabilities    

  Sumati Ltd. 460  

  Sheetal Ltd. 490 950 

4. Fixed Assets   

  Sumati Ltd. 640  

  Sheetal Ltd. 420 1,060 

5. Non-current investment (Investment in Associate Dharam 
Ltd.) 

  

 Carrying amount of Investment in Associate. [W.N.2] 304  

 (Identified goodwill included in the above ` 24 lakh) 
[W.N.3] 

  

 Add: Increase in reserves and surplus during the year 
        (640-480) x 40%  

64  

 Less: Goodwill written off in the fourth year (` 24 lakh x ½) (12) 356 
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6. Current assets   

  Sumati Ltd. 1,260  

  Sheetal Ltd. 1,480 2,740 

Working Notes: 

1. Cost of Control on acquisition of shares in Dharam Ltd. and amortization of 

goodwill 

 `  in lakh 

Investment by Sumati Ltd. 600 

Less: Share capital (300 x 80%) (240) 

 Capital profit (pre-acquisition) (300 x 80%) (240) 

Goodwill 120 

Less: Amortization for 3 years [(120/5) x3]  (72) 

Carrying value of goodwill after 3 years    48 

2. Ascertainment of carrying value of investment in Dharam Ltd. disposed off 

and retained 

 `  in lakh 

Net Assets of Dharam Ltd. on the date of disposal 700 

Less: Minority’s interest in Dharam Ltd. on the date of disposal  
   (700 x 20%) 

 
(140) 

Share of Sumati Ltd. in Net Assets 560 

Add: Carrying value of Goodwill (Refer W.N.1)     48 

Total value of investment in Dharam Ltd. as on 1.4.2017 608 

Less: Carrying Value of investment disposed off 
  [` 608 lakh x (12 lakh /24 lakh)] 

 
(304) 

Carrying Value of investment retained by Sumati Ltd.    304 

3. Goodwill arising on the Carrying Value of Unsold Portion of the Investment 

 ` in lakh 

Carrying value of retained 40% holdings in Dharam Ltd. as on  
1st April, 2017 

304 

Less: Share in value of equity of Dharam Ltd., as at date of  
    investment when its subsidiary relationship is transformed 
    to an associate (700 x 40%) 

 
 

(280) 

Goodwill arising on such investment under Equity method as per 
AS 23 

 
  (24) 
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17. As provided in Ind- AS 111 - Joint Arrangements - this is a joint arrangement because two 

or more parties have joint control of the property under a contractual arrangement. The 

arrangement will be regarded as a joint operation because Alpha Ltd. and Gama Ltd. have 

rights to the assets and obligations for the liabilities of this joint arrangement. This means 

that the company and the other investor will each recognise 50% of the cost of constructing 

the asset in property, plant and equipment.  

 The borrowing cost incurred on constructing the property should under the principles of  

Ind AS 23 ‘Borrowing Costs’, be included as part of the cost of the asset for the period of 

construction.  

 In this case, the relevant borrowing cost to be included is ` 50,00,000 (` 10,00,00,000 x 

10% x 6/12).  

 The total cost of the asset is ` 40,50,00,000 (` 40,00,00,000 + ` 50,00,000)  

` 20,25,00,000 crores is included in the property, plant and equipment of Alpha Ltd. and 

the same amount in the property, plant and equipment of Gama Ltd. 

 The depreciation charge for the year ended 31 March 2018 will therefore be ` 1,01,25,000 

(` 40,50,00,000 x 1/20 x 6/12) ` 50,62,500 will be charged in the statement of profit or loss 

of the company and the same amount in the statement of profit or loss of Gama Ltd. 

 The other costs relating to the arrangement in the current year totalling ` 54,00,000 

(finance cost for the second half year of ` 50,00,000 plus maintenance costs of ` 4,00,000) 

will be charged to the statement of profit or loss of Alpha Ltd. and Gama Ltd. in equal 

proportions- ` 27,00,000 each. 

18. The loan to the supplier would be regarded as a financial asset. The relevant accounting 

standard Ind AS 109 provides that financial assets are normally measured at fair value.  

 If the financial asset in which the only expected future cash inflows are the receipts of 

principal and interest and the investor intends to collect these inflows rather than dispose 

of the asset to a third party, then Ind AS 109 allows the asset to be measured at amortised 

cost using the effective interest method.  

 If this method is adopted, the costs of issuing the loan are included in its initial carrying 

value rather than being taken to profit or loss as an immediate expense.  This makes the 

initial carrying value ` 2,10,00,000.  

 Under the effective interest method, part of the finance income is recognised in the current 

period rather than all in the following period when repayment is due. The income 

recognised in the current period is ` 14,49,000 (` 2,10,00,000 x 6.9%)  

 In the absence of information regarding the financial difficulties of the supplier the financial 

asset at 31st March, 2018 would have been measured at ` 2,24,49,000 (` 2,10,00,000 + 

14,49,000). The information regarding financial difficulty of the supplier is objective 

evidence that the financial asset suffered impairment at 31st March 2018.  
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 The asset is re-measured at the present value of the revised estimated future cash inflows, 

using the original effective interest rate. Under the revised estimates the closing carrying 

amount of the asset would be ` 2,05,79,981 (` 2,20,00,000 / 1.069).  The reduction in 

carrying value of ` 18,69,019 (` 2,24,49,000 – 2,05,79,981) would be charged to profit or 

loss in the current period as an impairment of a financial asset.  

 Therefore, the net charge to profit or loss in respect of the current period would be  

` 4,20,019 (18,69,019 – 14,49,000). 

19. Journal entries in the books of P Ltd (without modification of service period of 

stock appreciation rights)          (` in lakhs)  

Date Particulars Debit Credit 

31.03.2018 Profit and Loss account    Dr. 

 To Liability against SARs 

(Being expenses liability for stock 
appreciation rights recognised) 

15.75  

15.75 

31.03.2019 Profit and Loss account    Dr. 

 To Liability for SARs 

(Being expenses liability for stock 
appreciation rights recognised) 

17.25  

17.25 

31.03.2020 Profit and Loss account    Dr. 

 To Liability for SARs 

(Being expenses liability for stock 
appreciation rights recognised) 

15.38  

15.38 

31.03.2021 Profit and Loss account    Dr. 

 To Liability for SARs 

(Being expenses liability for stock 
appreciation rights recognised) 

17.02  

17.02 

  Journal entries in the books of P Ltd (with modification of service period of 

stock appreciation rights)         (` in lakhs) 

Date Particulars Debit Credit 

31.03.2018 Profit and Loss account    Dr. 

 To Liability for SARs 

(Being expenses liability for stock 
appreciation rights recognised) 

15.75  

15.75 

31.03.2019 Profit and Loss account    Dr. 

 To Liability for SARs 

28.25  

28.25 
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(Being expenses liability for stock 
appreciation rights recognised) 

31.03.2020 Profit and Loss account    Dr. 

 To Liability for SARs 

(Being expenses liability for stock 
appreciation rights recognised) 

20.50  

20.50 

Working Notes: 

Calculation of expenses for issue of stock appreciation rights without modification of 

service period   

For the year ended 31st March 2018 

  = ` 210 x 400 awards x 75 employees x 1 year /4 years of service  

  = ` 15,75,000  

For the year ended 31st March 2019 

  = ` 220 x 400 awards x 75 employees x 2 years /4 years of service - ` 15,75,000  

    previous recognised  

  = ` 33,00,000 - ` 15,75,000 = ` 17,25,000  

For the year ended 31st March 2019 

  = ` 215 x 400 awards x 75 employees x 3 years/4 years of service - ` 33,00,000   

   previously recognised  

  = ` 48,37,500 - ` 33,00,000 = ` 15,37,500  

For the year ended 31st March, 2021 

  = ` 218 x 400 awards x 75 employees x 4 years / 4 years of service – ` 48,37,500  

    previously recognised 

  = ` 65,40,000 – ` 48,37,500 = ` 17,02,500 

Calculation of expenses for issue of stock appreciation rights with modification of 

service period   

For the year ended 31st March 2018  

 = ` 210 x 400 awards x 75 employees x 1 year / 4 years of service = ` 15,75,000  

For the year ended 31st March 2019  

 = ` 220 x 400 awards x 75 employees x 2 years / 3 years of service - ` 15,75,000  

  previous recognised  
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 = ` 44,00,000 - ` 15,75,000 = ` 28,25,000  

For the year ended 31st March 2020 

 = ` 215 x 400 awards x 75 employees x 3 years/ 3 years of service - ` 44,00,000  

  previous recognised  

 = ` 64,50,000 - ` 44,00,000 = ` 20,50,000. 

20. A discontinued operation is one that is discontinued in the period or classified as held for 

sale at the year end.  The operations of G Ltd were discontinued on 30 th April 2018 and 

therefore, would be treated as discontinued operation for the year ending 31st March 2019.  

It does not meet the criteria for held for sale since the company is terminating its business 

and does not hold these for sale. 

 Accordingly, the results of G Ltd will be included on a line-by-line basis in the consolidated 

statement of comprehensive income as part of the profit from continuing operations of U 

Ltd for the year ending 31st March 2018. 

 As per para 72 of Ind AS 37 ‘Provisions, Contingent Liabilities and Contingent Assets’, 

restructuring includes sale or termination of a line of business. A constructive obligation to 

restructure arises when:  

(a)  an entity has a detailed formal plan for the restructuring  

(b)  has raised a valid expectation in those affected that it will carry out the restructuring 

by starting to implement that plan or announcing its main features to those affected 

by it.  

 The Board of directors of U Ltd have decided to terminate the operations  of G Ltd. from 

30th April 2018. They have made a formal announcement on 15th February 2018, thus 

creating a valid expectation that the termination will be implemented. This creates a 

constructive obligation on the company and requires provisions for restructuring.  

 A restructuring provision includes only the direct expenditures arising from the restructuring 

that are necessarily entailed by the restructuring and are not associated with the ongoing 

activities of the entity. 

 The termination payments fulfil the above condition. As per Ind AS 10 ‘Events after 

Reporting Date’, events that provide additional evidence of conditions existing at the 

reporting date should be reflected in the financial statements. Therefore, the company 

should make a provision for ` 520 lakhs in this respect.  

 The relocation costs relate to the future conduct of the business and are not liabilities for 

restructuring at the end of the reporting period. Hence, these would be recognised on the 

same basis as if they arose independently of a restructuring.  
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 The operating lease would be regarded as an onerous contract.  A provision would be 

made at the lower of the cost of fulfilling it and any compensation or penalties arising from 

failure to fulfil it. Hence, a provision shall be made for ` 410 lakhs.  

 Further operating losses relate to future events and do not form a part of the closure 

provision. 

 Therefore, the total provision required = ` 520 lakhs + ` 410 lakhs = ` 930 lakhs 

Note:  

Various issues related to the applicability of Ind AS / implementation under Companies 
(Indian Accounting Standards) Rules, 2015, are being raised by preparers, users and 
other stakeholders.  Although many clarifications have been issued by way of ITFG 
Bulletins or EAC Opinion, still issues are arising on account of varying interpretations on 
several of its guidance.  Therefore, alternate answers may be possible for the above 
questions based on standards, depending upon the view taken. 
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QUESTIONS 

Security Valuation 

1.  ABC Limited’s shares are currently selling at ` 13 per share. There are 10,00,000 shares 

outstanding. The firm is planning to raise ` 20 lakhs to Finance a new project. 

(i) CALCULATE the ex-right price of shares and the value of a right, if the firm offers one 

right share for every two shares held.  

(ii)   CALCULATE the ex-right price of shares and the value of a right, if the firm offers one 

right share for every four shares held. 

(iii) ANALYSE how does the shareholders’ wealth change from (i) to (ii) above and right 

issue increases shareholders’ wealth? 

2.  Piyush Loonker and Associates presently pay a dividend of Re. 1.00 per share and has a 

share price of ` 20.00. 

(i)  CALCULATE the firm’s expected or required return on equity using a dividend -

discount model approach if this dividend were expected to grow at a rate of 12% per 

annum forever. 

(ii)  CALCULATE the firm’s expected, or required, return on equity if instead of this 

situation in part (i), suppose that the dividends were expected to grow at a rate of 

20% per annum for 5 years and 10% per year thereafter.  

Portfolio Management 

3.  Mr. FedUp wants to invest an amount of ` 520 lakhs and had approached his Portfolio 

Manager. The Portfolio Manager had advised Mr. FedUp to invest in the following manner:  

Security Moderate Better Good Very Good Best 

Amount (in ` Lakhs) 60 80 100 120 160 

Beta 0.5 1.00 0.80 1.20 1.50 

ADVISE Mr. FedUp in regard to the following, using Capital Asset Pricing Methodology:  

(i)  Expected return on the portfolio, if the Government Securities are at 8% and the 

NIFTY is yielding 10%. 

(ii) Replacing Security 'Better' with NIFTY. 

4.  The following are the data on five mutual funds: 

Fund Return Standard Deviation Beta 

A 15 7 1.25 

B 18 10 0.75 
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C 14 5 1.40 

D 12 6 0.98 

E 16 9 1.50 

CALCULATE Reward to Volatility Ratio and rank this portfolio using:  

 Sharpe method and  

 Treynor's method  

assuming the risk free rate is 6%. 

Mutual Fund 

5.  Following information is related to XYZ Regular Income Fund: 

Particulars ` Crores 

Listed shares at Cost (ex-dividend) 20 

Cash in hand 1.23 

Bonds and debentures at cost 4.3 

Of these, bonds not listed and quoted 1 

Other fixed interest securities at cost 4.5 

Dividend accrued 0.8 

Amount payable on shares 6.32 

Expenditure accrued 0.75 

Number of units (` 10 face value) 20 lacs 

Current realizable value of fixed income securities of face value of ` 100 106.5 

The listed shares were purchased when Index was 1,000 

Present index is 2,300 

Value of listed bonds and debentures at NAV date 8 

CALCULATE the NAV of scheme on per unit basis if there has been a diminution of 20% 

in unlisted bonds and debentures and Other fixed interest securities are valued at cost.    

Derivatives 

6.  Ram holding shares of Reliance Industries Ltd. which is currently selling at ` 1000. He is 

expecting that this price will further fall due to lower than expected level of profits to be 

announced after one month. As on following option contract are available in Reliance 

Share. 

Strike Price (`) Option Premium (`) 

1030 Call 40 
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1010 Call 35 

1000 Call 30 

990 Put 35 

970 Put 20 

950 Put 8 

930 Put 5 

Ram is interested in selling his stock holding as he cannot afford to lose more than 5% of 

its value.  

RECOMMEND a hedging strategy with option and show how his position will be protected.  

7.  Laxman buys 10,000 shares of X Ltd. at a price of ` 22 per share whose beta value is 1.5 

and sells 5,000 shares of A Ltd. at a price of ` 40 per share having a beta value of 2. He 

obtains a complete hedge by Nifty futures at ` 1,000 each. He closes out his position at 

the closing price of the next day when the share of X Ltd. dropped by 2%, share of A Ltd. 

appreciated by 3% and Nifty futures dropped by 1.5%. 

CALCULATE the overall profit/loss to Ram? 

Foreign Exchange Exposure and Risk Management 

8.  On January 28, 2017 an importer customer requested a Bank to remit Singapore Dollar 

(SGD) 2,500,000 under an irrevocable Letter of Credit (LC). However, due to unavoidable 

factors, the Bank could effect the remittances only on February 4, 2017. The inter-bank 

market rates were as follows: 

 January 28, 2017 February 4, 2017 

US$ 1= ` 45.85/45.90 ` 45.91/45.97 

GBP £ 1 = US$ 1.7840/1.7850 US$ 1.7765/1.7775 

GBP £ 1 = SGD 3.1575/3.1590 SGD 3. 1380/3.1390 

The Bank wishes to retain an exchange margin of 0.125%  

ANALYZE whether the customer stand to gain or lose due to the delay. (Note: Calculate 

the rate in multiples of 0.0001) 

9. Place the following strategies by different persons in the Exposure Management Strategies 

Matrix. 

Strategy 1: Kuljeet a wholesaler of imported items imports toys from China to sell them in 

the domestic market to retailers. Being a sole trader, he is always so much involved in the 

promotion of his trade in domestic market and negotiation with foreign supplier that he 

never pays attention to hedge his payable in foreign currency  and leaves his position 

unhedged. 
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Strategy 2: Moni, is in the business of exporting and importing brasswares to USA and 

European countries. In order to capture the market he invoices the customers in their home 

currency. Lavi enters into forward contracts to sell the foreign exchange only if he expects 

some profit out of it other-wise he leaves his position open. 

Strategy 3: TSC Ltd. is in the business of software development. The company has both 

receivables and payables in foreign currency. The Treasury Manager of TSC Ltd. not only 

enters into forward contracts to hedge the exposure but carries out cancellation and 

extension of forward contracts on regular basis to earn profit out of the same. As a result 

management has started looking Treasury Department as Profit Centre.  

Strategy 4: DNB Publishers Ltd. in addition to publishing books are also in the business of 

importing and exporting of books. As a matter of policy the movement company invoices the 

customer or receives invoice from the supplier immediately covers its position in the Forward 

or Future markets and hence never leave the exposure open even for a single day. 

International Financial Management 

10.  A multinational company is planning to set up a subsidiary company in India (where hitherto 

it was exporting) in view of growing demand for its product and competition from other 

MNCs. The initial project cost (consisting of Plant and Machinery including installation) is 

estimated to be US$ 500 million. The net working capital requirements are estimated at 

US$ 50 million. The company follows straight line method of depreciation. Presently, the 

company is exporting two million units every year at a unit price of US$ 80, its variable 

cost per unit being US$ 40. 

The Chief Financial Officer has estimated the following operating cost and other data in 

respect of proposed project: 

(i) Variable operating cost will be US $ 20 per unit of production;  

(ii)  Additional cash fixed cost will be US $ 30 million p.a. and project's share  of allocated 

fixed cost will be US $ 3 million p.a. based on principle of ability to share;  

(iii)  Production capacity of the proposed project in India will be 5 million units;  

(iv)  Expected useful life of the proposed plant is five years with no salvage  value; 

(v)  Existing working capital investment for production & sale of two million units through 

exports was US $ 15 million; 

(vi)  Export of the product in the coming year will decrease to 1.5 million units in case the 

company does not open subsidiary company in India, in view of the presence of 

competing MNCs that are in the process of setting up their subsidiaries in India;  

(vii)  Applicable Corporate Income Tax rate is 35%, and 

(viii)  Required rate of return for such project is 12%. 
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CALCULATE the Net Present Value (NPV) of the proposed project in India, assuming that: 

(a) there will be no variation in the exchange rate of two currencies and  

(b) all profits will be repatriated, as there will be no withholding tax.  

Present Value Interest Factors (PVIF) @ 12% for five years is as below: 

Year 1 2 3 4 5 

PVIF 0.8929 0.7972 0.7118 0.6355 0.5674 

Interest Rate Risk Management 

11.  M/s. Parker & Co. is contemplating to borrow an amount of `60 crores for a Period of 3 

months in the coming 6 month's time from now. The current rate of interest is 9% p.a., but 

it may go up in 6 month’s time. The company wants to hedge itself against the likely 

increase in interest rate. 

The Company's Bankers quoted an FRA (Forward Rate Agreement) at 9.30%p.a. 

EVALUATE the effect of FRA and actual rate of interest cost to the company, if the actual 

rate of interest after 6 months happens to be (i) 9.60% p.a. and (ii) 8.80% p.a.?  

Corporate Valuation 

12. Eagle Ltd. reported a profit of ` 77 lakhs after 30% tax for the financial year 2016-17. An 

analysis of the accounts revealed that the income included extraordinary items of ` 8 lakhs 

and an extraordinary loss of ` 10 lakhs. The existing operations, except for the 

extraordinary items, are expected to continue in the future. In addition, the results of the 

launch of a new product are expected to be as follows: 

 ` In lakhs 

Sales 70 

Material costs 20 

Labour costs 12 

Fixed costs 10 

You are required to: 

(i)  CALCULATE the value of the business, given that the capitalization rate is 14%. 

(ii)  CALCULATE the market price per equity share, assuming Eagle Ltd.‘s share capital 

being comprised of 1,00,000 13% preference shares of ` 100 each and 50,00,000 

equity shares of ` 10 each and the P/E ratio being 10 times. 

Mergers, Acquisitions and Corporate Restructuring 

13.  Yes Ltd. wants to acquire No Ltd. and the cash flows of Yes Ltd. and the merged entity are 

given below: 
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(` In lakhs) 

Year 1 2 3 4 5 

Yes Ltd. 175 200 320 340 350 

Merged Entity 400 450 525 590 620 

 Earnings would have witnessed 5% constant growth rate without merger and 6% with 

merger on account of economies of operations after 5 years in each case. The cost of 

capital is 15%. 

 The number of shares outstanding in both the companies before the merger is the same 

and the companies agree to an exchange ratio of 0.5 shares of Yes Ltd. for each share of 

No Ltd.  

 CALCULATE:  

(i)  The Value of Yes Ltd. before and after merger. 

(ii)  Value of Acquisition and 

(iii)  Gain to shareholders of Yes Ltd. 

Note: PV factor at 15% for years 1-5 are 0.870, 0.756; 0.658, 0.572, 0.497 respectively.  

Theoretical Questions 

14.  (a)  EXPLAIN the key elements of a well-functioning financial system.  

(b)  DESCRIBE the various parameters to identity the currency risk.  

(c)  EXPLAIN the challenges to Efficient Market Theory. 

15.  (a)  DESCRIBE the constituents of International Financial Centers (IFC) 

(b)  EXPLAIN Startup India Initiative 

(c)  LIST the ways to arrange finance for Small and Medium Enterprises. 

SUGGESTED ANSWERS/HINTS 

1. (i) Number of shares to be issued: 5,00,000 

 Subscription price ` 20,00,000 / 5,00,000 = ` 4 

 10   
000,00,15

000,00,20  000,00,30,1  
icePr Ex-right `

``



  

 3  
2

4  - 10  
 ight Value of r 

``
  

Or            = ` 10 – ` 4 = ` 6 
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(ii) Subscription price ` 20,00,000 / 2,50,000 = ` 8 

12   
000,50,12

000,00,20  000,00,30,1  
icePrEx-right `

``
 


  

1   
4

812 
ight Value of r `

 ` ` 
 


 . 

Or    = ` 12 – ` 8 = ` 4 

(iii) The effect of right issue on wealth of Shareholder’s wealth who is holding, say 100 

shares. 

(a) When firm offers one share for two shares held. 

 Value of Shares after right issue (150 X ` 10)   ` 1,500 

 Less: Amount paid to acquire right shares  (50X`4)   `   200 

          `1,300 

(b) When firm offers one share for every four shares held. 

 Value of Shares after right issue (125 X ` 12)   ` 1,500 

 Less: Amount paid to acquire right shares  (25X`8)   `   200 

          `1,300 

(c) Wealth of Shareholders before Right Issue    `1,300 

Thus, there will be no change in the wealth of shareholders from (i) and (ii).  

2. (i) Firm’s Expected or Required Return on Equity 

According to Dividend discount model approach the firm’s expected or required return 

on equity is computed as follows: 

  g  
P

D
  K

0

1
e 

 
Where, 

Ke = Cost of equity share capital or (Firm’s expected or required  

      return on equity share capital)  

 D1 = Expected dividend at the end of year 1 

 P0  = Current market price of the share. 

 g  = Expected growth rate of dividend. 

Now, D1 = D0 (1 + g) or ` 1 (1 + 0.12) or ` 1.12, P0 = ` 20 and g = 12% per annum 

%12  
20

12.1
    KTherefore, e 

 ̀

 ̀
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Or,      Ke = ` 17.6% 

(ii) Firm’s Expected or Required Return on Equity 

 (If dividends were expected to grow at a rate of 20% per annum for 5 years and 10% 

per year thereafter) 

 Since in this situation if dividends are expected to grow at a super normal growth rate 

gs, for n years and thereafter, at a normal, perpetual growth rate of g n beginning in 

the year n + 1, then the cost of equity can be determined by using the following 

formula: 

            

)K + (1

1
 × 

g - K 

 Div
 + 

)K + (1

)g + (1 Div
 = P

           

n
ene

1 + n
t

e

t
s0

n

1 =t 

0 ∑  

 Where, 

 gs = Rate of growth in earlier years. 

 gn = Rate of constant growth in later years.  

 P0  = Discounted value of dividend stream. 

 Ke = Firm’s expected, required return on equity (cost of equity  

      capital). 

 Now, 

 gs  = 20% for 5 years, gn = 10% 

 Therefore,  

            

)K + (1

1
 × 

0.10 - K 

 Div
 + 

)K + (1

0.20) + (1 D
  = P

           

t
ee

1 + 5
t

e

t
0

n

1=t

0 ∑

 

       

 
 K (1

 
0.10 - K

0.10)  (1 
 

 K (1
 

 K (1
 

 K (1
 

 K (1
  

 K (1
   P

          

eeeeeee

0 554321

)

149.2

)

49.2

)

07.2

)

73.1

)

44.1

)

20.1






















 

or P0 =  ` 1.20 (PVF1, Ke) + ` 1.44 (PVF2, Ke) + ` 1.73 (PVF3, Ke) + ` 2.07  

   (PVF4, Ke) + ` 2.49 (PVF5, Ke) + 
0.10 - K

)K ,(PVF 2.74 Rs.

e

e5  
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By trial and error we are required to find out K e 

Now, assume Ke = 18% then we will have  

P0 = ` 1.20 (0.8475) + ` 1.44 (0.7182) + ` 1.73 (0.6086) + ` 2.07 (0.5158) + ` 

2.49 (0.4371) + ` 2.74 (0.4371) 
0.10 - 0.18

1
   

= ` 1.017 + ` 1.034 + ` 1.053 + ` 1.068 + ` 1.09 + ` 14.97 

= ` 20.23 

Since the present value of dividend stream is more than required it indicates that Ke 

is greater than 18%. 

Now, assume Ke = 19% we will have 

P0 = ` 1.20 (0.8403) + ` 1.44 (0.7061) + ` 1.73 (0.5934) + ` 2.07 (0.4986) + ` 

2.49 (0.4190) + ` 2.74 (0.4190) 
0.10 - 0.19

1
   

   = ` 1.008 + ` 1.017 + ` 1.026+ ` 1.032 + ` 1.043 + ` 12.76 

   = ` 17.89 

Since the market price of share (expected value of dividend stream) is ` 20. 

Therefore, the discount rate is closer to 18% than it is to 19%, we can get the exact 

rate by interpolation by using the following formula: 

rΔ × 
HRat NPV-LRat NPV

LRat NPV 
+LR= Ke  

Where,  

 LR = Lower Rate 

NPV at LR = Present value of share at LR 

NPV at HR = Present value of share at Higher Rate 

r  = Difference in rates 

%1 
89.17 23.20

)2023.20
%18K 




  

 `  R`

 ̀ (`  
 e

 

%1  
34.2

23.0
% 18 

`

 ̀
 

 

= 18% + 0.10% = 18.10% 

Therefore, the firm’s expected, or required, return on equity is 18.10%. At this rate 

the present discounted value of dividend stream is equal to the market price of the 

share. 
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3. (i) Computation of Expected Return from Portfolio 

Security Beta  

(β) 

Expected Return (r) 

as per CAPM 

Amount  

(` Lakhs) 

Weights  

(w) 

wr 

Moderate 0.50 8%+0.50(10% - 8%) = 9% 60 0.115 1.035 

Better 1.00 8%+1.00(10% - 8%) = 10% 80 0.154 1.540 

Good 0.80 8%+0.80(10% - 8%) = 9.60% 100 0.192 1.843 

Very Good 1.20 8%+1.20(10% - 8%) = 10.40% 120 0.231 2.402 

Best 1.50 8%+1.50(10% - 8%) = 11% 160 0.308 3.388   

Total    520        1 10.208 

  Thus Expected Return from Portfolio 10.208% say 10.21%. 

Alternatively, it can be computed as follows: 

Average β = 0.50 x
60

520
+ 1.00 x

80

520
+ 0.80 x

100

520
+ 1.20 x

120

520
+ 1.50 x

160

520
= 1.104 

As per CAPM  

= 0.08 + 1.104(0.10 – 0.08) = 0.10208 i.e. 10.208% 

(ii) As computed above the expected return from Better is 10% same as from Nifty, hence 

there will be no difference even if the replacement of security is made. The main logic 

behind this neutrality is that the beta of security ‘Better’ is 1 which clearly indicates 

that this security shall yield same return as market return. 

4. Sharpe Ratio   S = (Rp – Rf)/σp 

Treynor Ratio   T = (Rp – Rf)/βp 

Where, 

  Rp = Return on Fund  

  Rf = Risk-free rate  

  σp = Standard deviation of Fund 

  βp = Beta of Fund 

Reward to Variability (Sharpe Ratio) 

Mutual 
Fund 

Rp Rf Rp – Rf σp Reward to  

Variability 

Ranking 

A 15 6 9 7 1.285 2 

B 18 6 12 10 1.20 3 

C 14 6 8 5 1.60 1 
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D 12 6 6 6 1.00 5 

E 16 6 10 9 1.11 4 

Reward to Volatility (Treynor Ratio) 

Mutual 
Fund 

Rp Rf Rp – Rf βp Reward to 
Volatility 

Ranking 

A 15 6 9 1.25 7.2 2 

B 18 6 12 0.75 16 1 

C 14 6 8 1.40 5.71 5 

D 12 6 6 0.98 6.12 4 

E 16 6 10 1.50 6.67 3 

5.  

Particulars  Adjusted Values  
` crores 

Equity Shares 46.00 

Cash in hand 1.23 

Bonds and debentures not listed 0.80 

Bonds and debentures listed 8.00 

Dividends accrued    0.80 

Fixed income securities 4.50 

Sub total assets (A) 61.33 

Less: Liabilities  

Amount payable on shares 6.32 

Expenditure accrued 0.75 

Sub total liabilities (B) 7.07 

Net Assets Value (A) – (B) 54.26 

No. of units 20,00,000 

Net Assets Value per unit (` 54.26 crore / 20,00,000) ` 271.30 

6. Instead of selling the stock of Reliance Ltd., Ram must cover his Risk by buying or long 

position in Put Option with appropriate strike price. Since Ram’s risk appetite is 5%, the 

most suitable strike price in Put Option shall be ` 950 (` 1000 – 5% of ` 1000). If Ram 

does so, the overall position will be as follows: 
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Spot Price after 1 month Stock Value Put Payoff Initial Cash Flow Total 

S < 950 S 950 – S -8 942 - S 

S > 950 S - -8 S – 8 

Thus, from the above, it can be seen that the value of holding of Ram shall never be less 

than ` 942 as Put Option will compensate for loss below spot price of ` 950. However, this 

strategy will involve a cost of ` 8. 

7. No. of the Future Contract to be obtained to get a complete hedge 

1000

2×40×5000-1.5×22×10000
=

`

``

 

= 
1000

4,00,000- 3,30,000

`

``
= 70 contracts 

 Thus, by purchasing 70 Nifty future contracts to be long to obtain a complete hedge.  

 Cash Outlay 

 = 10000 x ` 22 – 5000 x ` 40 + 70 x ` 1,000 

 = ` 2,20,000 – ` 2,00,000 + ` 70,000 = ` 90,000 

 Cash Inflow at Close Out 

 = 10000 x ` 22 x 0.98 – 5000 x ` 40 x 1.03 + 70 x ` 1,000 x 0.985 

 = ` 2,15,600 – ` 2,06,000 + ` 68,950 = ` 78,550 

 Gain/ Loss  

= ` 78,550 – ` 90,000 = - ` 11,450 (Loss)  

8. On January 28, 2017 the importer customer requested to remit SGD 25 lakhs. 

 To consider sell rate for the bank: 

 US $ =  `45.90 

 Pound 1 = US$ 1.7850 

 Pound 1 =  SGD 3.1575 

 Therefore, SGD 1  =   
`   

 

45.90 * 1.7850

SGD 3.1575
 

 SGD 1  =  `25.9482 

 Add: Exchange margin (0.125%)  ` 0.0324 

   ` 25.9806 

 On February 4, 2017 the rates are 
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 US $ =  ` 45.97 

 Pound 1 = US$ 1.7775 

 Pound 1 =  SGD 3.1380 

 Therefore, SGD 1  = 
`   

 

45.97 * 1.7775

SGD 3.1380
 

 SGD 1  =  ` 26.0394 

 Add: Exchange margin (0.125%)  `    0.0325 

   ` 26.0719 

 Hence, loss to the importer 

 = SGD 25,00,000 (` 26.0719 – ` 25.9806) = ` 2,28,250 

9. Strategy 1: This strategy is covered by High Risk: Low Reward category and worst as it 

leaves all exposures unhedged. Although this strategy does not involve any time and effort, 

it carries high risk. 

Strategy 2: This strategy covers Low Risk: Reasonable reward category as the exposure 

is covered wherever there is anticipated profit otherwise it is left . 

Strategy 3: This strategy is covered by High Risk: High Reward category as to earn profit, 

cancellations and extensions are carried out. Although this strategy leads to high gains but 

it is also accompanied by high risk.  

Strategy 4: This strategy is covered by Low Risk : Low Reward category as company plays 

a very safe game. 

Diagrammatically all these strategies can be depicted as follows: 

Low 

Reward 

High Risk 

High 

Reward 

Strategy 1 Strategy 3 

Strategy 4 Strategy 2 

Low Risk 

10. Financial Analysis whether to set up the manufacturing units in India or not may be carried 

using NPV technique as follows: 

I.  Incremental Cash Outflows 

  $ Million  

Cost of Plant and Machinery 500.00 

Working Capital 50.00 

Release of existing Working Capital (15.00) 

 535.00 
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II. Incremental Cash Inflow after Tax (CFAT) 

(a)  Generated by investment in India for 5 years 

 $ Million  

Sales Revenue (5 Million x $80) 400.00 

Less: Costs  

          Variable Cost (5 Million x $20) 100.00 

           Fixed Cost  30.00 

           Depreciation ($500Million/5) 100.00 

EBIT 170.00 

Taxes@35% 59.50 

EAT 110.50 

Add: Depreciation 100.00 

CFAT (1-5 years) 210.50 

Cash flow at the end of the 5 years (Release of Working Capital) 35.00 

(b)  Cash generation by exports 

 $ Million  

Sales Revenue (1.5 Million x $80) 120.00 

Less: Variable Cost (1.5 Million x $40) 60.00 

Contribution before tax 60.00 

Tax@35%  21.00 

CFAT (1-5 years) 39.00 

(c) Additional CFAT attributable to Foreign Investment 

 $ Million  

Through setting up subsidiary in India  210.50 

Through Exports in India  39.00 

CFAT (1-5 years) 171.50 

III. Determination of NPV  

Year CFAT ($ Million) PVF@12% PV($ Million) 

1-5 171.50 3.6048 618.2232 

5 35 0.5674 19.8590 

   638.0822 

Less: Initial Outflow  535.0000 

   103.0822 

Since NPV is positive the proposal should be accepted. 
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11. Final settlement amount shall be computed by using formula: 

= 
]RR(dtm/DY) + [1

 )FR)(dtm/DY - (N)(RR
  

Where, 

N = the notional principal amount of the agreement; 

RR = Reference Rate for the maturity specified by the contract prevailing on the 

        contract settlement date;  

FR = Agreed-upon Forward Rate; and 

dtm = maturity of the forward rate, specified in days (FRA Days) 

DY = Day count basis applicable to money market transactions which could be 360  or  

      365 days. 

Accordingly,  

 If actual rate of interest after 6 months happens to be 9.60% 

= 
( 60crore) (0.096-0.093) (3/12) 

[1 + 0.096(3/12)]

`
 

= 
( 60crore)(0.00075) 

1.024

`
= ` 4,39,453       

Thus, banker will pay Parker & Co. a sum of ` 4,39,453 

If actual rate of interest after 6 months happens to be 8.80% 

= 
( 60crore) (0.088-0.093) (3/12) 

[1 + 0.088(3/12)]

`
 

= 
( 60crore) (-0.00125) 

1.022

`
= - ` 7,33,855  

Thus Parker & Co. will pay banker a sum of ` 7,33,855       

Actual Rate 9.60% 8.80% 

Interest payable   

` 60 crore x 0.096 x 3/12 (` 1,44,00,000)  

` 60 crore x 0.088 x 3/12  (` 1,32,00,000) 

Compensation Receivable: 

` 60 crore x (0.096 – 0.093) x 3/12 

 

` 4,50,000 
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Compensation Payable: 

` 60 crore x (0.088 – 0.093) x 3/12 

 

 

 

(` 7,50,000) 

Interest Cost to Company (In `) ` 1,39,50,000 ` 1,39,50,000 

Annual Interest Cost to Company (In %) 

(` 1,39,50,000/ ` 60crore) x 12/3 

9.30% 9.30% 

12. (i) Computation of Business Value 

  (` Lakhs) 

Profit before tax 
77

1 0.30
 

 110 

Less: Extraordinary income  (8) 

Add: Extraordinary losses  10 

  112 

Profit from new product (` Lakhs)  

Sales 70  

Less: Material costs   20   

Labour costs    12   

Fixed costs    10 (42)      28 

  140.00 

Less: Taxes @30%  42.00 

Future Maintainable Profit after taxes  98.00 

Relevant Capitalisation Factor  0.14 

Value of Business (`98/0.14) 700 

(ii)  Computation of Market Price of Equity Share 

Future maintainable profits (After Tax) ` 98,00,000 

Less: Preference share dividends 1,00,000 shares of ` 100 @ 13% ` 13,00,000 

Earnings available for Equity Shareholders ` 85,00,000 

No. of Equity Shares 50,00,000 

Earning per share =
` 85,00,000

50,00,000
 = 

` 1.70 

PE ratio 10 

Market price per share ` 17 

 

© The Institute of Chartered Accountants of India



 PAPER – 2 : STRATEGIC FINANCIAL MANAGEMENT 47 

 

13. (i)  Working Notes: 

Present Value of Cash Flows (CF) upto 5 years 

Year 
End 

CF of Yes 
Ltd.  

 
(` lakhs) 

PVF 
@15% 

PV of CF 
 
 

(` lakhs) 

CF of Merged 
Entity 

  
(` lakhs) 

PV of CF of 
Merged 
Entity  

(` lakhs) 

1 175 0.870 152.25 400 348.00 

2 200 0.756 151.20 450 340.20 

3 320 0.658 210.56 525 345.45 

4 340 0.572 194.48 590 337.48 

5 350 0.497 173.95 620 308.14 

   882.44  1679.27 

PV of Cash Flows of Yes Ltd. after the forecast period 

TV5 = 5

e

CF (1 g)

K g




=

350(1 0.05)

0.15 0.05




=

367.50

0.10
= ` 3675 lakhs 

PV of TV5 = ` 3675 lakhs x 0.497 = ` 1826.475 lakhs 

PV of Cash Flows of Merged Entity after the forecast period 

TV5 = 5

e

CF (1 g)

K g




=

620(1 0.06)

0.15 0.06




=

657.20

0.09
= ` 7302.22 lakhs 

PV of TV5 = ` 7302.22 lakhs x 0.497 = ` 3629.20 lakhs 

Value of Yes Ltd. 

 Before merger (` lakhs) After merger (` lakhs) 

PV of CF (1-5 years) 882.440 1679.27 

Add: PV of TV5 1826.475 3629.20 

 2708.915 5308.47 

(ii)  Value of Acquisition 

= Value of Merged Entity – Value of Yes Ltd.  

= ` 5308.47 lakhs – ` 2708.915 lakhs = ` 2599.555 lakhs 

(iii)  Gain to Shareholders of Yes Ltd. 

Share of Yes Ltd. in merged entity = ` 5308.47 lakhs x 
1

1.5
= ` 3538.98 lakhs 
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Gain to shareholder = Share of Yes Ltd. in merged entity – Value of Yes Ltd. before  

          merger  

 = `3538.98 lakhs - `2708.915 = `830.065 lakhs  

14. (a)  Key elements of a well-functioning financial system are explained as below: 

(i)  A strong legal and regulatory environment – Capital market is regulated by 

SEBI which acts a watchdog of the securities market. This has been ensured 

through the passing of SEBI Act, Securities Contract Regulation Act and 

numerous SEBI rules, regulations and guidelines. Likewise money market and 

foreign exchange market is regulated by RBI and this has been ensured through 

various provisions of the RBI Act, Foreign Exchange Management Act etc. Thus, 

a strong legal system protects the rights and interests of investors and acts as 

a most important element of a sound financial system.  

(ii)  Stable money – Money is an important part of an economy. Frequent 

fluctuations and depreciations in the value of money lead to financial crises and 

restrict the economic growth.  

(iii)  Sound public finances and public debt management – Sound public finances 

means setting and controlling public expenditures and increase revenues to fund 

these expenditures efficiently. Public debt management is the process of 

establishing and executing a strategy for managing the government's debt in 

order to raise the required amount of funding. It also includes developing and 

maintaining an efficient market for government securities.  

(iv)  A central bank – A central bank supervises and regulates the operations of the 

banking system. It acts as a banker to the banks and government, manager of 

money market and foreign exchange market and also lender of the last resort. 

The monetary policy of the Central Bank is used to keep the pace of economic 

growth on a higher path.  

(v)  Sound banking system – A well-functioning financial system must have large 

variety of banks both in the private and public sector having both domestic and 

international operations with an ability to withstand adverse national and 

international events. They perform varied functions such as operating the 

payment and clearing system, and foreign exchange market. Banks also 

undertake credit risk analysis and assess the expected risk and return o f a 

project before giving any loan for a proposed project.  

(vi)  Information System – All the participants in the financial system requires 

information at some stage or the other. Proper information disclosure practices 

form basis of a sound financial system for e.g. the corporates has to disclose 

their financial performance in the financial statements. Similarly, at the time of 

initial public offering, the companies have to disclose a host of information 

disclosing their financial health and efficiency.  
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(vii)  Well functioning securities market – A securities market facilitates the 

issuance of both equity and debt. An efficient securities market helps in the 

deployment of funds raised through the capital market to the required sections 

of the economy, lowering the cost of capital for the firms, enhancing liquidity and 

attracting foreign investment. 

(b)  Just like interest rate risk the currency risk is dependent on the Government action 

and economic development. Some of the parameters to identity the currency risk are 

as follows: 

(1) Government Action: The Government action of any country has visual impact 

in its currency. For example, the UK Govt. decision to divorce from European 

Union i.e. Brexit brought the pound to its lowest since 1980’s.  

(2) Nominal Interest Rate: As per interest rate parity (IRP) the currency exchange 

rate depends on the nominal interest of that country. 

(3) Inflation Rate: Purchasing power parity theory discussed in later chapters 

impact the value of currency. 

(4) Natural Calamities: Any natural calamity can have negative impact. 

(5) War, Coup, Rebellion etc.: All these actions can have far reaching impact on 

currency’s exchange rates. 

(6) Change of Government: The change of government and its attitude towards 

foreign investment also helps to identify the currency risk. 

(c)  Challenges to the Efficient Market Theory 

(i)  Information inadequacy – Information is neither freely available nor rapidly 

transmitted to all participants in the stock market. There is a calculated attempt 

by many companies to circulate misinformation. 

(ii)  Limited information processing capabilities – Human information processing 

capabilities are sharply limited. According to Herbert Simon every human 

organism lives in an environment which generates millions of new bits of 

information every second but the bottle necks of the perceptual apparatus does 

not admit more than thousand bits per seconds and possibly much less.  

David Dreman maintained that under conditions of anxiety and uncertainty, with 

a vast interacting information grid, the market can become a giant.  

(iii)  Irrational Behaviour – It is generally believed that investors’ rationality will 

ensure a close correspondence between market prices and intrinsic values. But 

in practice this is not true. J. M. Keynes argued that all sorts of consideration 

enter into the market valuation which is in no way relevant to the prospective 

yield. This was confirmed by L. C. Gupta who found that the market evaluation 

processes work haphazardly almost like a blind man firing a gun. The market 
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seems to function largely on hit or miss tactics rather than on the basis of 

informed beliefs about the long term prospects of individual enterprises.  

(iv)  Monopolistic Influence – A market is regarded as highly competitive. No single 

buyer or seller is supposed to have undue influence over prices. In practice, 

powerful institutions and big operators wield grate influence over the market. 

The monopolistic power enjoyed by them diminishes the competitiveness of the 

market. 

15. (a)  Although there are many constituents for IFC but some of the important constituent 

are as follows: 

(i) Highly developed Infrastructure:  A leading edge infrastructure is prerequisite for 

creating a platform to offer internationally completive financial services.  

(ii) Stable Political Environment:  Destabilized political environment brings country 

risk investment by foreign nationals. Hence, to accelerate foreign participation 

in growth of financial center, stable political environment is prerequisite.  

(iii) Strategic Location:  The geographical location of the finance center should be 

strategic such as near to airport, seaport and should have friendly weather.  

(iv) Quality Life:  The quality of life at the center showed be good as center retains 

highly paid professional from own country as well from outside. 

(v) Rationale Regulatory Framework: Rationale legal regulatory framework is 

another prerequisite of international finance center as it should be fair and 

transparent.  

(vi) Sustainable Economy:  The economy should be sustainable and should possess 

capacity to absorb all the shocks as it will boost investors’ confidence. 

(b)  Startup India scheme was initiated by the Government of India on 16 th of January, 

2016. The definition of startup was provided which is applicable only in case of 

Government Schemes. Startup means an entity, incorporated or registered in India: 

❖ Not prior to five years, 

❖ With annual turnover not exceeding r` 25 crore in any preceding financial 

year, and 

❖ Working towards innovation, development, deployment or commercialization of 

new products, processes or services driven by technology or intellectual 

property. 

Provided that such entity is not formed by splitting up, or reconstruction, of a business 

already in existence. Provided also that an entity shall cease to be a Startup if its 

turnover for the previous financial years has exceeded ` 25 crore or it has completed 

5 years from the date of incorporation/ registration. Provided further that a Startup 

© The Institute of Chartered Accountants of India



 PAPER – 2 : STRATEGIC FINANCIAL MANAGEMENT 51 

 

shall be eligible for tax benefits only after it has obtained certification from the Inter -

Ministerial Board, setup for such purpose.  

(c)  The need for finance can be classified into following types:  

- Long and medium term loans 

- Short term or working capital requirements 

- Risk Capital 

- Seed Capital/Marginal Money 

- Bridge loans 

Financial assistance in India for MSME units is available from a variety of institutions. 

The important ones are: 

(i) Commercial/Regional Rural/Co-operative Banks. 

(ii) SIDBI: Small Industries Development Bank of India (refinance and direct 

lending) 

(iii) SFCs/SIDCs: State Financial Corporations (e.g. Delhi Financial 

Corporation)/State Industrial Development Corporations. 

Long and medium term loans are provided by SFCs, SIDBI and SIDCs. Banks also 

finance term loans. This type of financing is needed to fund purchase of land, 

construction of factory building/shed and for purchase of machinery and equipment. 

The short-term loans are required for working capital requirements, which fund the 

purchase of raw materials and consumables, payment of wages and other immediate 

manufacturing and administrative expenses. Such loans are generally available from 

commercial banks. The commercial banks also sanction composite loan comprising 

of working capital and term loan up to a loan limit of ` 1 crore. 
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PAPER – 3 : ADVANCED AUDITING AND PROFESSIONAL ETHICS 

PART – I : ACADEMIC UPDATE 

(Legislative Amendments / Notifications / Circulars / Rules / Guidelines issued by 

Regulating Authority) 

Chapter 6 - The Company Audit 

1. Additional requirement for claiming exemption under section 141(3)(g) for counting ceiling 

limit is available only if such company has not committed default in filing its financial 

statements under section 137 and annual returns under section 92 of the Act to the 

registrar as per notification dated 13 June 2017. 

2.  Notification No. G.S.R. 583(E) stated that requirements of reporting under section 143(3)(i) 

read Rule 10 A of the Companies (Audit and Auditors) Rules, 2014 o f the Companies Act 

2013 shall not apply to certain private companies. Clarification regarding applicability of 

exemption given to certain private companies under section 143(3)(i) (vide circular no. 

08/2017) clarified that the exemption shall be applicable for those audit reports in respect 

of financial statements pertaining to financial year, commencing on or after 1st April, 2016, 

which are made on or after the date of the said notification.  

3.  As per provisions of Section 143(3)(i) of companies Act, The Auditor Report shall state 

whether the Company has adequate internal financial controls system in place and the 

operating effectiveness of such controls. MCA vide its notification dated 13th June 2017 

(G.S.R. 583(E)) amended the notification of the Government of India, In the ministry of 

corporate of affair, vide no G.S.R. 464(E) dated 05th June 2015 providing exemption from 

Internal Financial Controls to following private companies which is one person Company 

(OPC) or a Small Company; or Which has turnover less than ` 50 Crores as per latest 

audited financial statement or which has aggregate borrowings from banks or financial 

institutions or any body corporate at any point of time during the financial year less then  

` 25 Crore. The above exemption shall be applicable to a private company which has not 

committed a default in filing its financial statements under section 137 of the Companies 

Act 2013 or annual return under section 92 of Act with the Registrar. Further, in section 

143 of the principal Act,(i) in sub-section (1), in the proviso, for the words "its subsidiaries", 

at both the places, the words "its subsidiaries and associate companies" shall be 

substituted; (ii) in sub-section (3), in clause (i), for the words "internal financial controls 

system", the words "internal financial controls with reference to financial statements" shall 

be substituted; (iii) in sub-section (14), in clause (a), for the words "cost accountant in 

practice", the words "cost accountant" shall be substituted. 
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4. Amendment due to Companies (Amendment) Act 2017 

(i)  By virtue of notification dated 21st March 2018, in exercise of the powers conferred 

by sub-section (3) of section 1 of the Companies Act, 2013 (18 of 2013), the Central 

Government hereby appoints the 21st March, 2018 as the date on which the 

provisions of subsections (3) and (11) of section 132 of the said Act shall come into 

force. 

(ii)  As per section 140(2), the auditor who has resigned from the company shall file 

within a period of 30 days from the date of resignation, a statement in the prescribed 

Form ADT–3 (as per Rule 8 of CAAR) with the company and the Registrar, and in 

case of the companies referred to in section 139(5) i.e. Government company,  the 

auditor shall also file such statement with the Comptroller and Auditor-General of 

India, indicating the reasons and other facts as may be relevant with regard to his 

resignation. In case of failure the auditor shall be punishable with fine which shall not 

be less than fifty thousand rupees or the remuneration of the auditor, whichever is 

less, but which may extend to five lakh rupees as per section 140(3). 

(iii)  Under sub-section (3) of section 141 along with Rule 10 of the Companies (Audit and 

Auditors) Rules, 2014 a person who, directly or indirectly, renders any service 

referred to in section 144 to the company or its holding company or its subsidiary 

company shall not be eligible for appointment as an auditor of a company 

(iv)  By virtue of notification dated February 23, 2018, the Central Government has 

exempted the companies engaged in defence production to the extent of application 

of relevant Accounting Standard on segment reporting.  

(v)  The Order for reopening of accounts not to be made beyond eight financial years 

immediately preceding the current financial year unless and until Government has, 

under Section 128(5) issued a direction for keeping books of account longer than 8 

years, reopening of accounts can be made for such longer period.  

(vi)  As per Section 143(3)(i) The auditors of all the companies shall report on the 

adequacy of internal financial control systems and its operating effectives. As per the 

recent amendment, the auditors are required to report on Internal Financial Control 

with reference to financial statements. 

(vii)  Right of access by the auditor of a holding company to the accounts and records of 

the associate company, whose accounts are required to be consolidated. As per the 

recent amendment, this right has been extended to associates also.  

(viii)  Enabling provisions for opportunity of being heard in Section 130  for auditor/ 

Chartered Accountant of the Company. As of now, there is no provision in the section 

for serving notice to the auditor/ chartered accountant in case of reopening of 

accounts. As per the recent amendment in the section has been brought enabling the 

Court/ Tribunal to give notice to any other party/ person concerned.  
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(ix)  Section 147 of the Companies Act, 2013 prescribes following punishments for 

contravention: 

(1) If any of the provisions of sections 139 to 146 (both inclusive) is contravened, 

the company shall be punishable with fine which shall not be less than twenty -

five thousand rupees but which may extend to five lakh rupees and every officer 

of the company who is in default shall be punishable with imprisonment for a 

term which may extend to one year or with fine which shall not be less than ten 

thousand rupees but which may extend to one lakh rupees, or with both.   

(2) If an auditor of a company contravenes any of the provisions of section 139 

section 143, section 144 or section 145, the auditor shall be punishable with fine 

which shall not be less than twenty-five thousand rupees but which may extend 

to five lakh rupees or four times the remuneration of the auditor, which ever 

is less . 

It may be noted that if an auditor has contravened such provisions knowingly or 

willfully with the intention to deceive the company or its shareholders or creditors 

or tax authorities, he shall be punishable with imprisonment for a term which 

may extend to one year and with fine which shall not be less than fifty 

thousand rupees but which may extend to twenty-five lakh rupees or eight 

times the remuneration of the auditor, which every is less 

(3)  Where an auditor has been convicted under sub-section (2), he shall be liable 

to:-  

(i) refund the remuneration received by him to the company;  

(ii) and pay for damages to the company statutory bodies or authorities or to 

members or the creditors of the Company for loss arising out of incorrect 

or misleading statements of particulars made in his audit report.  

(4)  The Central Government shall, by notification, specify any statutory body or 

authority of an officer for ensuring prompt payment of damages to the company 

or the persons under clause (ii) of sub-section (3) and such body, authority or 

officer shall after payment of damages the such company or persons file a report 

with the Central Government in respect of making such damages in such manner 

as may be specified in the said notification. 

(5) Where, in case of audit of a company being conducted by an audit firm, it is 

proved that the partner or partners of the audit firm has or have acted in a 

fraudulent manner or abetted or colluded in an  fraud by, or in relation to or by, 

the company or its directors or officers, the liability, whether civil criminal as 

provided in this Act or in any other law for the time being in force, for such act 

shall be the partner or partners concerned of the audit f irm and of the firm jointly 

and severally Provided that in case of criminal liability of an audit firm, in respect 
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of liability other than fine, the concerned partner or partners, who acted in a 

fraudulent manner or abetted or, as the case may be, colluded in any fraud 

shall only be liable. 

Chapter 15 - Audit under Fiscal Laws: 

I. Audit provisions under Indirect Tax Laws 

AMENDMENT IN CLAUSE 31(d) & (e) OF FORM 3CD 

• Clause 31 (d): Particulars of repayment of loan or deposit or any specified advance in an 
amount exceeding the limit specified in section 269T received otherwise than by a cheque 
or bank draft or use of electronic clearing system through a bank account during the 
previous year:-  

(i) name, address and Permanent Account Number (if available with the assessee) 
of payer;  

(ii)  amount of loan or deposit or any specified advance received otherwise than by a 
cheque or bank draft or use of electronic clearing system through a bank account 
during the previous year.  

• Clause 31 (e): Particulars of repayment of loan or deposit or any specified advance in an 

amount exceeding the limit specified in section 269T received by a cheque or bank draft 

which is not an account payee cheque or account payee bank draft during the previous 

year: 

(i)  name, address and Permanent Account Number (if available with the assessee) 

of the payer;  

(ii)  amount of loan or deposit or any specified advance received by a cheque or a bank 

draft which is not an account payee cheque or account payee bank draft during the 

previous year.  

(Particulars at (c), (d) and (e) need not be given in the case of a repayment of any loan or 

deposit or any specified advance taken or accepted from the Government, Government 

company, banking company or a corporation established by the Central, State or Provincial 

Act).  

II. Audit provisions under Indirect Tax Laws 

Audit of Accounts [Section 35(5) read alongwith section 44(2) and rule 80]  

As per sub-section 5 of section 35 read alongwith section 44(2) and rule 80 of the CGST Rules, 

2017, every registered person must get his accounts audited by a Chartered Accountant or a 

Cost Accountant if his aggregate turnover* during a FY exceeds `  2 crores.  
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*Meaning of Aggregate Turnover as defined under section 2(6) of the CGST Act: 

Includes  Value of all outward supplies 

- Taxable supplies 

-  Exempt supplies 

-  Exports 

-  Inter-State supplies of persons having 
the same PAN be computed on all India 
basis. 

Excludes the following:-CGST 

- SGST 

- UTGST 

- IGST 

- Compensation cess 

- Value of inward supplies on which tax is 
payable under reverse charge 

 

Chapter 22 - Code of Ethics 

Recent Decisions of Ethical Standards Board 

1. A Chartered Accountant in practice may be an equity research adviser, but he cannot 

publish retail report, as it would amount to other business or occupation.  

2. A Chartered Accountant, who is a member of a Trust, cannot be the auditor of the said 

trust. 

3. A Chartered Accountant in practice may engage himself as Registration Authority (RA) for 

obtaining digital signatures for clients. 

4. A Chartered accountant can hold the credit card of a bank when he is also the auditor of 

the bank, provided the outstanding balance on the said card does not exceed rupees 10000 

beyond the prescribed credit period limit on credit card given to him.  

5. A Chartered Accountant in practice can act as mediator in Court, since acting as a 

“mediator” would be deemed to be covered within the meaning of “arb itrator’; which is inter-

alia permitted to members in practice as per Regulation 191 of the Chartered Accountants 

Regulations, 1988. 

6. A Chartered Accountant in practice is not permitted to accept audit assignment of a bank 

in case he has taken loan against a Fixed Deposit held by him in that bank. 

7. The Ethical Standards Board in 2013 generally apply the stipulations contained in the then 

amended Rule 11U of Income Tax generally, wherein statutory auditor /tax auditor cannot 

be the valuer of unquoted equity shares of the same entity. 

 The Board has at its recent Meeting (January, 2017) has reviewed the above, and decided 

that where law prohibits for instance in the Income Tax Act and the rules framed 

thereunder, such prohibition on statutory auditor/tax auditor to be the valuer will continue, 

but where there is no specific restriction under any law, the said eventuality will be 

permissible, subject to compliance with the provisions, as contained in the Code of Ethics 

relating to independence. 
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8. The Ethical Standards Board had in 2011 decided that it is not permissible for a member 

who has been Director of a Company, upon resignation from the Company to be appointed 

as an auditor of the said Company, and the cooling period for the same may be 2 years.  

 The Board has at its recent Meeting (January, 2017) has reviewed the above, and noted 

that the Section 141 of Companies Act, 2013 on disqualification of auditors does not 

mention such prohibition; though threats pertaining to the said eventuality have been 

mentioned in Code of Ethics. 

 Further, the Board was of the view that a member may take decision in such situation 

based on the provisions of Companies Act, 2013 and provisions of Code of Ethics.  

9. A chartered accountant in practice cannot become Financial Advisors and receive 

fees/commission from Financial Institutions such as Mutual Funds, Insurance Companies, 

NBFCs etc. 

10. A chartered accountant cannot exercise lien over the client documents/records for non -

payment of his fees. 

11. It is not permissible for CA Firm to print its vision and values behind the visiting cards, as 

it would result in solicitation and therefore would be violative of the provisions of Clause 

(6) of Part-I of First Schedule to the Chartered Accountants Act, 1949. 

12. It is not permissible for chartered accountants in practice to take agencies of UTI, GIC or 

NSDL. 

13. It is permissible for a member in practice to be a settlor of a trust.  

14. A member in practice cannot hold Customs Brokers Licence under section 146 of the 

Customs Act, 1962 read with Customs Brokers Licensing Regulations, 2013 in terms of 

the provisions of Code of Ethics. 

15. A Chartered accountant in service may appear as tax representative before tax authorities 

on behalf of his employer, but not on behalf of other employees of the employer. 

16. A chartered accountant who is the statutory auditor of a bank cannot for the same financial 

year accept stock audit of the same branch of the bank or any of the branches of the same 

bank or sister concern of the bank, for the same financial year. 

17. A CA Firm which has been appointed as the internal auditor of a PF Trust by a Government 

Company cannot be appointed as its Statutory Auditor. 

18. A concurrent auditor of a bank ‘X’ cannot be appointed as statutory auditor of bank ‘Y’, 

which is sponsored by ‘X’. 

19. A CA/CA Firm can act as the internal auditor of a company & statutory auditor of its 

employees PF Fund under the new Companies Act (2013).  
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20. The Ethical Standards Board while noting that there is requirement for a Director u/s 149(3) 

of the Companies Act, 2013 to reside in India for a minimum period of 182 days in the 

previous calendar year, decided that such a Director would be within the scope of Director 

Simplicitor (which is generally permitted as per ICAI norms), i f he is non – executive 

director, required in the Board Meetings only, and not paid any remuneration except for 

attending such Board Meetings. 

Note: Students are also advised to refer RTP of Paper 1 Financial Reporting (for AS, Ind AS 

and other updates) and Paper 4 Part A -Corporate Laws (for academic updates relating to 

Company Law). 

PART – II : QUESTIONS AND ANSWERS 

QUESTIONS 

Standards on Auditing, Statements and Guidance Notes 

1. (a)  In the course of audit of ZED Ltd, its auditor wants to rely on audit evidence 

obtained in previous audit in respect of effectiveness of internal controls instead of 

retesting the same during the current audit. As an advisor to the auditor kindly 
caution him about the factors that may warrant a re-test of controls.   

 (b) In audit plan for TELCO Ltd, as the audit partner you want to highlight the sources 

of misstatements arising from other than fraud to your audit team and caution them. 

Identify the sources of misstatements. 

 (c) CA. Ashutosh has been appointed as an auditor of Awesome Health Ltd. for the 

financial year 2017-18 which was audited by CA. Amrawati in 2016-17. As the Auditor 

of Awesome Health Ltd., state the steps that CA. Ashutosh would take to ensure that 

the Closing Balances of the financial year 2016-17 have been brought to account in 

2017-18 as Opening Balances and the Opening Balances do not contain any 

misstatements. 

2. (a)  JIO Ltd. is a mobile phone operating company. Barring the marketing function it had 

outsourced the entire operations like maintenance of mobile infrastructure, customer 

billing, payroll, accounting functions, etc. Assist the auditor of JIO Ltd. as to how he 

can obtain an understanding of how JIO Ltd. uses the services of the outsourced 

agency in its operations.  

 (b) M/s Innocent Limited has entered into a transaction on 25th February, 2018, near 

year-end, whereby it has agreed to pay ` 5 lakhs per month to Mr. Yuvraj as annual 

retainer-ship fee for "engineering consultation". No amount was actually paid, but ` 

60 lakhs is provided in books of account as on March 31, 2018.  

  Your inquiry elicits a response that need-based consultation was obtained round the 

year, but there is no documentary or other evidence of receipt of the service. As the 

auditor of M/s Innocent Limited, what would be your approach? 
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Audit Planning Strategy and Execution 

3. (a)  Key phases in the audit execution stage are Execution Planning, Risk and Control 
Evaluation, Testing and Reporting. Explain. 

 (b)  KRP Ltd., at its annual general meeting, appointed Mr. X, Mr. Y and Mr. Z as joint 
auditors to conduct auditing for the financial year 2017-18. For the valuation of 
gratuity scheme of the company, Mr. X, Mr. Y and Mr. Z wanted to refer their own 
known actuaries. Due to difference of opinion, all the joint auditors consulted their 
respective actuaries. Subsequently, major difference was found in the actuary 
reports. However, Mr. X agreed to Mr. Y’s actuary report, though, Mr. Z did not. Mr. 
X contends that Mr. Y’s actuary report shall be considered in audit report due to 
majority of votes. Now, Mr. Z is in dilemma. Explain the responsibility of auditors, in 
case, report made by Mr. Y’s actuary, later on, found faulty.  

Risk Assessment and Internal Control 

4. During the course of audit, the auditor noticed material weaknesses in the internal control 

system and he wishes to communicate the same to the management. You are required to 

elucidate the important points the auditor should keep in the mind while drafting the letter 

of weaknesses in internal control system. 

Special Aspects of Auditing in an Automated Environment  

5. A real-time environment is a type of automated environment in which business operations 

and transactions are initiated, processed and recorded immediately as they happen without 

delay. It has several critical IT components that enable anytime, anywhere transactions to 

take place. You are required to name the components and its example of real-time 

environment. 

The Company Audit 

6.  (a) Miranda Spinning Mills Ltd. is a sick company and has accumulated losses of ` 10 
crores. The company has ` 12 crores in its share Premium Account. The 
Management desires to adjust the accumulated losses against the share premium 
balance. Advise the company giving your reasons.  

 (b)  Comment on the following with reference to Schedule III to the Companies Act, 2013:  

(i)  A company has disclosed performance guarantee and counter guarantees as 
Contingent Liabilities. 

(ii) The parent company has recognized in the current year’s financial statement, 
dividend declared by its subsidiary after the balance sheet date.  

Audit Report  

7. “When the auditor modifies the audit opinion, the auditor shall use the heading “Qualified 

Opinion,” “Adverse Opinion,” or “Disclaimer of Opinion,” as appropriate, for the Opinion 
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section.” As an expert you are required to brief the special considerations required for 

expressing:  

(a)  Qualified Opinion;  

(b)  Adverse Opinion and  

(c)  Disclaimer of Opinion. 

Audit Reports and Certificates for Special Purpose Engagement 

8. “There are numerous situations where regulatory authorities like SEBI, ROC, Income Tax, 

Central Board of Excise and Customs (CBEC), Reserve Bank of India etc. requires a 

professional accounting firm or the statutory auditor of the organization to provide opinion 

on certain specific matters which are provided by the organisation as part of statutory 

requirements.” In view of above give few examples of various types of Certificates 

produced before such regulating authorities. 

Audit Committee and Corporate Governance 

9. Irregular Limited, a company incorporated in India has six members in its Audit Committee. 

Due to recessionary conditions in India the revenue of the company is going down and 

there is slow down in other activities of the company. Therefore, it was expected that there 

would not be significant work for members of the Audit Committee. Considering the overall 

recession in the company and the economy, the members of the Committee decided 

unanimously to meet once in a year only on March 31, 2018. They reviewed monthly 

information system of the Company and found no errors. As an auditor of Irregular Limited 

would you consider the decision taken by the Audit Committee is in line with the SEBI  

(Listing Obligations and Disclosure Requirements) Regulations, 2015? 

Audit of Consolidated Financial Statements  

10. Moon Ltd. acquired 51% shares of Star Ltd. during the year ending 31-3-2017. During the 

financial year 2017-18 the 20% shares of Star Ltd. were sold by Moon Ltd. Moon Ltd. while 

preparing the financial statements for the year ending 31-3-2017 and 31-3-2018 did not 

consider the financial statements of Star Ltd. for consolidation. As a statutory auditor how 

would you deal with it? 

Audit of Banks  

11. Your firm has been appointed as Central Statutory Auditors of a  Nationalised Bank. The 

Bank follows financial year as accounting year. State your views on the following issues 

which were brought to your notice by your Audit Manager:  

(a) The bank has recognised on accrual basis income from dividends on securities and 

Units of Mutual Funds held by it as at the end of financial year. The dividends on 

securities and Units of Mutual Funds were declared after the end of financial year.  
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(b) The bank is a consortium member of Cash Credit Facilities of ` 50 crores to X Ltd. 

Bank's own share is ` 10 crores only. During the last two quarters against a debit of  

` 1.75 crores towards interest the credits in X Ltd's account are to the tune of  

` 1.25 crores only. Based on the certificate of lead bank, the bank has classified the 

account of X Ltd as performing. 

Audit of Insurance Companies 

12. Auditors should evaluate various sub-processes, employed by the Insurance Companies 

in accounting of premiums like collection of premium from the policy holders, booking of 

premium, banking, accounting and reconciliation of the same. In view of above, you are 

required to briefly discuss some illustrative points, auditors are required to follow during 

the Audit of Accounting of Premiums in case of Life Insurance Companies.  

Audit of Non-Banking Financial Companies 

13.  You are appointed as the auditor of a NBFC which is an Investment company registered 

with RBI. What shall be the special points to be covered for the audit of NBFC in case of 

Investment companies?  

Audit under Fiscal Laws 

14. (a)  You are doing the tax audit of a Limited Company. After submission of Tax Audit 

Report, management notices that there was apparent mistake of law and due to this 

mistake, revised the final accounts. As a tax auditor, company seeks your opinion 

whether the tax audit can also be revised or not. 

(b)  XYZ Limited is looking for an auditor for getting it accounts audited as per GST. Being 

an expert in the indirect taxes field XYZ Limited is seeking your advice on types of 

audit to be envisage as per GST Law. Explain. 

Special Audit Assignments 

15. (a) You are advisor of a Listed Company. The audit committee has recommended 

Environment Audit of the company to the management. Now, management wants to 

know what does an Environment Audit involve and how it can benefit the company? 

(b)  Write a short note on Volatility Margin, its computation and its application.  

Audit of Public Sector Undertaking 

16. “A performance audit is an objective and systematic examination of evidence for the 

purpose of providing an independent assessment of the performance of a government 

organization, program, activity, or function in order to provide information to improve public 

accountability and facilitate decision-making by parties with responsibility to oversee or 

initiate corrective action.” Briefly discuss the issues addressed by Performance Audits 

conducted in accordance with the guidelines issued by C&AG. 
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Internal Audit, Management and Operational Audit 

17. Many modern enterprises have become huge and sophisticated. This has resulted in 

decentralisation of their activities and different type of audits. You are required to explain 

the difference to the management: 

(a) Internal & Operational Audit. 

(b) Management Audit & Operational Audit. 

(c) Financial Audit & Operational Audit. 

Due Diligence, Investigation and Forensic Audit 

18. A nationalised bank received an application from an export company seeking sanction of 

a term loan to expand the existing sea food processing plant. In this connection, the 

General Manager, who is in charge of Advances, approaches you to conduct a thorough 

investigation of this limited company and submit a confidential report based on which he 

will decide whether to sanction this loan or not. 

 List out the points you will cover in your investigation before submitting your report to the 

General Manager. 

Professional Ethics 

19. Comment on the following with reference to the Chartered Accountants Act, 1949 and 

schedules thereto: 

(a) CA Kumar who is contesting Central Council Elections of Institute, engages his  

Articled Assistant for his election campaigning promising him that he will come in 

contact with influential people which will help to enhance his career after completion 

of his training period. 

(b) A Chartered Accountant in practice, empanelled as IP (Insolvency Professional) has 

mentioned the same on his visiting cards, letter heads and other communications 

also. Mr. A, who is residing in his neighbourhood has filed a complaint for professional 

misconduct against the said member for such mention of insolvency professional on 

circulations. 

(c) Mr. P, a Chartered Accountant in practice entered into a partnership with Mr. L, an 

advocate for sharing of fees for work sent by one to the other. However, due to some 

disputes, the partnership was dissolved after 1 month without any fees having been 

received. 

(d) Mr. D, a practicing Chartered Accountant, did not complete his work relating to the 

audit of the accounts of a company and had not submitted his audit report in due time 

to enable the company to comply with the statutory requirements. 
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20.  Write a short note on the following: 

(a) The purpose of communicating key audit matters.  

(b) Objective of Quality Review 

(c) Stepwise approach adopted by the Peer reviewer.  

(d) Auditor's responsibilities regarding comparatives. 

SUGGESTED ANSWERS/HINTS 

1. (a) As per SA 330 on “The Auditor’s Responses to Assessed Risks” , changes may 

affect the relevance of the audit evidence obtained in previous audits such that there 

may no longer be a basis for continued reliance.  

 The auditor’s decision on whether to rely on audit evidence obtained in previous 

audits for control is a matter of professional judgment. In addition, the length of time 

between retesting such controls is also a matter of professional judgment.  

 Factors that may warrant a re-test of controls are- 

(i) A deficient control environment.  

(ii) Deficient monitoring of controls. 

(iii) A significant manual element to the relevant controls.  

(iv) Personnel changes that significantly affect the application of the control.  

(v) Changing circumstances that indicate the need for changes in the control.  

(vi) Deficient general IT-controls. 

(b) According to SA 450 “Evaluation of Misstatements identified during the Audit”, 

the following are the sources of misstatements arising from other than fraud - 

(i)  An inaccuracy in gathering or processing data from which the financial 

statements are prepared;  

(ii)  An omission of an amount or disclosure;  

(iii)  An incorrect accounting estimate arising from overlooking, or clear 

misinterpretation of facts; and  

(iv)  Judgments of management concerning accounting estimates that the auditor 

considers unreasonable or the selection and application of accounting policies  

that the auditor considers inappropriate.  

(c) Obtaining sufficient appropriate audit evidence while conducting Initial Audit 

Engagement: According to SA 510 on “Initial Audit Engagements- Opening 

Balances”, the objective of the Auditor while conducting an initial audit engagement 
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with respect to opening balances is to obtain sufficient appropriate audit evidence so 

that the-  

(i) opening balances of the preceding period have been correctly brought forward 

to the current period; 

(ii) opening balances do not contain any misstatement that materially affect the 

current period’s financial statements; and  

(iii) appropriate accounting policies reflected in the opening balances have been 

consistently applied in the current period’s financial statements, or changes 

thereto are properly accounted for and adequately presented and disclosed in 

accordance with the applicable financial reporting framework. 

 Being a new assignment, audit evidence regarding opening balances can be obtained 

by perusing the copies of the audited financial statements. 

 For current assets and liabilities, some audit evidence about opening balances may 

be obtained as part of the current period’s audit procedures. For example, the 

collection/ payment of opening accounts receivable/ accounts payable during the 

current period will provide some audit evidence of their existence, rights and 

obligations, completeness and valuation at the beginning of the period.  

 In respect of other assets and liabilities such as property plant and equipment, 

investments, long term debts, the auditor will examine the records relating to opening 

balances.  The auditor may also be able to get the confirmation from third parties 

(e.g., balances of long term loan obtained from banks can be confirmed from the Bank 

Loan statement). 

2. (a) As per SA 402 on “Audit Considerations Relating to an Entity Using a Service 

Organisation”, when obtaining an understanding of the user entity in accordance 

with SA 315 “Identifying and Assessing the Risks of Material Misstatement through  

Understanding the Entity and its Environment”, the user auditor shall obtain an 

understanding of how a user entity uses the services of a service organisation in the 

user entity’s operations, including: 

(i) The nature of the services provided by the service organisation and the 

significance of those services to the user entity, including the effect thereof on 

the user entity’s internal control; 

(ii) The nature and materiality of the transactions processed or accounts or financial 

reporting processes affected by the service organisation;  

(iii) The degree of interaction between the activities of the service organisation and 

those of the user entity; and 

(iv) The nature of the relationship between the user entity and the service 

organisation, including the relevant contractual terms for the activities 

undertaken by the service organisation. 
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(b) As per SA 240 on “The Auditor’s Responsibilities Relating to Fraud in an Audit 

of Financial Statements”, fraud can be committed by management overriding 

controls using such techniques as Recording fictitious journal entries, particularly 

close to the end of an accounting period, to manipulate operating results or achieve 

other objectives. 

 Keeping in view the above, it is clear that Company has passed fictitious journal  

entries near year end to manipulate the operating results. Also Auditor’s enquiry 

elicited a response that need-based consultation was obtained round the year, but 

there is no documentary or other evidence of receipt of the service, is not acceptable.  

 Accordingly, the auditor would adopt the following approach- 

 If, as a result of a misstatement resulting from fraud or suspected fraud, the auditor 

encounters exceptional circumstances that bring into question the auditor’s ability to 

continue performing the audit, the auditor shall: 

(i) Determine the professional and legal responsibilities applicable in the 

circumstances, including whether there is a requirement for the auditor to report 

to the person or persons who made the audit appointment or, in some cases, to 

regulatory authorities; 

(ii) Consider whether it is appropriate to withdraw from the engagement, where 

withdrawal from the engagement is legally permitted; and 

(iii) If the auditor withdraws: 

(1) Discuss with the appropriate level of management and those charged with 

governance, the auditor’s withdrawal from the engagement and the 

reasons for the withdrawal; and 

(2) Determine whether there is a professional or legal requirement to report to 

the person or persons who made the audit appointment or, in some cases, 

to regulatory authorities, the auditor’s withdrawal from the engagement and 

the reasons for the withdrawal. 

 Further, as per section 143(12) of the Companies Act, 2013, if an auditor of a company, in 

the course of the performance of his duties as auditor, has reason to believe that an offence 

involving fraud is being or has been committed against the company by officers or 

employees of the company, he shall immediately report the matter to the Central 

Government (in case amount of fraud is ` 1 crore or above)or Audit Committee or Board 

in other cases (in case the amount of fraud involved is less than ` 1 crore) within such time 

and in such manner as may be prescribed. 

 The auditor is also required to report as per Clause (x) of Paragraph 3 of  CARO, 2016, 

Whether any fraud by the company or any fraud on the company by its officers or 

employees has been noticed or reported during the year; If yes, the nature and the amount 

involved is to be indicated. 
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3. (a)  Key phases in the audit execution stage are Execution Planning, Risk and 

Control Evaluation, Testing and Reporting. 

 

Image showing Stages of Audit Execution 

1.  Execution Planning: Prior to commencement of an audit engagement, it is 

important to lay down the roadmap for audit execution to ensure timely and 

quality audit results. The auditors need to plan their work in order to carry out 

the audit in an effective, efficient and timely manner. A detailed audit program 

is prepared laying down the audit objectives, scope and audit approach. The 

manpower requirement, audit team qualifications, and the time element, etc. are 

some of the important considerations during execution planning. In order to plan 

effectively, the auditor may need some more information about the audit area. 

A preliminary survey would help in gathering the required information.  

2.  Risk and Control Evaluation: For each segment of audit, the auditors should 

conduct a detailed risk and control assessment i.e. list the risks that must be 

reviewed in that segment, capture for each risk the controls that exist or those 

that are needed to protect against the risk and show for each control, the work 

steps required to test the effectiveness of the controls. While making Risk & 

Control assessment it is necessary to borne in mind Materiality levels as the 

same is linked with Audit Risks. 

3   Testing: Once a comprehensive understanding is gained of the key risks and 

the controls to be evaluated in a given audit area, the auditors should test the 

operating effectiveness of the controls to determine whether controls are 

operating as designed. There are multiple test methods which can be used to 

arrive at the conclusions on the effectiveness of the controls  

4   Reporting: SA 700, “Forming an Opinion and Reporting on Financial 

Statements” establishes standards on the form and content of the auditor’s 

report issued as a result of an audit performed by an auditor of the financial 

statements of an entity. The auditor should review and assess the conclusions 

drawn from the audit evidence obtained as the basis for the expression of an 

opinion on the financial statements. This review and assessment involves 

considering whether the financial statements have been prepared in accordance 

with an acceptable financial reporting framework applicable to the entity under 

audit. It is also necessary to consider whether the financial statements comply 

Execution 
Planning

Risk and 
Control 

Evaluation, 
Testing Reporting
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with the relevant statutory requirements such as compliance of Provisions & 

Enactments of the Company Law, Accounting Standards framed by ICAI, latest 

Guidelines etc. 

 The auditor’s report should contain a clear written expression of opinion on the 

financial statements taken as a whole. A measure of uniformity in the form and 

content of the auditor’s report is desirable because it helps to promote the 

reader’s understanding of the auditor’s report and to identify unusual 

circumstances when they occur. A statute governing the entity or a regulator 

may require the auditor to include certain matters in the audit report or prescribe 

the form in which the auditor should issue his report.  

5  Other Important Considerations: In addition to above, there are certain other 

consideration which auditor is required to take care while executing the audit  

such as using the work of other auditor, using the work of an auditor’s expert 

etc. 

(b) Using the work of an Auditor’s Expert: As per SA 620 “Using the Work of an Auditor’s 

Expert”, the expertise of an expert may be required in the actuarial calculation o f liabilities 

associated with insurance contracts or employee benefit plans etc., however, the auditor 

has sole responsibility for the audit opinion expressed, and that responsibility is not 

reduced by the auditor’s use of the work of an auditor’s expert.  

 The auditor shall evaluate the adequacy of the auditor’s expert’s work for the auditor’s 

purposes, including the relevance and reasonableness of that expert’s findings or 

conclusions, and their consistency with other audit evidence as per SA 500.  

 Further, in view of SA 620, if the expert’s work involves use of significant assumptions 

and methods, then the relevance and reasonableness of those assumptions and 

methods must be ensured by the auditor and if the expert’s work involves the use of 

source data that is significant to that expert’s work, the relevance, completeness, and 

accuracy of that source data in the circumstances must be verified by the auditor.  

 In the instant case, Mr. X, Mr. Y and Mr. Z, jointly appointed as an auditor of KRP 

Ltd., referred their own known Actuaries for valuation of gratuity scheme. Actuaries 

are an auditor’s expert as per SA 620. Mr. Y’s referred actuary has provided the 

gratuity valuation report, which later on found faulty. Further, Mr. Z is not agreed with 

this report therefore he submitted a separate audit report specifically for such gratuity 

valuation.  

 In such situation, it was duty of Mr. X, Mr. Y and Mr. Z, before using the gratuity 

valuation report of Actuary, to ensure the relevance and reasonableness of 

assumptions and methods used. They were also required to examine the relevance, 

completeness and accuracy of source data used for such report before expressing 

their opinion. 
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 Mr. X and Mr. Y will be held responsible for grossly negligence and using such faulty  

report without examining the adequacy of expert actuary’s work whereas Mr. Z will 

not be held liable for the same due to separate opinion expressed by him.  

4. Important Points to be kept in Mind While Drafting Letter of Weakness:  As per SA 

265, “Communicating Deficiencies in Internal Control to Those who Charged with 

Governance and Management”, the auditor shall include in the written communication of 

significant deficiencies in internal control - 

(i) A description of the deficiencies and an explanation of their potential effects; and  

(ii) Sufficient information to enable those charged with governance and management to 

understand the context of the communication. 

 In other words, the auditor should communicate material weaknesses to the management 

or the audit committee, if any, on a timely basis. This communication should be, preferably, 

in writing through a letter of weakness or management letter. Important points with regard 

to such a letter are as follows- 

(1) The letter lists down the area of weaknesses in the system and offers suggestions for 

improvement. 

(2) It should clearly indicate that it discusses only weaknesses which have come to the 

attention of the auditor as a result of his audit and that his examination has not been 

designed to determine the adequacy of internal control for management.  

(3) This letter serves as a valuable reference document for management for the purpose 

of revising the system and insisting on its strict implementation. 

(4) The letter may also serve to minimize legal liability in the event of a major defalcation 

or other loss resulting from a weakness in internal control.  

5.  Real Time Environment: IT Components: To facilitate transactions in real-time, it is 

essential to have the systems, networks and applications available during all times. A real-

time environment has several critical IT components that enable anytime, anywhere 

transactions to take place. Any failure even in one component could render the real-time 

system unavailable and could result in a loss of revenue. IT Components  include: 

(i)  Applications: For example, ERP applications SAP, Oracle R12, Core banking 

applications. 

(ii)  Middleware.: For example, Webservers like Apache, ATM switches.  

(iii)  Networks: For example, Wide Area Networks, Internet hosting. 

(iv)  Hardware: For example, Data centers, Backup and Storage devices, Power supply.  

6. (a) Application of Share Premium Account: Section 52 of the Companies Act, 2013 

(herein after referred as the Act) deals with the application of premium received on 

issue of shares.  Sub-section (1) of the said section provides that where a company 

issues shares at a premium, whether for cash or otherwise, a sum equal to the 
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aggregate amount of the premium received on those shares shall be transferred to 

an account called “Securities Premium Account” and the provisions of this Act relating 

to reduction of share capital of a company except as provided in this sect ion shall 

apply as if the securities premium account was the paid up share capital of the 

company.  Sub-section (2) of the said section provides that notwithstanding anything 

contained in sub-section (1), securities premium account may be applied by the 

company for issue of bonus shares; writing off the preliminary expenses; writing off 

the expenses of, or the commission paid or discount allowed on, any issue of shares 

or debentures of the company; in providing for the premium payable on redemption 

of any redeemable preference shares or any debentures of the company; for the 

purchase of its own shares or other securities.  In view of these provisions of the 

Companies Act, 2013, it is not permitted to adjust its accumulated losses against the 

securities premium account. 

(b) (i)  A contingent liability in respect of guarantees arises when a company issues 

guarantees to another person on behalf of a third party e.g. when it undertakes 

to guarantee the loan given to a subsidiary or to another company or gives a 

guarantee that another company will perform its contractual obligations.  

 However, where a company undertakes to perform its own obligations, and for 

this purpose issues, what is called a "guarantee", it does not represent a 

contingent liability and it is misleading to show such items as contingent 

liabilities in the Balance sheet. For various reasons, it is customary for 

guarantees to be issued by Bankers e.g. for payment of insurance premia, 

deferred payments to foreign suppliers, letters of credit, etc. For this purpose, 

the company issues a "counter-guarantee" to its Bankers. Such "counter-

guarantee" is not really a guarantee at all, but is an undertaking to perform what 

is in any event the obligation of the company, namely, to pay the insurance 

premia when demanded or to make deferred payments when due.  

 Hence, such performance guarantees and counter-guarantees should not be 

disclosed as contingent liabilities.  

(ii)  The Schedule III does not prescribe to recognise dividend declared by subsidiary 

company as given in the scenario. Accordingly, dividend income from subsidiary 

companies should be recognised in accordance with AS-9, i.e. only when they 

have a right to receive the same on or before the Balance sheet date. Normally, 

the right to receive is established only when the dividend is approved by the 

shareholder at the AGM of the investee company. Therefore, treatment done by 

the company is not in order. 

7. (a)  Special consideration required for expressing Qualified Opinion: When the 

auditor expresses a qualified opinion due to a material misstatement in the financial 

statements, the auditor shall state that, in the auditor’s opinion, except for the effects 

of the matter(s) described in the Basis for Qualified Opinion section:  
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(i) When reporting in accordance with a fair presentation framework, the 

accompanying financial statements present fairly, in all material respects (or 

give a true and fair view of) […] in accordance with [the applicable financial 

reporting framework]; or 

(ii) When reporting in accordance with a compliance framework, the accompanying 

financial statements have been prepared, in all material respects, in accordance 

with [the applicable financial reporting framework]. 

 When the modification arises from an inability to obtain sufficient appropriate audit 

evidence, the auditor shall use the corresponding phrase “except for the possible 

effects of the matter(s) ...” for the modified opinion.  

(b)  Special consideration needed for expressing Adverse Opinion: When the auditor 

expresses an adverse opinion, the auditor shall state that, in the auditor’s opinion, 

because of the significance of the matter(s) described in the Basis for Adverse 

Opinion section: 

(i) When reporting in accordance with a fair presentation framework, the 

accompanying financial statements do not present fairly (or give a true and fair 

view of) […] in accordance with [the applicable financial reporting framework]; 

or 

(ii) When reporting in accordance with a compliance framework, the accompanying 

financial statements have not been prepared, in all material respects, in 

accordance with [the applicable financial reporting framework].  

(c)  Special consideration is required for expressing Disclaimer of Opinion: When 

the auditor disclaims an opinion due to an inability to obtain sufficient appropria te 

audit evidence, the auditor shall: 

(i) State that the auditor does not express an opinion on the accompanying financial 

statements; 

(ii) State that, because of the significance of the matter(s) described in the Basis 

for Disclaimer of Opinion section, the auditor has not been able to obtain 

sufficient appropriate audit evidence to provide a basis for an audit opinion on 

the financial statements; and 

(iii) Amend the statement required in SA 700 (Revised), which indicates that the 

financial statements have been audited, to state that the auditor was engaged 

to audit the financial statements. 

 Unless required by law or regulation, when the auditor disclaims an opinion on the 

financial statements, the auditor’s report shall not include a Key Audit Matters sec tion 

in accordance with SA 701. 

8. There are numerous situations where regulatory authorities like SEBI, ROC, Income Tax, 

Central Board of Excise and Customs (CBEC), Reserve Bank of India etc. requires a 
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professional accounting firm or the statutory auditor of the organization to provide opinion 

on certain specific matters which are provided by the organisation as part of statutory 

requirements.  

Sr. No.  Authorities  Examples of Various types of Certificates 

1. Reserve Bank of 

India 
 Certificate of unhedged foreign currency 

exposure as at year end 

 Certificate for adherence to guidelines as 
per RBI circular 

 Annual activity certificate for branch office, 
Liaison office, Project office etc.  

 Certificate of probable exposure 

2. Companies Act, 2013 Certificate pursuant to proviso to Section 230(7) 

of the Companies Act, 2013 in relating to 

accounting treatment prescribed under the 

Scheme of Arrangement.  

3. Income Tax Act, 1961  Reporting on Expenditure incurred on R&D 

Centre approved under Section 35(2AB) 

4. SEBI Certificate for accounting treatment in case of a 

merger of two entities or reorganization, Income 

Tax authorities requires auditor to certify amount 

eligible Minimum Alternative tax under Section 

115JB of Income tax Act, 1961 

5. Others  Certificate for net worth required for a 
tender document 

 Certificate for value of fixed assets in a 
particular location required by a regulatory 
agency to process tax incentives 

 Certificate of service tax refund or VAT 
refund 

9. One of the following additional requirement as stipulated under SEBI (Listing Obligations 

and Disclosure Requirements) Regulations, 2015 (“LODR Regulations”) on which Section 177 

of the Companies Act, 2013 (relating to audit committee) is silent is – The Audit Committee 

should meet at least four times in a year and not more than one hundred and twenty days 

shall elapse between two meetings. The quorum shall be either two members or one third 

of the members of the audit committee whichever is greater, but there should be a minimum 

of two independent directors present. 

 Besides, there is a mandatory review requirement and to review only monthly information 

system is not sufficient. Here the audit committee members reviewed only monthly 
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information system of the company and the same is not sufficient as per LODR 

Regulations.  

 The Audit Committee shall mandatorily review the following information as per LODR 

Regulations: 

(i) Management discussion and analysis of financial condition and results of operations;  

(ii) Statement of significant related party transactions (as defined by the Audit 

Committee), submitted by management; 

(iii) Management letters / letters of internal control weaknesses issued by the statutory 

auditors; 

(iv)  Internal audit reports relating to internal control weaknesses; and 

(v)  The appointment, removal and terms of remuneration of the Chief internal auditor 

shall be subject to review by the Audit Committee; 

(vi) Statement of deviations: (a) quarterly statement of deviations including report of 

monitoring agency if applicable and (b) annual statement of funds utilized for purposes 

other than those stated in the offer document/ prospectus/ notice. 

 Applying the above, the decision taken by the audit committee is not in line with the LODR 

Regulations. 

10. Consolidation of Financial Statements: Accounting Standard 21 “Consolidated Financial 

Statements”, states that a subsidiary should be excluded from consolidation when control 

is intended to be temporary because the shares are acquired and held exclusively with a 

view to its subsequent disposal in the near future.  

 Where an enterprise owns majority of voting power by virtue of ownership of the shares of 

another enterprise and all the shares are acquired & held exclusively with a view to their 

subsequent disposal in the near future, the control by the first mentioned enterprise would 

be considered temporary and the investments in such subsidiaries should be accounted 

for in accordance with AS 13 “Accounting for Investments”.  

 In the case of an entity which is excluded from consolidation on the ground that the 

relationship of parent with the other entity as subsidiary is temporary, the auditor should 

verify that the intention of the parent, to dispose the subsidiary, in the near future, existed 

at the time of acquisition of the subsidiary. The auditor should also verify that the reasons 

for exclusion are given in the consolidated financial statements.  

 As per Ind AS 110, there is no such exemption for ‘temporary control’, or “for operation 

under severe long-term funds transfer restrictions” and consolidation is mandatory for Ind 

AS compliant financial statement in this case. 

 However, as per section 129(3) of the Companies Act, 2013 where a company having 

subsidiary, which is not required to prepare consolidated financial statements under the 
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applicable Accounting Standards, it shall be sufficient if the company complies with the 

provisions on consolidated financial statements provided in Schedule III to the Act.  

 Conclusion: In the given case, Moon Ltd. has acquired 51% shares of Star Ltd. during the 

year ending 31.03.2017 and sold 20% shares during the year 2017-18. Moon Ltd. did not 

consolidate the financial statements of Star Ltd. for the year ending 31.03.2017 and 

31.03.2018.  

 The intention of Moon Ltd. is quite clear that the control in Star Ltd. is temporary as the 

former company disposed off the acquired shares in the next year of its purchase. 

Therefore, Moon Ltd. is not required to prepare consolidated financial statement as per AS 

21 however, for the compliance of provisions related to consolidation of financial 

statements given under section 129(3) of the Companies Act, 2013, Moon Ltd. is required 

to made disclosures in the financial statements as per the provisions provided in Schedule 

III to the Companies Act’ 2013. 

 However, if the Moon Ltd. is required to prepare its financial statements under Ind AS, it 

shall have to prepare Consolidated Financial Statements in accordance with Ind AS 110 

as exemption for ‘temporary control’, or “for operation under severe long-term funds 

transfer restrictions” is not available under Ind AS 110. Paragraph 20 of Ind AS 110  states 

that “Consolidation of an investee shall begin from the date the investor obtains control of 

the investee and cease when the investor loses control of the investee”.  

11. (a) It is not a prudent practice to treat dividend on shares of corporate bodies and units 

of mutual funds as income unless these are actually received. Accordingly, income 

from dividend on shares of corporate bodies and units of mutual funds should be 

booked on cash basis. In respect of income from government securities and bonds 

and debentures of corporate bodies, where interest rates on these instruments are 

pre-determined, income could be booked on accrual basis, provided interest is 

serviced regularly and as such is not in arrears. It was further, however, clarified that 

banks may book income on accrual basis on securities of corporate bodies/public 

sector undertakings in respect of which the payment of interest and repayment of 

principal have been guaranteed by the central government or a State government. 

Banks may book income from dividend on shares of corporate bodies on accrual 

basis, provided dividend on the shares has been declared by the corporate body in 

its annual general meeting and the owner's right to receive payment is established. 

This is also in accordance with AS 9 as well. In the instant case, therefore, the 

recognition of income by the bank on accrual basis is not in order.  

(b) The bank is a consortium member of cash credit facilities of ` 50 crores to X Ltd. 

Bank's own share is ` 10 crores only. During the last two quarters against a debit of  

` l.75 crores towards interest, the credits in X Ltd's account are to the tune of  

` 1.25 crores only. Sometimes, several banks form a group (the 'consortium') under 

the leadership of a 'lead bank' to make advance to a large customer on same 

conditions and security with proportionate rights. In such cases, each bank may 
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classify the advance given by it according to its own experience of recovery and other 

factors. Since in the last two quarters, the amount remains outstanding and, thus, 

interest amount should be reversed. This is despite the certificate of lead bank to 

classify that the account as performing. Accordingly, the amount should be shown as 

non-performing asset. 

12. Following are the certain illustrative points, Auditors are required to follow during 

the Audit of Accounting of Premiums: 

1.  Collection of Premium: 

 Check whether there is daily reconciliation process to reconcile the amounts 

collected, entered into the system and deposited into the bank.  

 Check that there is appropriate mechanism to ensure all the collections are 

deposited into the Bank on timely basis. 

2.  Calculation of Premium: 

 Check that Accounting system, employed by the Company, calculates premium 

amounts and its respective due dates correctly. 

 Check that system employed as such is equipped to calculate all types of 

premium modes correctly. 

3.  Recognition of Income: 

 Check that premium is recognised only on the basis of ‘Issued Policies’ and not 

on underwriting dates. 

 Check that there is inbuilt mechanism the system all the premium collected are 

correctly allocated all various components of the Policies. 

 Check that there is appropriate mechanism in place to conduct reconciliation on 

daily basis and reconciling items, if any, are rectified/ followed up. 

4.  Accounting of ‘Advance Premium’: 

 Check, whether system has capability to identify regular and advance premium. 

 Check whether there is a process of applying advance premium to a contract 

when premium is due. 

5.  Reporting of Premium figures to IRDA/ Management: 

 Check the methodology for generation of MIS from the system and there is no 

manual intervention. 

 Check the procedure for Maker/ Checker before finalising the MIS.  

  Check whether there is a reconciliation process between premium Income as 

per financials and as reported. 
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6. Other Areas: 

 Check whether there are appropriate SOPs developed by the Companies and 

are strictly followed by all the departments/ branches of the Company.  

 Ensure duly approved Delegation of Authority parameters matrix already in 

place for authorisation limits. 

 Premium recognition and refund of premium are independent processes with 

adequate segregation of duties amongst the personnel.  

 Check that the Company conducts premium reconciliation on daily basis.  

 Check the robustness of interface between administration and accounting 

system. 

 Auditors may also refer to IRDA (Preparation of Financial Statements & Auditors Report of 

Insurance Companies) Regulations, 2000 for premium accounting.  

13. Special points that may be covered in the audit of NBFCs in case of Investment 

Companies are given below: 

(i) Physically verify all the shares and securities held by a NBFC. Where any security is 

lodged with an institution or a bank, a certificate from the bank/institution to that effect 

must be verified. 

(ii) NBFC Prudential Norms stipulates that NBFCs should not lend more than 15% of its 

owned funds to any single borrower and not more than 25% to any single group of 

borrower. The ceiling on investments in shares by a NBFC in a single entity and the 

aggregate of investments in a single group of entities has been fixed at 15% and 25% 

respectively. Moreover, a composite limit of credit to and investments in a single 

entity/group of entities has been fixed at 25% and 40% respectively of the owned fund 

of the concerned NBFC. Verify that the credit facilities extended and investments 

made by the concerned NBFC are in accordance with the prescribed ceiling.  

(iii) Verify whether the NBFC has not advanced any loans against the security of its own 

shares. 

(iv) Verify that dividend income wherever declared by a company, has been duly received 

by a NBFC and interest wherever due [except in case of NPAs] has been duly 

accounted for.  

(v) Test check bills/contract notes received from brokers with reference to  the prices vis-

à-vis the stock market quotations on the respective dates. 

(vi) Verify the Board Minutes for purchase and sale of investments. Ascertain from the 

Board resolution or obtain a management certificate to the effect that the investments 

so acquired are current investments or Long Term Investments. 

(vii) Check whether the investments have been valued in accordance with the NBFC 

Prudential Norms Directions and adequate provision for fall in the market value of 
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securities, wherever applicable, have been made there against, as required by the 

Directions. 

(viii) Obtain a list of subsidiary/group companies from the management and verify the 

investments made in subsidiary/group companies during the year. Ascertain the basis 

for arriving at the price paid for the acquisition of such shares. 

(ix) Check whether investments in unquoted debentures/bonds have not been treated as 

investments but as term loans or other credit facilities for the purposes of income 

recognition and asset classification. 

(x) An auditor will have to ascertain whether the requirements of AS 13 “Accounting for 

Investments” (to the extent they are not inconsistent with the Directions) have been 

duly complied with by the NBFC. 

(xi) In respect of shares/securities held through a depository, obtain a confirmation from 

the depository regarding the shares/securities held by it on behalf of the NBFC.  

(xii) In the case of securities lent/borrowed under the Securities Lending Scheme of SEBI, 

verify the agreement entered into with the approved intermediary (i.e. the person 

through whom the lender will deposit and the borrower will borrow the securities for 

lending/borrowing) with regards to the period of depositing/lending securities, fees for 

depositing/lending, collateral securities and provision for the return including pre-

mature return of the securities deposited/lent. 

(xiii) Verify that securities of the same type or class are received back by the lender/paid 

by the borrower at the end of the specified period together with all corporate benefits 

thereof (i.e. dividends, rights, bonus, interest or any other rights or benefit accruing 

thereon.) 

(xiv) Verify charges received or paid in respect of securities lent/borrowed.  

(xv) Obtain a confirmation from the approved intermediary regarding securities deposited 

with/borrowed from it as at the year end.  

14. (a) Revision of Tax Audit Report: 

(i) Normally, the report of the tax auditor cannot be revised later.  

(ii) However, when the accounts are revised in the following circumstances, the tax 

Auditor may have to revise his Tax audit report also.  

(a) Revision of accounts of a company after its adoption in the annual general 

meeting. 

(b) Change in law with retrospective effect. 

(c ) Change in interpretation of law (e.g.) CBDT Circular, Notifications,  

Judgments, etc.  
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 The Tax Auditor should state it is a revised Report, clearly specifying the reasons for 

such revision with a reference to the earlier report. 

 Thus, the Tax Audit Report can be changed under the given circumstances.  

(b)  Types of Audit under GST Law: GST envisages three types of Audit.  

(1)  Audit of accounts [Section 35(5) read alongwith section 44(2) and rule 80]  

(2)  Audit by Tax Authorities wherein the Commissioner or any officer authorised by 

him, can undertake audit of any registered person for such period, at such 

frequency and in such manner as may be prescribed. [Section 65 and rule 101] 

(3)  Special Audit wherein the registered person can be directed to get his records 

including books of account examined and audited by a chartered accountant or 

a cost accountant during any stage of scrutiny, inquiry, investigation or any other 

proceedings; depending upon the complexity of the case. [Section 66 and rule 

102] 

 

1.  Audit of Accounts [Section 35(5) read alongwith section 44(2) and rule 80]  

 As per sub-section 5 of section 35 read alongwith section 44(2) and rule 80 of 

the CGST Rules, 2017 stipulates as follows: 

Every registered person must get 

his accounts audited by a 

Chartered Accountant or a Cost 

Accountant if his aggregate 

turnover during a FY exceeds  

`  2 crores.   

(ii) Such registered person is required to 

furnish electronically through the 

common portal alongwith Annual Return 

a copy of: 

 Audited annual accounts 

 A Reconciliation Statement, duly 

certified, in prescribed FORM 

GSTR-9C. 

 Reconciliation Statement will reconcile the value of supplies declared in the 

return furnished for the financial year with the audited annual financial statement 

GST AUDIT

Audit by GST Tax Authorities

General Audit

Special Audit

Audit by Professionals 
To File Returns+Audited 
Accounts+Reconcilation 

Statements
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and such other particulars, as may be prescribed. 

2.  Audit under section 65:  

Section Description Remarks 

Section 65 Audit by tax 

authorities  

The audit under Section 66 is a special audit 

to be conducted by a Chartered Accountant or 

Cost Accountant nominated by the 

Commissioner whereas the audit under 

Section 65 is a routine audit by the tax office.  

3.  Special Audit under section 66:  

Availing the services of experts is an age old practice of due process of law. 

These experts have done yeoman service to the process of delivering justice. 

One such facility extended by the Act is in Section 66 where an officer not below 

the rank of Assistant Commissioner, duly approved, may avail the services of a 

Chartered Accountant or Cost Accountant to conduct a detailed examination of 

specific areas of operations of a registered person.  Availing the services of the 

expert be it a Chartered Accountant or Cost Accountant is permitted by this 

section only when the officer considering the nature & complexity of the business 

and in the interest of revenue is of the opinion that:  

• Value has not been correctly declared; or 

• Credit availed is not within the normal limits. 

It would be interesting to know how these ‘subjective’ conclusions will be drawn 

and how the proper officers determines what is the normal limit of input credit 

availed.  

15. (a) Environment Audit: An Environment Audit involve: 

 A rigorous environmental audit will do more than simply ensure legislative  

compliance; it  will aim to identify the Best Practicable Environmental Option 

(BPEO) for your company. A good audit will help in run a tighter, more efficient 

company. 

 Evaluating operational practices to determine whether they can be made more 

efficient in terms of resource use and waste production, or altered to minimize 

risk of pollution. 

 Examining the way in which the company deals with the waste it produces to 

see if more effective waste management options could be deployed. 

 Taking a good look at the material and energy resources company uses to see 

whether more environmentally sound alternatives could be substituted.  

 Developing contingency plans for environmental mishaps 
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 Advantage of Environment Audit 

 Ensure that the company is staying within the bounds of the law 

 Cut effluent and waste disposal costs 

 Reduce material and energy bills 

  Improve your corporate image 

 Assist in formulation of an environmental policy. 

(b) Volatility Margin: Volatility margin is imposed to curb excessive volatility in the 

market and to act as a deterrent to building up of excessive outstanding positions.  

 Computation: Price variations on account of calls, bonuses, rights, mergers, 

amalgamations and schemes of arrangements are adjusted for determining volatile 

securities and adjustments in prices is made for the purpose of computation of 

volatility, when securities are traded ex-benefits.  

 Application: Securities that attract volatility margin and the applicable margin rates 

are announced on the last day of the trading cycle and are applicable from the first 

day of the succeeding trading cycle. The volatility margin is levied on the net 

outstanding positions of the member, in each security, based on the respective  

margin rates. 

16. According to the guidelines issued by the C&AG, Performance Audits usually 

address the issues of:  

(i) Economy- It is minimising the cost of resources used for an activity, having regard 

to appropriate quantity, quality and at the best price.  

 Judging economy implies forming an opinion on the resources (e.g. human, financial 

and material) deployed. This requires assessing whether the given resources have 

been used economically and acquired in due time, in appropriate quantity and quality 

at the best price.  

(ii) Efficiency- It is the input-output ratio. In the case of public spending, efficiency is 

achieved when the output is maximised at the minimum of inputs, or input is 

minimised for any given quantity and quality of output. 

 Auditing efficiency embraces aspects such as whether: 

(a) sound procurement practices are followed; 

(b) resources are properly protected and maintained; 

(c) human, financial and other resources are efficiently used; 

(d) optimum amount of resources (staff, equipment, and facilities) are used in 

producing or delivering the appropriate quantity and quality of goods or services 

in a timely manner; 
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(e) public sector programmes, entities and activities are efficiently managed, 

regulated, organised and executed; 

(f) efficient operating procedures are used; and 

(g) the objectives of public sector programmes are met cost-effectively. 

(iii) Effectiveness- It is the extent to which objectives are achieved and the relationship 

between the intended impact and the actual impact of an activity.  

 In auditing effectiveness, performance audit may, for instance: 

(a) assess whether the objectives of and the means provided (legal, financial, etc.) 

for a new or ongoing public sector programme are proper, consistent, suitable 

or relevant to the policy; 

(b) determine the extent to which a program achieves a desired level of program 

results; 

(c) assess and establish with evidence whether the observed direct or indirect 

social and economic impacts of a policy are due to the policy or to other causes;  

(d) identify factors inhibiting satisfactory performance or goal-fulfilment; 

(e) assess whether the programme complements, duplicates, overlaps or 

counteracts other related programmes; 

(f) assess the effectiveness of the program and/or of individual program 

components; 

(g) determine whether management has considered alternatives for carrying out the 

program that might yield desired results more effectively or at a lower cost; 

(h) assess the adequacy of the management control system for measuring, 

monitoring and reporting a programme's effectiveness;  

(i) assess compliance with laws and regulations applicable to the program; and 

(j) identify ways of making programmes work more effectively.  

17. (a)  Difference between Internal & Operational Audit: There probably may not be much 

of difference in viewing operational audit as a review and appraisal of operations of 

an organisation carried on by a competent independent person. Auditing whether 

carried on by an internal staff or by an external person, should necessarily be an 

independent activity to maintain its objectivity and usefulness.  

 The difference in the approach of both these audits is illustrated below: 

1.  Perception - Traditionally, internal auditors have been engaged in a sort of 

protective function, deriving their authority from the management. They view and 

examine internal controls in the financial and accounting areas to ensure that 

possibilities of loss, wastage and fraud are not there; they check the accounting 

books and records to see, whether the internal checks are properly working and 
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the resulting accounting data are reliable.  

 For example - when the auditor looks into the vouchers to see whether they 

corroborate the entries in the cash book or physically examines the cash in hand 

he is doing his traditional protective function. The moment be concerns himself 

to see whether customers’ complaints are duly attended to or whether cash 

balance is excessive to the need, he comes to the operational field.  

 Also he will review the operational control on cash to determine whether 

maximum possible protection has been given to cash. Similarly, in the audit of 

stocks, he would be interested in such matters as reorder policy, obsolescence 

policy and the overall inventory management policy.  In pure administrative 

areas on stock, he will see whether adequate security and insurance 

arrangements exist for protection of stocks. 

2.  Issues - The basic difference that exists in conceptualisation of the technique 

of operational auditing is in the auditor’s role in recommending corrections or in 

installing systems and controls.  According to Lindberg and Cohn, such a 

situation would be in conflict with the role of operational auditor. In this 

connection, the views of the Institute of Internal Auditors, in the context of 

internal audit are relevant. According to that Institute, “the internal auditor should 

be free to review and appraise policies, plans, procedures and records; but his 

review and appraisal does not in any way relieve other persons in the 

organisation of the responsibilities assigned to them.  

 However, a further distinction should be observed between traditional internal 

auditing   and operational auditing - this lies in the attitude and approach to the 

whole auditing proposition. Every aspect of operational auditing programme 

should be geared to management policies, management objectives and 

management goals. 

3.  Objectives - The main objective of operational auditing is to verify the fulfilment 

of plans and sound business requirements as also to focus on objectives and 

their achievement objectives; the operational auditor should not only have a 

proper business sense, he should also be equipped with a thorough knowledge 

of policies, procedures, systems and controls, he should be intimately familiar 

with the business, its nature and problems and prospects and its environment.  

 Above all, his mind should be open and active so as to be able to perceive 

problems and prospects and grasp technical matters. In carrying out his work 

probably at every step he will have to exercise judgement to evaluate evidence 

in connection with the situations and issues. The norms and standards shou ld 

be such as are generally acceptable or developed by the company itself.  

 Performance yardsticks can be found in the management objectives, goals and 

plans, budgets, records of past performance, policies and procedures. Industry 
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standards can be obtained from the statistics provided by industry, associations 

and government sources. It should be appreciated that the standards may be 

relative depending upon the situation and circumstances; the operational auditor 

may have to apply them with suitable adjustments.  

 For Example: The standards relating to objectives for a government company 

are quite different from those of a private sector company. Similarly standards 

of performance of a well equipped company which also adequately looks after 

the well-being of employees may be significantly different from a company which 

offers scanty welfare facilities or is ill-equipped.  

 Today, however, the concept of modern internal auditing suggests that there is 

no difference in internal and operational auditing.  In fact, the scope of internal 

auditing is broad enough to embrace the areas covered by operational auditing 

as well. The modern internal auditing performs both protective as well as 

constructive functions. 

(b)  Difference between Management Audit & Operational Audit 

 Management audit is concerned with the “Quality of managing”, whereas 

operational audit focuses on the “Quality of operations”.  

 Management audit is the “Audit of management” while operational audit is the 

“Audit for the management”. 

 The basic difference between the two audits, then, is not in method, but in the 

level of appraisal. In management audit, the auditor is to make his tests to the 

level of top management, its formulation of objectives, plans and policies and its 

decision making. It is not that he just verifies the operations of control and 

procedures and fulfilment of plans in conformity with the prescribed policies.  

(c)  Differences between Financial and Operational Auditing - The major differences 

between financial and operational auditing can be described as follows: 

(i) Purpose - The financial auditing is basically concerned with the opinion that 

whether the historical information recorded is correct or not, whereas the 

operational auditing emphasizes on effectiveness and efficiency  of operations 

for future performance. 

(ii) Area - Financial audits are restricted to the matters directly affecting the 

appropriateness of the presented financial statements but the operational 

auditing covers all the activities that are related to efficiency and effectiveness 

of operations directed towards accomplishment of objectives of organization.  

(iii) Reporting -The financial audit report is sent to all stock holders, bankers and 

other persons having stake in the Organisation. However the operationa l audit 

report is primarily for the management. 

(iv) End Task - The financial audit has reporting the findings to the persons getting 
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the report as its end objective, however, the operational auditing is not limited 

to reporting only but includes suggestions for improvement also. 

18. Investigation on Behalf of the Bank for Advances:  A bank is primarily interested in 

knowing the purpose for which a loan is required, the sources from which it would be repaid 

and the security that would be available to it, if the borrower fails to pay back the loan. On 

these considerations, the investigating accountant, in the course of his enquiry, should 

attempt to collect information on the under mentioned points:  

(i) The purpose for which the loan is required and the manner in which the borrower 

proposes to invest the amount of the loan. 

(ii) The schedule of repayment of loan submitted by the borrower, particularly the 

assumptions made therein as regards amounts of profits that will be earned in cash 

and the amount of cash that would be available for the repayment of loan to confirm 

that they are reasonable and valid in the circumstances of the case. Institutional 

lenders now-a-days rely more for payment of loans on the reliability of annual profits 

and loss on the values of assets mortgaged to them. 

(iii) The financial standing and reputation for business integrity enjoyed by directors and 

officers of the company. 

(iv) Whether the company is authorised by the Memorandum or the Articles of Association 

to borrow money for the purpose for which the loan will be used. 

(v) The history of growth and development of the company and its performance during 

the past 5 years. 

(vi) How the economic position of the company would be affected by economic, political 

and social changes that are likely to take place during the period of loan. 

 To investigate the profitability of the business for judging the accuracy of the schedule of 

repayment furnished by the borrower, as well as the value of the security in the form of 

assets of the business already possessed and those which will be created out of the loan, 

the investigating accountant should take the under-mentioned steps: 

(a) Prepare a condensed income statement from the Statement of Profit and Loss for the 

previous five years, showing separately therein various items of income and expen-

ses, the amounts of gross and net profits earned and taxes paid annually during each 

of the five years. The amount of maintainable profits determined on the basis of 

foregoing statement should be increased by the amount by which these would 

increase on the investment of borrowed funds. 

(b) Compute the under-mentioned ratios separately and then include them in the 

statement to show the trend as well as changes that have taken place in the financial 

position of the company: 

(i) Sales to Average Inventories held. 
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(ii) Sales to Fixed Assets. 

(iii) Equity to Fixed Assets. 

(iv) Current Assets to Current Liabilities. 

(v) Quick Assets (the current assets that are readily realisable) to Quick Liabilities.  

(vi) Equity to Long Term Loans. 

(vii) Sales to Book Debts. 

(viii) Return on Capital Employed. 

(c) Enter in a separate part of the statement the break-up of annual sales product-wise 

to show their trend. 

 Steps involved in the verification of assets and liabilities included in the Balance 

Sheet of the borrower company which has been furnished to the Bank  - The 

investigating accountant should prepare schedules of assets and liabilities of the borrower 

and include in the particulars stated below: 

(a) Fixed assets - A full description of each item, its gross value, the rate at which 

depreciation has been charged and the total depreciation written off. In case the rate 

at which depreciation has been adjusted is inadequate, the fact should be stated. In 

case any asset is encumbered, the amount of the charge and its nature should be 

disclosed. In case an asset has been revalued recently, the amount by which the 

value of the asset has been decreased or increased on revaluation should be stated 

along with the date of revaluation. If considered necessary, he may also comment on 

the revaluation and its basis. 

(b) Inventory - The value of different types of inventories held (raw materials, work -in-

progress and finished goods) and the basis on which these have been valued.  

 Details as regards the nature and composition of finished goods should be disclosed. 

Slow-moving or obsolete items should be separately stated along with the amounts 

of allowances, if any, made in their valuation. For assessing redundancy, the changes 

that have occurred in important items of inventory subsequent to the date of the 

Balance Sheet, either due to conversion into finished goods or sale, should be 

considered. 

 If any inventory has been pledged as a security for a loan the amount of loan should 

be disclosed. 

(c) Trade Receivables, including bills receivable - Their composition should be 

disclosed to indicate the nature of different types of debts that are outstanding for 

recovery; also whether the debts were being collected within the period of credit as 

well as the fact whether any debts are considered bad or doubtful and the provision 

if any, that has been made against them. 
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 Further, the total amount outstanding at the close of the period should be segregated 

as follows: 

(i) debts due in respect of which the period of credit has not expired; 

(ii) debts due within six months; and 

(iii) debts due but not recovered for over six months. 

 If any debts are due from directors or other officers or employees of the company, 

the particulars thereof should be stated. Amounts due from subsidiary and affiliated 

concerns, as well as those considered abnormal should be disclosed. The recoveries 

out of various debts subsequent to the date of the Balance sheet should be stated.  

(d) Investments - The schedule of investments should be prepared. It should disclose 

the date of purchase, cost and the nominal and market value of each investment. If 

any investment is pledged as security for a loan, full particulars of the loan should be 

given. 

(e) Secured Loans - Debentures and other loans should be included together in a 

separate schedule. Against the debentures and each secured loan, the amounts 

outstanding for payments along with due dates of payment should be shown. In case 

any debentures have been issued as a collateral security, the fact should be stated. 

Particulars of assets pledged or those on which a charge has been created for re -

payment of a liability should be disclosed. 

(f) Provision of Taxation - The previous years up to which taxes have been assessed 

should be ascertained. If provision for taxes not assessed appears in be inadequate, 

the fact should be stated along with the extent of the shortfall.  

(g) Other Liabilities - It should be stated whether all the liabilities, actual and contingent, 

are correctly disclosed. Also, an analysis according to ages of trade payables should 

be given to show that the company has been meeting its obligations in time and has 

not been depending on trade credit for its working capital requirements.  

(h) Insurance - A schedule of insurance policies giving details of risks covered, the date 

of payment of last premiums and their value should be attached as an annexure to 

the statements of assets, together with a report as to whether or not the insurance -

cover appears to be adequate, having regard to the value of assets. 

(i) Contingent Liabilities - By making direct enquiries from the borrower company, from 

members of its staff, perusal of the files of parties to whom any loan has been 

advanced those of machinery suppliers and the legal adviser, for example, the 

investigating accountant should ascertain particulars of any contingent liabilities 

which have not been disclosed. In case, there are any, these should be included in a 

schedule and attached to the report. 

(j) The impact on economic position of the company by economic, political and social 

changes those are likely to take place during the period of loan.  
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 Finally, the investigating accountant should ascertain whether any application for loan 

to another bank or any other party has been made. If so, the result thereof should be 

examined. 

19. (a)  Other Misconduct:  CA Kumar has engaged his Articled Assistant for his own 

election campaigning for the central Council elections of ICAI.  

  This aspect is covered under ‘Other Misconduct’ which has been defined in Part IV of 

the First Schedule and Part III of the Second Schedule. These provisions empower 

the Council even if it does not arise out of his professional work This is considered 

necessary because a Chartered Accountant is expected to maintain the highest 

standards of integrity even in his personal affairs and any deviation from these 

standards, even in his non-professional work, would expose him to disciplinary action. 

  Thus, when a Chartered Accountant uses the services of his Articled Assistant for 

purposes other than professional practice, he is found guilty under ‘Other 

Misconduct’.   

  Hence, CA Kumar is guilty of 'Other Misconduct'.  

(b) As per the Clause 7 of Part 1 of the First Schedule, if any Chartered Accountant 

advertises his professional attainments or services, or uses any designation or 

expressions other than the Chartered Accountant on professional documents, visiting 

cards, letter heads or sign boards unless it be a degree of a University established 

by law in India or recognised by the Central Government or a title indicating 

membership of the ICAI of any other institution that has been recognized by the 

Central Government or may be recognized by the council, will be guilty of professional 

misconduct.  

  Here A Chartered Accountant empanelled as IP (Insolvency Professional) can 

mention 'Insolvency Professional' on his visiting cards, Letter heads and other 

communication, as this is a title recognised by the Central Government in terms of 

Clause-7 of Part-1 of First Schedule to the Chartered Accountants Act, 1949. Thus, 

complaint of neighbour is not enforceable/valid. 

(c)  Partnership with an Advocate: As per Clause (4) of Part I of the First Schedule to 

the Chartered Accountants Act, 1949, a chartered accountant will be gu ilty of 

professional misconduct if he enters into partnership with any person other than a 

chartered accountant in practice or a person resident without India who but for his 

residence abroad would be entitled to be registered as a member under Clause (v) of 

Sub-section (1) of Section 4 or whose qualification are recognized by the Central 

Government or the Council for the purpose of permitting such partnership.  

 However, Regulation 53B of the Chartered Accountants Regulations, 1988 permits a 

Chartered Accountant in practice to enter into partnership with other prescribed 

Professionals which includes an Advocate, a member of Bar Council of India.  
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 In the instant case, Mr. P, a chartered accountant, has entered into partnership with 

Mr. L, an advocate. 

 Thus, he would not be guilty of professional misconduct as per Clause (4) of Part I of 

First Schedule read with Regulation 53B. 

(d)  Not Exercising Due Diligence: According to Clause (7) of Part I of Second Schedule 

of Chartered Accountants Act, 1949, a Chartered Accountant in practice is deemed 

to be guilty of professional misconduct if he does not exercise due diligence or is 

grossly negligent in the conduct of his professional duties. 

 It is a vital clause which unusually gets attracted whenever it is necessary to judge 

whether the accountant has honestly and reasonably discharged his duties. The 

expression negligence covers a wide field and extends from the frontiers of fraud to 

collateral minor negligence. 

 Where a Chartered Accountant had not completed his work relating to the audit of the 

accounts a company and had not submitted his audit report in due time to enable the 

company to comply with the statutory requirement in this regard. He was guilty of 

professional misconduct under Clause (7).  

 Since Mr. D has not completed his audit work in time and consequently could not 

submit audit report in due time and consequently, company could not comply with the 

statutory requirements, therefore, the auditor is guilty of professional misconduct 

under Clause (7) of Part I of the Second Schedule to the Chartered Accountants Act, 

1949. 

20.  (a) Purpose of Communicating Key Audit Matters : The purpose of communicating 

key audit matters is to enhance the communicative value of the auditor’s report by 

providing greater transparency about the audit that was performed. Communicating 

key audit matters provides additional information to intended users of the financial 

statements (“intended users”) to assist them in understanding those matters that, in 

the auditor’s professional judgment, were of most significance in the audit of the 

financial statements of the current period. Communicating key audit matters may also 

assist intended users in understanding the entity and areas of significant 

management judgment in the audited financial statements.  

(b) Objectives of Quality Review: Quality review is directed towards evaluation of audit 

quality and adherence to various statutory and other regulatory requirements. They 

are designed to identify and address weaknesses and deficiencies related to how the 

audits were performed by the audit firms. To achieve that goal, quality reviews 

included reviews of certain aspects of selected statutory audits performed by the firm 

and reviews of other matters related to the firm’s quality control system.  

 In the course of reviewing aspects of selected audits, a review may identify ways in 

which a particular audit is deficient, including failures by the firm to identify, or to 

address appropriately, aspects in which an entity’s financial statements do not 
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present fairly the financial position or the results of operations in conformity with the 

applicable Generally Accepted Accounting Principles (GAAP) and other technical 

standards. It is not the purpose of a review, however, to review all of a firm’s 

audits or to identify every aspect in which a reviewed audit is deficient.  

Accordingly, a review should not be understood to provide any assurance that the 

firm’s audits, or its clients’ financial statements or reporting thereon, are free of any 

deficiencies. 

(c)  Stepwise Approach of the Peer Reviewer: The stepwise approach which may be 

adopted by the reviewer is discussed below- 

(i)  The reviewer should gain an understanding of the engagement letter since an 

assurance engagement or for that matter any other kind of engagement should 

begin with an engagement letter. This understanding would help him in planning 

the review of documentation. 

(ii)  The number of assurance engagements to be selected requires the exercise of 

judgement by the reviewer based on the evaluation of replies given in the 

questionnaire and the size of the practice unit.  

(iii)  The practice unit may have policies and procedures for accepting  a particular 

engagement. The reviewer should, wherever possible, examine that the policies 

and procedures for acceptance of audit have been complied with and necessary 

documentation with regard to the same exists. 

(iv)  The reviewer may follow a combination of compliance procedures and 

substantive procedures throughout the peer review process.  

(v)  Finally, the reviewer while evaluating records may consider the following:  

➢ determine that any significant issues, matters, problems that arose during 

the course of the engagement have been appropriately considered, 

resolved and documented; 

➢ determine that adequate audit evidence or other relevant evidence in 

relation to the engagement is obtained to support the reasonableness of 

the conclusions drawn; and  

➢ determine that significant decisions relating to the engagement, use of 

professional judgement, resolution of significant matters have been 

properly documented. 

(d) Auditor’s responsibilities regarding comparatives: SA 710, “Comparative 

Information – Corresponding Figures and Comparative Financial Statements” , 

establishes standards on the auditor’s responsibilities regarding comparatives.  

 The auditor shall determine whether the financial statements include the comparative 

information required by the applicable financial reporting framework and whether 
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such information is appropriately classified. For this purpose, the auditor shall 

evaluate whether: 

(i) The comparative information agrees with the amounts and other disclosures 

presented in the prior period; and 

(ii) The accounting policies reflected in the comparative information are consistent 

with those applied in the current period or, if there have been changes in 

accounting policies, whether those changes have been properly accounted for 

and adequately presented and disclosed. 

 If the auditor becomes aware of a possible material misstatement in the comparative 

information while performing the current period audit, the auditor shall perform such 

additional audit procedures as are necessary in the circumstances to obtain sufficient 

appropriate audit evidence to determine whether a material misstatement exists. If 

the auditor had audited the prior period’s financial statements, the auditor shall also 

follow the relevant requirements of SA 560 (Revised).  

 As required by SA 580 (Revised), the auditor shall request written representations for 

all periods referred to in the auditor’s opinion. The auditor shall also obtain a specific 

written representation regarding any prior period item that is separately d isclosed in 

the current year’s statement of profit and loss. 
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PART – I: RELEVANT AMENDMENTS APPLICABLE FOR NOVEMBER, 2018 

EXAMINATION 

Applicability of Relevant Amendments/ Circulars/ Notifications/ Regulations etc. 

For November 2018 examinations for Paper 4: Corporate and Economic Laws, the significant 

amendments made in the respective subject for the period 1 st May 2017 to 30th April, 2018 are 

relevant and applicable for said examinations. 

This RTP of November 2018 examination will help the students to know of the significant 

changes, that are relevant and applicable for November 2018 examination.  

Relevant amendments: Here are given relevant amendments arranged chapter wise.  

Part I:  Section A: Company Law 

CHAPTER 1 : APPOINTMENT AND QUALIFICATION OF DIRECTORS 

1. Exemptions to Government Companies Vide Notification G.S.R. 582(E) Dated 13th  

June, 2017 

 The Central Government amends the Notification G.S.R. 463(E), dated 5 th June 2015. 

Following are the amendments:  

(i)  According to the amendment,  section 152(6) & (7) , shall not apply to –  

(a)  a Government company, which is not a listed company, in which not less than 

fifty-one per cent. of  paid up 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; 

(b)  a subsidiary of a Government company, referred to in (a) above."  

2.  Insertion of Paragraph 2A in the principal notification  G.S.R. 463(E), dated 5 th June 

2015 Vide Notification G.S.R. 582(E) Dated 13th  June, 2017 

 In the principal notification, after paragraph 2, the following paragraph shall be inserted, 

namely:-  

 “2A. The exceptions, modifications and adaptations provided in column (3) of the aforesaid 

Table shall be applicable to a Government company which has not committed a default in 

filing its financial statements under section 137 of the said Act or annual return under 

section 92 of the said Act with the Registrar.” 

3.  Exemptions to Companies covered section 8 of the Companies Act, 2013  Vide 

Notification G.S.R. 584(E) Dated 13TH June, 2017 

 The Central Government amends the Notification G.S.R. 466(E), dated 5 th June 2015. 

Following are the amendments: 

 Section 149(1)(b) & first proviso shall not apply on section 8 companies.  
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 Insertion of Paragraph 2A in the principal notification  G.S.R. 466 (E), dated 5 th June 2015 

Vide Notification G.S.R. 584(E) Dated 13TH June, 2017 

 In the principal notification, after paragraph 2, the following paragraph shall be inserted, 

namely:- “2A. The exceptions, modifications and adaptations provided in column (3) of the 

aforesaid Table shall be applicable to a company covered under section 8 of the  said Act 

which has not committed a default in filing its financial statements under section 137 or 

annual return under section 92 of the said Act with the Registrar.”  

4. Enforcement of the Companies (Appointment and Qualification of Directors) 

Amendment Rules, 2017 Vide  Notification G.S.R. 839(E) dated 5 th July 2017 

 The Central Government hereby makes the following rules further to amend the Companies 

(Appointment and Qualification of Directors) Rules, 2014. 

 In the Companies (Appointment and Qualification of Directors) Rules, 2014, rule 4 shall be 

numbered as sub-rule (1) and after sub-rule (1) as so renumbered, the following sub-rule 

shall be inserted namely :- 

 “(2) The following classes of unlisted public company shall not be covered under sub-rule 

(1), namely:-  

(a)  a joint venture;  

(b)  a wholly owned subsidiary; and 

(c)  a dormant company as defined under section 455 of the Act.”  

5. Exemptions  given to certain unlisted public companies under the Companies 

(Appointment and Qualification of Directors) Rules, 2014 from appointment of 

Independent Directors Vide notification of circular 09/2017 dated 5 th September 2017 

 Vide Notification number G.S.R. 839(E) dated 5th July, 2017  an amendment was issued 

through the Companies (Appointment and Qualification of Directors) Amendment Rules, 

2017 inter-alia amending rule 4 of the Companies (Appointment and Qualification of 

Directors) Rules, 2014.  

 The said amended Rule 4 provides that an unlisted public company which is a joint venture, 

a wholly owned subsidiary or a dormant company will not be required to appoint 

Independent Directors. 

 Through the issue of this circular, it is hereby clarified that a "joint venture, would mean a 

joint arrangement, entered into in writing, whereby the parties that  have joint control of the 

arrangement, have rights to the net assets of the arrangement. The usage of the term is 

similar to that under the Accounting Standards. 

6. Enforcement of the Companies (Appointment and Qualification of Directors) 

Amendment  Rules, 2018 Vide  Notification G.S.R.51(E) dated 22nd January, 2018 

 The Central Government hereby makes the following rules further to amend the Companies 

(Appointment and Qualification of Directors) Rules, 2014 
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 In the Companies (Appointment and Qualification of Directors) Rules, 2014, in rule 9,  

(A)  for the marginal heading, the following marginal heading shall be substituted, 

namely:- 

 “Application for allotment of Director Identification Number before appointment 

in an existing company”;  

(B)  for sub-rule (1), the following shall be substituted, namely:-  

“(1)  Every applicant, who intends to be appointed as director of an existing  company 

shall make an application electronically in Form DIR-3, to the Central 

Government for allotment of a Director Identification Number (DIN) along with 

such fees as provided under the Companies (Registration Offices and Fees) 

Rules, 2014.  

 Provided that in case of proposed directors not having approved DIN, the particulars 

of maximum three directors shall be mentioned in Form No.INC-32 (SPICe) and DIN 

may be allotted to maximum three proposed directors  through Form INC-32 (SPICe)”;   

(C) in sub-rule (3),   

(I)  In sub-clause (a), after sub-clause (iii), the following sub-clause shall be 

inserted, namely:-  

 “(iiia) board resolution proposing his appointment as director in an existing 

company”;  

(II)  for clause (b), the following clause shall be substituted, namely: - 

 “(b) Form DIR-3 shall be signed and submitted electronically by the applicant 

using his or her own Digital Signature Certificate and shall be verified digitally 

by a company secretary in full time employment of the company or by the 

managing director or director or CEO or CFO of the company in which the 

applicant is intended to be appointed as director in an existing company,” 

7. Companies (Removal of Difficulties) Order, 2018 S.O. 768(E) dated 21st February, 

2018 

 In the Companies Act, 2013, in section 169, in sub-section (1), −  

(i)  before the proviso, the following proviso shall be inserted, namely :-   

 “Provided that an independent director re-appointed for second term under sub-

section (10) of section 149 shall be removed by the company only by passing a 

special resolution and after giving him a reasonable opportunity of being heard:”;  

(ii) in the existing proviso, for the words “Provided that”, the words “Provided further that” 

shall be substituted. 
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8.  Amendments through the Companies (Amendment) Act, 2017 

Relevant 
sections 

Amendment 

Amendment 
of section 152 

In section 152 of the principal Act,— 

(a)  in sub-section (3), after the word and figures "section 154", the 

words and figures "or any other number as may be prescribed under 

section 153" shall be inserted; 

(b)  in sub-section (4), after the word "Number", the words and 

figures "or such other number as may be prescribed under section 

153" shall be inserted. 

Amendment 
of section 153 

In section 153 of the principal Act, the following proviso shall be 
inserted, namely:— 

"Provided that the Central Government may prescribe any 
identification number which shall be treated as Director Identification 
Number for the purposes of this Act and in case any individual holds 
or acquires such identification number, the requirement of this section 
shall not apply or apply in such manner as may be prescribed."  

Amendment 

of section 

160. 

 

In section 160 of the principal Act, in sub-section (1), the following 

proviso shall be inserted, namely:— 

‘‘Provided that requirements of deposit of amount shall not apply in 

case of appointment of an independent director or a director 

recommended by the Nomination and Remuneration Committee, if 

any, constituted under sub-section (1) of section 178 or a director 

recommended by the Board of Directors of the Company, in the case 

of a company not required to constitute Nomination and Remuneration 

Committee.” 

Amendment 

of section 

161. 

 

In section 161 of the principal Act,— 

(i)  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; 

(ii)  in sub-section (4),— 

(a) the words "In the case of a public company," shall be omitted; 

(b)  after the words "meeting of the Board", the words "which shall be 
subsequently approved by members in the immediate next general 
meeting" shall be inserted. 

Amendment 

of section 

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 
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165. 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." 

CHAPTER 2 : APPOINTMENT AND REMUNERATION OF MANAGERIAL PERSONNEL 

Amendments through the Companies (Amendment) Act, 2017 

Relevant 
Sections 

Amendment 

Amendment in 
Section 2(51) 

 

in clause (51), — 

(a)  in sub-clause (iv), the word "and" shall be omitted; 

(b)  for sub-clause (v), the following sub-clauses shall be substituted, 
namely:— 

"(v)  such other officer, not more than one level below the directors 
who is in whole-time employment, designated as key managerial 
personnel by the Board; and 

(vi)  such other officer as may be prescribed;" 

CHAPTER 3 : MEETING OF BOARD AND ITS POWERS 

1. Exemptions to Private Companies Vide Notification G.S.R. 583(E) Dated 13 th June, 

2017 

 The Central Government amends the Notification G.S.R. 464(E), dated 5 th June 2015. 

Following are the amendments: 

(i)  With respect to Section 173(5), the following sub- section shall be substituted: 

(5)  A One Person Company, small company, dormant company and a private 

company (if such private company is a start-up) shall be deemed to have 

complied with the provisions of this section if at least one meeting of the Board 

of Directors has been conducted in each half of a calendar year and the gap 

between the two meetings is not less than ninety days: 

 Provided that nothing contained in this subsection and in section 174 shall apply 

to One person Company in which there is only one director on its Board of 

Directors. 

(ii)   With respect to section 174(3)- 

 It shall apply with the exception that the interested director may also be counted 

towards quorum in such meeting after disclosure of his interest pursuant to section 

184. 

© The Institute of Chartered Accountants of India



  PAPER – 4 : CORPORATE AND ECONOMIC LAWS 95 

2. Insertion of Paragraph 2A in the principal notification  G.S.R. 464(E), dated 5 th June 

2015  Vide Notification G.S.R. 583(E) Dated 13th  June, 2017 

 In the principal notification, after paragraph 2, the following paragraph shall be inserted, 

namely:- “2A. The exceptions, modifications and adaptations provided in column (3) of the 

aforesaid Table shall be applicable to a private company which has not committed a default 

in filing its financial statements under section 137 of the said Act or annual return under 

section 92 of the said Act with the Registrar.”. 

3. Exemptions to Companies covered section 8 of the Companies Act,  2013 Vide 

Notification G.S.R. 584(E) Dated 13th  June, 2017  

 The Central Government amends the Notification G.S.R. 466(E), dated 5 th June 2015. 

Following are the amendments: 

 In section 186(7)- following proviso shall be inserted- 

 Provided that nothing contained in this sub-section shall apply to a company in which 

twenty-six per cent. or more of the paid-up share capital is held by the Central Government 

or one or more State Governments or both, in respect of loans provided by such company 

for funding Industrial Research and Development projects in furtherance objects as stated 

in its memorandum of association.". 

4. Insertion of Paragraph 2A in the principal notification  G.S.R. 466 (E), dated 5th June 

2015 Vide Notification G.S.R. 584(E) Dated 13 th  June, 2017 

 In the principal notification, after paragraph 2, the following paragraph shall be inserted, 

namely:- “2A. The exceptions, modifications and adaptations provided in column (3) of the 

aforesaid Table shall be applicable to a company covered under section 8 of the said Act 

which has not committed a default in filing its financial statements under section 137 or 

annual return under section 92 of the said Act with the Registrar.”  

5. Enforcement of the Companies (Meetings of Board and its Powers) Second 

Amendment Rules, 2017 vide Notification G.S.R. 880(E) Dated 13 th  July 2017  

 The Central Government hereby makes the following rules further to amend the Companies 

(Meetings of Board and its Powers) Rules, 2014. 

 Following are the amendments:  

(1) In rule 3  for clause (e), the following shall be substituted, - 

 “(e) Any director who intends to participate in the meeting through electronic mode 

may intimate about such participation at the beginning of the calendar year and such 

declaration shall be valid for one year: Provided that such declaration shall not debar 

him from participation in the meeting in person in which case he shall intimate the 

company sufficiently in advance of his intention to participate in person.”  

(2)  In the principal rules, for rule 6, the following rule shall be substituted, namely: - 
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 "6. Committees of the Board. - The Board of directors of every listed company and a 

company covered under rule 4 of the Companies (Appointment and Qualification of 

Directors) Rules, 2014 shall constitute an 'Audit Committee' and a 'Nomination and 

Remuneration Committee of the Board'. 

6. Enforcement of the Companies (Restriction on number of layers) Rules, 2017 in 

exercise of the powers conferred under proviso to clause (87) of section 2 Vide 

notification G.S.R. 1176(E), dated 20 th September 2017 

 Restriction on number of layers for certain classes of holding companies- 

(1) On and from the date of commencement of these rules, no company, other than a 

company belonging to a class specified in sub-rule (2) , shall have more than two 

layers of subsidiaries:  

 Provided that the provisions of this sub-rule shall not affect a company from acquiring 

a company incorporated outside India with subsidiaries beyond two layers as per the 

laws of such country: 

 Provided further that for computing the number of layers under this rule, one layer 

which consists of one or more wholly owned subsidiary or subsidiaries shall not be 

taken into account. 

(2)  The provisions of this rule shall not apply to the following classes of 

companies, namely:— 

(a)  a banking company as defined in the Banking Regulation Act, 1949  

(b)  a non-banking financial company as defined in the Reserve Bank of India Act, 

1934 which is registered with the Reserve Bank of India and considered as 

systematically important non-banking financial company by the Reserve Bank of 

India;  

(c)  an insurance company being a company which carries on the business of 

insurance in accordance with provisions of the Insurance Act, 1938 and the 

Insurance Regulatory Development Authority Act, 1999  

(d)  a Government company referred to in clause (45) of section 2 of the  Companies 

Act. 

(3)  The provisions of this rule shall not be in derogation of the proviso to sub -section (1) 

of section 186 of the Act.  

(4)  Every company, other than a company referred to in sub-rule (2), existing on or before 

the commencement of these rules, which has number of layers of subsidiaries in 

excess of the layers specified in sub-rule (1) –  

(i)  shall file, with the Registrar a return disclosing the details specified therein, 

within a period of one hundred and fifty days from the date of publication of these 

rules in the Official Gazette;  
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(ii)  shall not, after the date of commencement of these rules, have any additional 

layer of subsidiaries over and above the layers existing on such date; and (iii) 

shall not, in case one or more layers are reduced by it subsequent to the 

commencement of these rules, have the number of layers beyond the number 

of layers it has after such reduction or maximum layers allowed in sub rule (1), 

whichever is more.  

(5)  If any company contravenes any provision of these rules the company and every 

officer of the company who is in default shall be punishable with fine which may 

extend to ten thousand rupees and where the contravention is a continuing one, with 

a further fine which may extend to one thousand rupees for every day after the first 

during which such contravention continues. 

7.  Amendments through the Companies (Amendment) Act, 2017 

Relevant sections Amendment 

Amendment of Section 180 In section 180 of the principal Act, in sub-section (1), in clause 
(c), for the words "paid-up share capital and free reserves", the 
words "paid-up share capital, free reserves and securities 
premium" shall be substituted. 

Amendment of Section 184 In section 184 of the principal Act,— 

(i)  in sub-section (4), the words "shall not be less than fifty 
thousand rupees but which" shall be omitted; 

(ii)  in sub-section (5), for clause (b), the following clause 
shall be substituted, namely:— 

"(b)  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." 

Amendment of section 188. 

 

In section 188 of the principal Act,— 

(i)  in sub-section (1), after the second proviso, the following 
proviso shall be inserted, namely:— 

 "Provided also that nothing contained in the second 
proviso shall apply to a company in which ninety per cent. 
or more members, in number, are relatives of promoters 
or are related parties:" 

(ii) in sub-section (3), for the words "shall be voidable at the 
option of the Board", the words "shall be voidable at the 
option of the Board or, as the case may be, of the 
shareholders" shall be substituted. 
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Omission of section 194 Section 194 of the principal Act shall be omitted. 

Omission of section 195 Section 195 of the principal Act shall be omitted. 

CHAPTER 4 : INSPECTION, INQUIRY AND INVESTIGATION 

1. Enforcement of Section 212(8), (9), & (10) vide Notification S.O. 2751(E) dated 24 th of 

August, 2017 

 The Central Government notified the provisions of sub-sections (8), (9) and sub-section 

(10) of section 212 of the Companies Act, 2013 with effect from 24th day of August, 2017.  

2. Enforcement of the Companies (Arrests in connection with Investigation by Serious 

Fraud Investigation Office) Rules, 2017 Vide Notification G.S.R. 1062(E) dated 24 th of 

August 2017 

 In exercise of the powers conferred under sub-section (1) of section 469 read with section 

212 of the Companies Act, 2013, Central Government enforced  the Companies (Arrests 

in connection with Investigation by Serious Fraud Investigation Office) Rules, 2017.  

 According to the Rule where any person has been guilty of any offence punishable under 

section 212 of the Act, he may be arrested as per the respective rules.  

 The Companies (Arrests in Connection with Investigation by Serious Fraud 

Investigation Office) Rules, 2017 

a. In case of other than government companies/foreign companies:  Where the 

Director, Additional Director or Assistant Director of the Serious Fraud Investigation 

Office (herein after referred to as SFIO) investigating into the affairs of a company 

other than a Government company or foreign company has, on the basis of material 

in his possession, reason to believe (the reason for such belief to be recorded in 

writing) that any person has been guilty of any offence punishable under section 212 

of the Act, he may arrest such person; Provided that in case of an arrest being made 

by Additional Director or Assistant Director, the prior written approval of the Director 

SFIO shall be obtained.  

b. Competent authority: The Director SFIO shall be the competent authority for all 

decisions pertaining to arrest.  

c. In case of Government Company /foreign company:  Where an arrest of a person 

is to be made in connection with a Government company or a foreign company under 

investigation, such arrest shall be made with prior written approval of the Central 

Government. Provided that the intimation of such arrest shall also be given to the 

Managing Director or the person in-charge of the affairs of the Government Company 

and where the person arrested is the Managing Director or person in -charge of the 

Government Company, to the Secretary of the administrative ministry concerned, by 

the arresting officer.  

d. Serving of Arrest order to arrestee: The Director, Additional Director or Assistant 
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Director, while exercising powers under sub-section (8) of section 212 of the Act, shall 

sign the arrest order together with personal search memo in the Form appended to 

these rules and shall serve it on the arrestee and obtain written acknowledgement of 

service.  

e. Forwarding of copy of arrest order and other documents:  The Director, Additional 

Director or Assistant Director shall forward a copy of the arrest order along with the 

material in his possession and all the other documents including personal search 

memo to the office of Director, SFIO in a sealed envelope with a forwarding letter 

after signing on each page of these documents, so as to reach the office of the 

Director, SFIO within twenty four hours through the quickest possible means.  

f. Maintenance of arrest order: An arrest register shall be maintained in the office of 

Director, SFIO and the Director or any officer nominated by Director shall ensure that 

entries with regard to particulars of the arrestee, date and time of arrest and other 

relevant information pertaining to the arrest are made in the arrest register in respect 

of all arrests made by the arresting officers.  

g. Entry in arrest register: The entry regarding arrest of the person and information 

given to such person shall be made in the arrest register immediately on receipt of 

the documents as specified under rule 5 in the arrest register maintained by the SFIO 

office.  

h.  Preservation of copy of arrest order: The office of Director, SFIO shall preserve 

the copy of arrest order together with supporting materials for a period of five years 

a) from the date of judgment or final order of the Trial Court, in cases where the said 

judgment has not been impugned in the appellate court; or b) from the date of disposal 

of the matter before the final appellate court, in cases where the said judgment or 

final order has been impugned, whichever is later. 

i. Applicability of provision of Cr.P.C: The provisions of the Code of Criminal 

Procedure, 1973 (2 of 1974), relating to arrest shall be applied mutatis mutandis to 

every arrest made under this Act. 

3.  Amendments through the Companies (Amendment) Act, 2017 

Relevant sections Amendment 

Amendment of section 223. 

 

In section 223 of the principal Act, in sub-section (3), after 
the words "may be obtained", the words "by members, 
creditors or any other person whose interest is likely to be 
affected" shall be inserted. 

CHAPTER 5 : COMPROMISES, ARRANGEMENTS AND AMALGAMATIONS 

1. Exemptions to Government Companies Vide Notification G.S.R. 582(E) Dated  

13th  June, 2017 
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 The Central Government amends the Notification G.S.R. 463(E), dated 5 th June 2015. 

Following are the amendments:  

 The word "Tribunal “wherever it occurs in sections 230 to 232, the words "Central 

Government” shall be substituted. 

2. Amendments through the Companies (Amendment) Act, 2017 

Relevant 
sections 

Amendment 

Amendment of 
section 236. 

In section 236 of the principal Act, in sub-sections (4), (5) and (6), for 
the words, "transferor company", wherever they occur, the words 
"company whose shares are being transferred" shall be substituted. 

CHAPTER 9 : COMPANIES INCORPORATED OUTSIDE INDIA 

Amendments through the Companies (Amendment) Act, 2017 

Relevant 
sections 

Amendment 

Amendment 
of section 
379. 

 

Section 379 of the principal Act shall be renumbered as sub-section (2) thereof 
and before sub-section (2) as so renumbered, the following sub-section shall 
be inserted, namely:— 

"(1) Sections 380 to 386 (both inclusive) and sections 392 and 393 shall apply 
to all foreign companies: 

Provided that the Central Government may, by Order published in the 
Official Gazette, exempt any class of foreign companies, specified in the Order, 
from any of the provisions of sections 380 to 386 and sections 392 and 393 
and a copy of every such Order shall, as soon as may be after it is made, be laid 
before both Houses of Parliament." 

Amendment 
of section 
384. 

In section 384 of the principal Act, in sub-section (2), after the word and figures 
"section 92", the words and figures "and section 135" shall be inserted. 

Amendment 
of section 
391. 

 

In section 391 of the principal Act, for sub-section (2), the following sub-section 
shall be substituted, namely:— 

“(2) Subject to the provisions of section 376, the provisions of Chapter XX 
shall apply mutatis mutandis for closure of the place of business of a foreign 
company in India as if it were a company incorporated in India in case such 
foreign company has raised monies through offer or issue of securities 
under this Chapter which have not been repaid or redeemed.” 
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CHAPTER 10 : MISCELLANEOUS PROVISIONS 

1. Notification of Section 247 vide Notification S.O. 3393(E) dated 18 th October 2017 

 The Central Government hereby appoints the 18th October, 2017 as the date on which the 

provisions of section 247 of the said Act shall come into force.  

 Section 247: Valuation by Registered Valuers. 

(1)  Where a valuation is required to be made in respect of any property, stocks, shares, 

debentures, securities or goodwill or any other assets (herein referred to as the 

assets) or net worth of a company or its liabilities under the provision of this Act, it 

shall be valued by  1[a person having such qualifications and experience and 

registered as a valuer 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. 

(2) The valuer appointed under sub-section (1) shall,— 

(a)  make an impartial, true and fair valuation of any assets which may be required 

to be valued; 

(b)  exercise due diligence while performing the functions as valuer;  

(c)  make the valuation in accordance with such rules as may be prescribed; and 

(d)  not undertake valuation of any assets in which he has a direct or indirect interest 

or becomes so interested at any time 2[during a period of three years prior to his 

appointment as valuer or three years after the valuation of assets was conducted 

by him.] 

(3)  If a valuer contravenes the provisions of this section or the rules made thereunder, 

the valuer shall be punishable with fine which shall not be less than twenty -five 

thousand rupees but which may extend to one lakh rupees.  

 However if the valuer has contravened such provisions with the intention to defraud 

the company or its members, he shall be punishable with imprisonment for a term 

which may extend to one year and with fine which shall not be less than one lakh 

rupees but which may extend to five lakh rupees. 

(4) Where a valuer has been convicted under sub-section (3), he shall be liable to— 

(i) refund the remuneration received by him to the company; and 

(ii)  pay for damages to the company or to any other person for loss arising out of 

incorrect or misleading statements of particulars made in his report. 

                                                           
1 Substituted by the Companies (Removal of Difficulties) Second Order 2017 
2 Amended through the Companies (Amendment) Act, 2017 on 9th February, 2018 
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2.  Notification of the Companies (Registered Valuers and Valuation) Rules, 2017 vide 

Notification  G.S.R 1316(E) dated 18 th October, 2017 

 In exercise of the powers conferred by section 247, the Central Government hereby 

enforced the Companies (Registered Valuers and Valuation) Rules, 2017.  

 COMPANIES (REGISTERED VALUERS AND VALUATION) RULES, 2017 

2. Definitions 

(1) In these rules, unless the context otherwise requires - 

 "authority" means an authority specified by the Central Government under 

section 458 of the Companies Act, 2013 to perform the functions under these 

rules; 

 "asset class" means a distinct group of assets, such as land and building, 

machinery and equipment, displaying similar characteristics, that can be 

classified and requires separate set of valuers for valuation;  

 "certificate of recognition" means the certificate of recognition granted to a 

registered valuers organisation under sub-rule (5) of rule 13 and the term 

"recognition" shall be construed accordingly; 

 "certificate of registration" means the certificate of registration granted to a 

valuer under sub-rule (6) of rule 6 and the term "registration" shall be construed 

accordingly; 

 "registered valuers organisation" means a registered valuers organization  

recognised under sub-rule (5) of rule 13; 

 "valuer" means a person registered with the authority in accordance with these 

rules and the term "registered valuer" shall be construed accordingly. 

3. Eligibility for registered valuers 

(1)  A person shall be eligible to be a registered valuer if he- 

(a) Is a valuer member of a registered valuers organisation; 

 Explanation.- For the purposes of this clause, "a valuer member" is a member 

of a registered valuers organisation who possesses the requisite educational 

qualifications and experience for being registered as a valuer; 

(b) Is recommended by the registered valuers organisation of which he is a valuer 

member for registration as a valuer; 

(c) Has passed the valuation examination under rule 5 within three years 

preceding the date of making an application for registration under rule 6; 

(d) Possesses the qualifications and experience as specified in rule 4; 

(e) Is not a minor;  

© The Institute of Chartered Accountants of India



  PAPER – 4 : CORPORATE AND ECONOMIC LAWS 103 

(f)  Has not been declared to be of unsound mind; 

(g) Is not an undischarged bankrupt, or has not applied to be adjudicated as a 

bankrupt; 

(h) Is a person resident in India; 

 Explanation.- For the purposes of these rules 'person resident in India' shall 

have the same meaning as defined in clause (v) of section 2 of the Foreign 

Exchange Management Act, 1999 (42 of 1999) as far as it is applicable to an 

individual; 

(i) Has not been convicted by any competent court for an offence punishable with 

imprisonment for a term exceeding six months or for an offence involving moral 

turpitude, and a period of five years has not elapsed from the date of expiry of 

the sentence: 

 Provided that if a person has been convicted of any offence and sentenced in 

respect thereof to imprisonment for a period of seven years or more, he shall 

not be eligible to be registered; 

(j)  Has not been levied a penalty under section 271J of Income-tax Act, 1961 (43 

of 1961) and time limit for filing appeal before Commissioner of Income-tax 

(Appeals) or Income-tax Appellate Tribunal, as the case may be has expired, 

or such penalty has been confirmed by Income-tax Appellate Tribunal, and five 

years have not elapsed after levy of such penalty; and 

(k) Is a fit and proper person: 

 Explanation.- For determining whether an individual is a fit and proper  person 

under these rules, the authority may take account of any relevant  

consideration, including but not limited to the following criteria- 

(i) Integrity, reputation and character, 

(ii)  Absence of convictions and restraint orders, and 

(iii) Competence and financial solvency. 

(2)  No partnership entity or company shall be eligible to be a registered valuer if - 

(a) It has been set up for objects other than for rendering professional or financial  

services, including valuation services and that in the case of a company, it is 

not a subsidiary, joint venture or associate of another company or body 

corporate; 

(b) It is undergoing an insolvency resolution or is an undischarged bankrupt; 

(c) All the partners or directors, as the case may be, are not ineligible under 

clauses (c), (d), (e), (g), (h), (i), (j) and (k) of sub-rule (1); 

(d) Three or all the partners or directors, whichever is lower, of the partnership 
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entity or company, as the case may be, are not registered valuers; or 

(e)  None of its partners or directors, as the case may be, is a registered 

valuer for the asset class, for the valuation of which it seeks to be a registered 

valuer. 

4. Qualifications and experience 

 An individual shall have the following qualifications and experience to be eligible for 

registration under rule 3, namely:- 

(a)  post-graduate degree or post-graduate diploma, in the specified  discipline, from 

a University or Institute established, recognised or  incorporated by  law in India 

and at least three years of experience in  the specified discipline thereafter; or  

(b)  a Bachelor's degree or equivalent, in the specified discipline, from  a University 

or Institute established, recognised or incorporated by law in India and at least 

five years of experience in the specified discipline  thereafter; or  

(c) membership of a professional institute established by an Act of Parliament 

enacted for the purpose of regulation of a profession with at least three years' 

experience after such membership and having qualification mentioned at clause 

(a) or (b). 

 Explanation-I- For the purposes of this clause the 'specified discipline' shall mean the 

specific discipline which is relevant for valuation of an asset class for which the 

registration as a valuer or recognition as a registered valuers organisation is sought 

under these rules. 

 Explanation-II.- Qualifying education and experience and examination or training for 

various asset classes, is given in an indicative manner in Annexure-IV of these rules. 

6. Application for certificate of registration 

(1)  An individual eligible for registration as a registered valuer under rule 3 may 

make an application to the authority in Form-A of Annexure-II along with a non-

refundable application fee of five thousand rupees in favour of the authority. 

(2)  A partnership entity or company eligible for registration as a registered valuer 

under rule 3 may make an application to the authority in  Form-B of Annexure-

II along with a non-refundable application fee of ten thousand rupees in favour 

of the authority. 

(3)  The authority shall examine the application, and may grant twenty one days to 

the applicant to remove the deficiencies, if any, in the application.  

(4)  The authority may require the applicant to submit additional documents or 

clarification within twenty- one days. 
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(5)  The authority may require the applicant to appear, within twenty one days, 

before the authority in person, or through its authorised representative for 

explanation or clarifications required for processing the application. 

(6)  If the authority is satisfied, after such scrutiny, inspection or inquiry as it deems 

necessary, that the applicant is eligible under these rules, it may grant a 

certificate of registration to the applicant to carry on the activities of a registered 

valuer for the relevant asset class or classes in Form-C of the Annexure-II within 

sixty days of receipt of the application, excluding the time given by the authority 

for presenting additional documents, information or clarification, or appearing in 

person, as the case may be. 

(7) If, after considering an application made under this rule, the authority is of 

the prima facie opinion that the registration ought not be granted, it shall 

communicate the reasons for forming such an opinion within forty-five days of 

receipt of the application, excluding the time given by it for removing the 

deficiencies, presenting additional documents or clarifications, or appearing in 

person, as the case may be. 

(8)  The applicant shall submit an explanation as to why his/its application should be 

accepted within fifteen days of the receipt of the communication under sub- rule 

(7), to enable the authority to form a final opinion. 

(9)  After considering the explanation, if any, given by the applicant under sub-rule 

(8), the authority shall either - 

(a)  accept the application and grant the certificate of registration; or 

(b) reject the application by an order, giving reasons thereof. 

(10)  The authority shall communicate its decision to the applicant within thirty days 

of receipt of explanation. 

7. Conditions of Registration 

 The registration granted under rule 6 shall be subject to the conditions that the valuer 

shall - 

(a)  at all times possess the eligibility and qualification and experience criteria as 

specified under rule 3 and rule 4; 

(b) at all times comply with the provisions of the Act, these rules and the Bye-laws 

or internal regulations, as the case may be, of the respective registered valuers 

organisation; 

(c) in his capacity as a registered valuer, not conduct valuation of the assets or 

class(es) of assets other than for which he/it has been registered by the 

authority; 
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(d) take prior permission of the authority for shifting his/ its membership from one 

registered valuers organisation to another; 

(e) take adequate steps for redressal of grievances; 

(f) maintain records of each assignment undertaken by him for at least three years 

from the completion of such assignment; 

(g) comply with the Code of Conduct of the registered valuers organisation of which 

he is a member; 

(h) in case a partnership entity or company is the registered valuer, allow only the 

partner or director who is a registered valuer for the asset class(es) that is being 

valued to sign and act on behalf of it; 

(i) in case a partnership entity or company is the registered valuer, it shall disclose 

to the company concerned, the extent of capital employed or contributed in the 

partnership entity or the company by the partner or director, as the case may 

be, who would sign and act in respect of relevant valuation assignment for the 

company; 

(j) in case a partnership entity is the registered valuer, be liable jointly and severally 

along with the partner who signs and acts in respect of a valuation assignment 

on behalf of the partnership entity; 

(k) in case a company is the registered valuer, be liable alongwith director who signs 

and acts in respect of a valuation assignment on behalf of the company;  

(l) in case a partnership entity or company is the registered valuer, immediately 

inform the authority on the removal of a partner or director, as the case may be, 

who is a registered valuer along with detailed reasons for such removal; and  

(m) comply with such other conditions as may be imposed by the authority.  

8. Conduct of Valuation 

(1)  The registered valuer shall, while conducting a valuation, comply with the 

valuation standards as notified or modified under rule 18: 

 Provided that until the valuation standards are notified or modified by the Central 

Government, a valuer shall make valuations as per- 

(a) internationally accepted valuation standards; 

(b) valuation standards adopted by any registered valuers organisation. 

(2)  The registered valuer may obtain inputs for his valuation report or get a separate 

valuation for an asset class conducted from another registered valuer, in which 

case he shall fully disclose the details of the inputs and the particulars etc. of 

the other registered valuer in his report and the liabilities against the resultant 
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valuation, irrespective of the nature of inputs or valuation by the other registered 

valuer, shall remain of the first mentioned registered valuer.  

(3)  The valuer shall, in his report, state the following:- 

(a) background information of the asset being valued; 

(b) purpose of valuation and appointing authority; 

(c) identity of the valuer and any other experts involved in the valuation; 

(d) disclosure of valuer interest or conflict, if any; 

(e) date of appointment, valuation date and date of report;  

(f) inspections and/or investigations undertaken; 

(g) nature and sources of the information used or relied upon;  

(h) procedures adopted in carrying out the valuation and valuation standards 

followed; 

(i) restrictions on use of the report, if any; 

(j) major factors that were taken into account during the valuation; 

(k) conclusion; and 

(l) caveats, limitations and disclaimers to the extent they explain or elucidate 

the limitations faced by valuer, which shall not be for the purpose of limiting 

his responsibility for the valuation report. 

9. Temporary surrender 

(1)  A registered valuer may temporarily surrender his registration certificate in 

accordance with the bye-laws or regulations, as the case may be, of the 

registered valuers organisation and on such surrender, the valuer shall inform 

the authority for taking such information on record. 

(2)  A registered valuers organisation shall inform the authority if any valuer member 

has temporarily surrendered his/its membership or revived his/ its membership 

after temporary surrender, not later than seven days from approval of the 

application for temporary surrender or revival, as the case may be. 

(3)  Every registered valuers organisation shall place, on its website, in a searchable 

format, the names and other details of its valuers members who have 

surrendered or revived their memberships. 

10.  Functions of a Valuer 

 A valuer shall conduct valuation required under the Act as per these rules and he may 

conduct valuation as per these rules if required under any other law or by any other 

regulatory authority. 
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12.  Eligibility for registered valuers organisations 

(1)  An organisation that meets requirements under sub-rule (2) may be recognised 

as a registered valuers organisation for valuation of a specific asset class or 

asset classes if - 

(i) it has been registered under section 25 of the Companies Act, 1956 (1 of 1956) 

or section 8 of the Companies Act, 2013 (18 of 2013) with the sole object of 

dealing with matters relating to regulation of valuers of an asset class or asset 

classes and has in its bye laws the requirements specified in Annexure-III; 

(ii) a professional institute established by an Act of Parliament enacted for the 

purpose of regulation of a profession; 

 Provided that, subject to sub-rule (3), the following organisations may also be 

recognised as a registered valuers organisation for valuation of a specific asset  

class or asset classes, namely:- 

(a) an organisation registered as a society under the Societies Registration Act, 

1860 (21 of 1860) or any relevant state law, or; 

(b) an organisation set up as a trust governed by the Indian Trust Act, 1882 (2 of 

1882). 

(2)  The organisation referred to in sub-rule (1) shall be recognised if it – 

(a) conducts educational courses in valuation, in accordance with the syllabus 

determined by the authority, under rule 5, for individuals who may be its valuers 

members, and delivered in class room or through distance education modules 

and which includes practical training; 

(b) grants membership or certificate of practice to individuals, who possess the 

qualifications and experience as specified in rule 4, in respect of valuation of 

asset class for which it is recognised as a registered valuers organisation ; 

(c) conducts training for the individual members before a certificate of practice is 

issued to them; 

(d) lays down and enforces a code of conduct for valuers who are its members, 

which includes all the provisions specified in Annexure-I; 

(e) provides for continuing education of individuals who are its members; 

(f) monitors and reviews the functioning, including quality of service, of valuers 

who are its members; and 

(g) has a mechanism to address grievances and conduct disciplinary proceedings 

against valuers who are its members. 

(3)  A registered valuers organisation, being an entity under proviso to sub -rule (1), 

shall convert into or register itself as a company under section 8 of the 
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Companies Act, 2013, and include in its bye laws the requirements specified  

in Annexure- III, within one year from the date of commencement of these rules. 

14. Conditions of Recognition 

 The recognition granted under rule 13 shall be subject to the conditions that the 

registered valuers organisation shall- 

(a) at all times continue to satisfy the eligibility requirements specified under  rule 

12; 

(b) maintain a register of members who are registered valuers, which shall be 

publicly available; 

(c) admits only individuals who possess the educational qualifications and 

experience requirements, in accordance with rule 4 and as specified in its 

recognition certificate, as members; 

(d) make such reports to the authority as may be required by it; 

(e) comply with any directions, including with regard to course to be conducted by 

valuation organisation under clause (a) of sub-rule (2) of rule 12, issued by the 

authority; 

(f) be converted or registered as company under section 8 of the Act, with 

governance structure and bye laws specified in Annexure-III, within a period of 

one year from the date of commencement of these rules if it is an organisation 

referred to in proviso to sub-rule (1) of rule 12; 

(g) shall have the governance structure and incorporate in its bye laws the 

requirements specified in Annexure-III within one year of commencement of 

these rules if it is an organisation referred to in clause (i) of sub-rule (1) of rule 

12 and existing on the date of commencement of these rules; 

(h) display on its website, the status and specified details of every registered 

valuer being its valuer members including action under rule 17 being taken 

against him; and 

(i) comply with such other conditions as may be specified by authority. 

15. Cancellation or suspension of certificate of registration or recognition 

 The authority may cancel or suspend the registration of a valuer or recognition of a 

registered valuers organisation for violation of the provisions of the Act, any other law 

allowing him to perform valuation, these rules or any condition of registration or 

recognition, as the case may be in the manner specified in rule 17.  

16. Complaint against a registered valuer or registered valuers organisation 

 A complaint may be filed against a registered valuer or registered valuers organisation 

before the authority in person or by post or courier along with a non-refundable fees 
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of rupees one thousand in favour of the authority and the authority shall examine the 

complaint and take such necessary action as it deems fit:  

 Provided that in case of a complaint against a registered valuer, who is a partner of 

a partnership entity or director of a company, the authority may refer the complaint to 

the relevant registered valuers organisation and such organisation shall handle the 

complaint in accordance with its bye laws. 

18. Valuation Standards 

 The Central Government shall notify and may modify (from time to time) the valuation 

standards on the recommendations of the Committee set up under rule 19. 

20. Punishment for contravention 

 Without prejudice to any other liabilities where a person contravenes any of the 

provision  of these rules he shall be punishable in accordance with sub-section (3) of 

section 469 of the Act. 

21. Punishment for false statement 

 If in any report, certificate or other document required by, or for, the purposes of any 

of the provisions of the Act or the rules made thereunder or these rules, any person 

makes a statement,— 

(a) which is false in any material particulars, knowing it to be false; or 

(b) which omits any material fact, knowing it to be material,  he shall be liable under 

section 448 of the Act. 

3.  Enforcement of the Companies (Registered Valuers and Valuation) Amendment 

Rules, 2018  vide Notification No. G.S.R. 155 (E) dated 9th February, 2018 

 In exercise of the powers conferred by section 247 read with section 469 of the Companies 

Act, 2013, the Central Government makes the Companies (Registered Valuers and 

Valuation) Amendment Rules, 2018 to amend the Companies (Registered Valuers and 

Valuation) Rules, 2017, namely:- 

 In the Companies (Registered Valuers and Valuation) Rules, 2017, in rule 11, for the 

figures, letters and word "31st March, 2018", occurring at both the places, the f igures, 

letters and word "30th September, 2018" shall be substituted.  

4.  Amendments through the Companies (Amendment) Act, 2017 

Relevant 
sections 

Amendment 

Amendment of 
Section 247 

In section 247 of the principal Act, in sub-section (2), in clause 

(d), for the words "during or after the valuation of assets", the 

words "during a period of three years prior to his appointment as 
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valuer or three years after the valuation of assets was conducted 

by him" shall be substituted. 

Amendment of 

section 366. 

 

In section 366 of the principal Act, in sub-section (2),— 

(i)  for the words "seven or more members", the words "two or 

more members" shall be substituted; 

(ii)  in the proviso, after clause (vi), the following clause shall be 

inserted, namely:— 

"(vii) a company with less than seven members shall 
register as a private company." 

Amendment of 

section 374. 

 

In section 374 of the principal Act, after clause (d), the following 

proviso shall be inserted, namely:— 

“Provided that upon registration as a company under this Part a 
limited liability partnership incorporated under the Limited 
Liability Partnership Act, 2008 shall be deemed to have been 
dissolved under that Act without any further act or deed.”. 

Amendment of 

section 447. 

 

In section 447 of the principal Act,— 

(i)  after the words "guilty of fraud", the words "involving an 

amount of at least ten lakh rupees or one per cent. of the 

turnover of the company, whichever is lower" shall be 

inserted; 

(ii)  after the proviso, the following proviso shall be inserted, 
 namely:—  

"Provided further that where the fraud involves an amount 
less than ten lakh rupees or one per cent. of the turnover of 
the company, whichever is lower, and does not involve 
public interest, any person guilty of such fraud shall be 
punishable with imprisonment for a term which may extend 
to five years or with fine which may extend to twenty lakh 
rupees or with both.". 

Amendment of 

section 458 

In section 458 of the principal Act, in sub-section (1), the proviso 

shall be omitted. 

CHAPTER 11: COMPOUNDING OF OFFENCES, ADJUDICATION, SPECIAL COURTS 

Amendments through the Companies (Amendment) Act, 2017 

Relevant sections Amendment 

Amendment of 
section 441. 

In section 441 of the principal Act, in sub-section (1), for the words 
"with fine only", the words "not being an offence punishable with 
imprisonment only, or punishable with imprisonment and also with 
fine" shall be substituted. 
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Insertion of new 
section 

446A.  

 

Factors for 

determining level of 

punishment. 

 

 

 

 

Lesser penalties for 
One Person 

Companies or small 

companies. 

 

After section 446 of the principal Act, the following sections shall 
be inserted, namely:— 

"446A.  The court or the Special Court, while deciding the amount 
of fine or imprisonment under this Act, shall have due regard to the 
following factors, namely:— 

(a)  size of the company; 

(b)  nature of business carried on by the company;  

(c)  injury to public interest; 

(d)  nature of the default; and 

(e)  repetition of the default. 

 

 

446B. Notwithstanding anything contained in this Act, if a One Person 
Company or a small company fails to comply with the provisions of 
sub-section (5) of section 92, sub-section (2) of section 117 or sub-
section (3) of section 137, such company and officer in default of 
such company shall be punishable with fine or imprisonment or fine 
and imprisonment, as the case may be, which shall not be more than 
one-half of the fine or imprisonment or fine and imprisonment, as the 
case may be, of the minimum or maximum fine or imprisonment or 
fine and imprisonment, as the case may be, specified in such 
sections.". 

CHAPTER 12: NATIONAL COMPANY LAW TRIBUNAL AND APPELLATE TRIBUNAL 

1. Enforcement of the Companies (Removal of Difficulties) Orders, 2017 Vide Order 

S.O. 2042(E) dated 29th June , 2017 

 In the Companies Act, 2013, in section 434, in sub-section (1), in clause (c),- 

(a) in the third proviso, for “Provided further that-”, the following shall be substituted, 

namely:- “Provided also that-”; 

(b) after the third proviso, the following proviso shall be inserted, namely: - 

 “Provided also that proceedings relating to cases of voluntary winding up of a 

company where notice of the resolution by advertisement has been given under sub-

section (1) of section 485 of the Companies Act, 1956 but the company has not been 

dissolved before the 1st April, 2017 shall continue to be dealt with in accordance with 

provisions of the Companies Act, 1956 and the Companies (Court) Rules, 1959.” 

2. Amendments through the Companies (Amendment) Act, 2017  

Relevant sections Amendment 

Amendment of 
section 409 

In section 409 of the principal Act, in sub-section (3),— 
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(i)  in clause (a), for the words "out of which at least three 
years shall be in the pay scale of Joint Secretary to 
the Government of India or equivalent or above in that 
service", the words "and has been holding the rank of 
Secretary or Additional Secretary to the Government 
of India" shall be substituted; 

(ii)  for clause (e), the following clause shall be 
substituted, namely:— 

"(e) is a person of proven ability, integrity and 
standing having special knowledge and 
professional experience of not less than fifteen 
years in industrial finance, industrial 
management, industrial reconstruction, 
investment and accountancy.". 

Amendment of 
section 411. 

In section 411 of the principal Act, for sub-section (3), the 
following sub-section shall be substituted, namely:— 

"(3) A technical member shall be a person of proven ability, 
integrity and standing having special knowledge and 
professional experience of not less than twenty-five 
years in industrial finance, industrial management, 
industrial reconstruction, investment and 
accountancy.". 

Amendment of 
section 412 

In section 412 of the principal Act, for sub-section (2), the 
following sub-sections shall be substituted, namely:— 

"(2)  The Members of the Tribunal and the Technical 
Members of the Appellate Tribunal shall be appointed 
on the recommendation of a Selection Committee 
consisting of— 

(a) Chief Justice of India or his nominee—
Chairperson; 

(b)  a senior Judge of the Supreme Court or Chief 
Justice of High Court— Member; 

(c) Secretary in the Ministry of Corporate Affairs—
Member; and 

(d) Secretary in the Ministry of Law and Justice—
Member. 

(2A) Where in a meeting of the Selection Committee, there 
is equality of votes on any matter, the Chairperson 
shall have a casting vote.". 
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SECTION B: SECURITIES LAWS 

CHAPTER 2: SEBI (Issue of Capital and Disclosure Requirements) (Amendment) 

Regulations, 2018 w.e.f. 12.02.2018 

Vide this amendment regulation, Clause (c) of the Regulation 82 which dealt with the conditions 

for qualified institutions placement has been omitted. Following was the clause prior to the 

omission. 

“(c) it is in compliance with the requirement of minimum public shareholding  specified in the 

Securities Contracts (Regulation) Rules, 1957;” 

PART II: ECONOMIC LAWS 

CHAPTER 1: The Foreign Exchange and Management Act, 1999 

Foreign Exchange Management (Acquisition and Transfer of Immovable Property in India) 

Regulations, 2018  

As per the Notification dated 26 th of March, 2018, the Reserve Bank of India makes the 

Foreign Exchange Management (Acquisition and Transfer of Immovable Property in India) 

Regulations, 2018 with the enforcement from the date of their publication in the Official Gazette 

i.e., 26th of March, 2018. 

2.  Relevant Definitions:-  In these Regulations, unless the context otherwise requires-   

 ‘Non-Resident Indian (NRI)’ means a person resident outside India who is a citizen of 

India;    

 ‘Overseas Citizen of India (OCI)’ means a person resident outside India who is registered 

as an Overseas Citizen of India Cardholder under Section 7(A) of the Citizenship Act, 1955;  

 'Repatriation outside India' means the buying or drawing of foreign exchange from an 

authorised dealer in India and remitting it outside India through banking channels or 

crediting it to an account denominated in foreign currency or to an account in Indian 

currency maintained with an authorised dealer from which it can be converted in foreign 

currency;   

3. Acquisition and Transfer of Property in India by a Non-Resident Indian or an 

Overseas Citizen of India:-   

An NRI or an OCI may-   

(a) acquire immovable property in India other than agricultural land/ farm house/ plantation 

property:  

Provided that the consideration, if any, for transfer, shall be made out of (i) funds received 

in India through banking channels by way of inward remittance from any place outside 

India or (ii) funds held in any nonresident account maintained in accordance with the 

provisions of the Act, rules or regulations framed thereunder.   
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Provided further that no payment for any transfer of immovable property shall be 

made either by traveler’s cheque or by foreign currency notes or by any other mode 

other than those specifically permitted under this clause.  

(b) acquire any immovable property in India other than agricultural land/ farm house/ 

plantation property by way of gift from a person resident in India or from an NRI or from 

an OCI, who in any case is a relative as defined in section 2(77) of the Companies Act, 

2013;  

(c) acquire any immovable property in India by way of inheritance from a person resident 

outside India who had acquired such property (a) in accordance with the provisions of the 

foreign exchange law in force at the time of acquisition by him or the provisions of these 

Regulations or (b) from a person resident in India;  

(d) transfer any immovable property in India to a person resident in India;   

(e) transfer any immovable property other than agricultural land/ farm house/ plantation 

property to an NRI or an OCI.  

4.  Acquisition of Immovable Property for carrying on a permitted activity:-   

 A person resident outside India who has established in India in accordance with the Foreign 

Exchange Management (Establishment in India of a branch office or a liaison office or a 

project office or any other place of business) Regulations, 2016, as amended from time to 

time, a branch, office or other place of business for carrying on in India any activity, 

excluding a liaison office, may -  

(a) acquire any immovable property in India, which is necessary for or incidental to 

carrying on such activity;   

Provided that   

i all applicable laws, rules, regulations or  directions for the time being in force 

are duly complied with; and   

ii the person files with the Reserve Bank a declaration in the form IPI as prescribed 

by Reserve Bank from time to time, not later than ninety days from the date of 

such acquisition.  

(b) transfer by way of mortgage to an authorised dealer as a security for any borrowing, 

the immovable property acquired in pursuance of clause (a).       

Provided no person of Pakistan or Bangladesh or Sri Lanka or Afghanistan or China 

or Iran or Hong Kong or Macau or Nepal or Bhutan or Democratic People’s Republic 

of Korea (DPRK) shall acquire immovable property, other than on lease not exceeding 

five years, without prior approval of the Reserve Bank.  
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5.  Purchase/ sale of Immovable Property by Foreign Embassies/ Diplomats/ Consulate 

Generals:-  

 A Foreign Embassy/ Diplomat/ Consulate General may purchase/ sell immovable property 

in India other than agricultural land/ plantation property/ farm house provided (i) clearance 

from Government of India, Ministry of External Affairs is obtained for such p urchase/ sale, 

and (ii) the consideration for acquisition of immovable property in India is paid out of funds 

remitted from abroad through banking channels.    

6.   Joint acquisition by the spouse of an NRI or an OCI:-  

 A person resident outside India, not being a Non-Resident Indian or an Overseas Citizen 

of India, who is a spouse of a Non-Resident Indian or an Overseas Citizen of India may 

acquire one immovable property (other than agricultural land/ farm house/ plantat ion 

property), jointly with his/ her NRI/ OCI spouse.  

 Provided that  

(i) The consideration for transfer, shall be made out of (i) funds received in India through 

banking channels by way of inward remittance from any place outside India or (ii) funds 

held in any non-resident account maintained in accordance with the provisions of the Act 

and the regulations made by the Reserve Bank;  

(ii) No payment for any transfer of immovable property shall be made either by traveler’s 

cheque or by foreign currency notes or by any other mode other than those specifically 

permitted under this clause;  

(iii) Provided that the marriage has been registered and subsisted for a continuous period of 

not less than two years immediately preceding the acquisition of such property;  

(iv) Provided further that the non-resident spouse is not otherwise prohibited from such 

acquisition.  

7.  Acquisition by a Long-Term Visa holder:-  

 A person being a citizen of Afghanistan, Bangladesh or Pakistan belonging to minority 

communities in those countries, namely, Hindus, Sikhs, Buddhists, Jains, Parsis and 

Christians who is residing in India and has been granted a Long Term Visa (LTV) by the  

Central Government may purchase only one residential immovable property in India as 

dwelling unit for self-occupation and only one immovable property for carrying out self -

employment subject to the following conditions:  

(a) the property should not be located in and around restricted/ protected areas so notified 

by the Central Government and cantonment areas;  

(b) the person submits a declaration to the Revenue Authority of the district where the 

property is located, specifying the source of funds and that he/ she is residing in India on 

LTV;   
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(c) the registration documents of the property should mention the nationality and the fact that 

such person is on LTV;  

(d) the property of such person may be attached/ confiscated in the event of his/ her 

indulgence in anti-India activities;  

(e) a copy of the documents of the purchased property shall be submitted to the Deputy 

Commissioner of Police (DCP)/ Foreigners Registration Office (FRO)/ Foreigners 

Regional Registration Office (FRRO) concerned and to the Ministry of Home Affairs 

(Foreigners Division);  

(f) such person shall be eligible to sell the property only after acquiring Indian citizenship. 

However, transfer of the property before acquiring Indian citizenship shall require prior 

approval of DCP/FRO/FRRO concerned.  

8.  Repatriation of sale proceeds:-   

(a) A person referred to in sub-section (5) of Section 6 of the Act, or his successor shall not, 

except with the general or specific permission of the Reserve Bank, repatriate outside 

India the sale proceeds of any immovable property referred to in that sub-section;   

(b) In the event of sale of immovable property other than agricultural land/ farm house/ 

plantation property in India by an NRI or an OCI, the authorised dealer may allow 

repatriation of the sale proceeds outside India, provided the following conditions are 

satisfied, namely:   

(i) the immovable  property was acquired by the seller in accordance with the provisions 

of the foreign exchange law in force at the time of his acquisition or the provisions 

of these Regulations;   

(ii) the amount for acquisition of the immovable property was paid in foreign exchange 

received through banking channels or out of funds held in Foreign Currency Non-

Resident Account or out of funds held in Non-Resident External account;   

(iii) in the case of residential property, the repatriation of sale proceeds is restricted to 

not more than  two such properties.   

(c) In the event of failure in repayment of external commercial borrowing availed by a person 

resident in India under the provisions of the Foreign Exchange Management (Borrowing 

or Lending in Foreign Exchange) Regulations, 2000, as amended from time to time, a 

bank which is an authorised dealer may permit the overseas lender or the security trustee 

(in whose favour the charge on immovable property has been created to secure the ECB) 

to sell the immovable property on which the said loan has been secured only to a (by the) 

person resident in India and to repatriate the sale proceeds towards outstanding dues in 

respect of the said loan and not any other loan.  
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9.  Prohibition on acquisition or transfer of immovable property in India by citizens of 

certain countries:-   

 No person being a citizen of Pakistan, Bangladesh, Sri Lanka, Afghanistan, China, Iran, 

Nepal, Bhutan, Hong Kong or Macau or Democratic People’s Republic of Korea (DPRK) 

without prior permission of the Reserve Bank shall acquire or transfer immovable property 

in India, other than lease, not exceeding five years.   

 Provided this prohibition shall not apply to an OCI.  

 Explanation: For the purpose of this regulation the term “ci tizen” shall include natural 

persons and legal entities.  

10.  Prohibition on transfer of immovable property in India:-   

 Save as otherwise provided in the Act or Regulations, no person resident outside India 

shall transfer any immovable property in India:-   

 Provided that   

(i) The Reserve Bank may, for sufficient reasons, permit the transfer, subject to such 

conditions as may be considered necessary.   

(ii) A bank which is an authorised dealer may, subject to the directions issued by the Reserve 

Bank in this behalf, permit a person resident in India or on behalf of such person to create 

charge on his immovable property in India in favour an overseas lender or security trustee, 

to secure an external commercial borrowing availed under the provisions of the Foreign 

Exchange Management (Borrowing or Lending in Foreign Exchange) Regulations, 2000, 

as amended from time to time.  

(iii) An Authorized Dealer in India being the Indian correspondent of an overseas lender may, 

subject to the directions issued by the Reserve Bank in this regard, create a mortgage on 

an immovable property in India owned by an NRI or an OCI, being a director of a company 

outside India, for a loan to be availed by the company from the said overseas lender.  

Provided   

(a) the funds shall be used by the borrowing company only for its core business 

purposes overseas;  

(b) in case of invocation of charge, the Indian bank shall sell the immovable property to 

an eligible acquirer and remit the sale proceeds to the overseas lender.  

(iv) A person resident outside India who has acquired any immovable property in India in 

accordance with foreign exchange laws in force at the time of such acquisition or with the 

general or specific permission of the Reserve Bank may transfer such property to a person 

resident in India provided the transaction takes place through banking channels in India 

and provided that the resident is not otherwise prohibited from such acquisition.  
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11.  Miscellaneous:-  

 Any transaction involving acquisition or transfer of immovable property under these 

regulations shall be undertaken:  

(a) through banking channels in India;   

(b) subject to payment of applicable taxes and other duties/ levies in India.  

12.  Saving:-  

 Any existing holding of immovable property in India by a person resident outside India 

made in accordance with the policy in existence at the time of such acquisition would not 

require any modifications to confirm to these regulations. 

CHAPTER 3: PREVENTION OF MONEY LAUNDERING ACT, 2002 

Amendments to the prevention of Money-Laundering Act, 2002 through the Finance Act, 2018 
w.e.f. 19.04.2018 

In the Prevention of Money-laundering Act, 2002,—  

(a)  in section 2, in sub-section (1), in clause (u), after the words “within the country”, the words 

“or abroad” shall be inserted;  

(b)  in section 5,—  

(i)  in sub-section (1), after the second proviso, the following proviso shall be inserted, 

namely:— “Provided also that for the purposes of computing the period of one 

hundred and eighty 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 

thirty days from the date of order of vacation of such stay order shall be counted.’’;  

(ii)  in sub-section (3), for the word, brackets and figure ‘‘sub-section (2)”, the word, 

brackets and figure “sub-section (3)” shall be substituted;  

(c)  in section 8,— 

(i)  in sub-section (3), in clause (a), after the words “continue during”, the words 

“investigation for a period not exceeding ninety days or” shall be inserted;  

(ii)  in sub-section (8), after the proviso, the following proviso shall be inserted, namely:— 

“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.”; 

(d)  in section 19, in sub-section (3),— (i) after the words “be taken to a”, the words “Special 

Court or” shall be inserted; (ii) in the proviso, after the words “from the place of arrest to 

the”, the words “Special Court or” shall be inserted;  

(e) in section 45, in sub-section (1), —  
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(i)  for the words “punishable for a term of imprisonment of more than three years under 

Part A of the Schedule”, the words “under this Act” shall be substituted;  

(ii)  in the proviso, after the words “sick and infirm,”, the words “or is accused either on 

his own or along with other co-accused of money-laundering a sum of less than one 

crore rupees” shall be inserted;  

(f)  in section 50, in sub-section (5), in the proviso, in clause (b), for the word “Director”, the 

words “Joint Director” shall be substituted; 

(g)  section 66 shall be numbered as sub-section (1) thereof, and after sub-section (1) as so 

numbered, the following sub-section shall be inserted, namely:—  

“(2) If the Director or other authority specified under sub-section (1) is of the opinion, on the basis of 

information or material in his possession, that the provisions of any other law for the time being in 

force are contravened, then the Director or such other authority shall share the information with the 

concerned agency for necessary action.”; 

In “Paragraph 29 -Offence Under the Companies Act, 2013 

Section 447 i.e., punishment for fraud has been inserted.  

CHAPTER 6: INSOLVENCY AND BANKRUPTCY CODE, 2016 

(1)  Enforcement of clause (a) to clause (d) of section 2 of the Code Vide notification S.O. 

1570(E) ,  dated 15th May , 2017 

 The Central Government hereby appoints the 1st April, 2017 as the date on which the 

provisions of clause (a) to clause (d) of section 2 of the Code relating to voluntary 

liquidation or bankruptcy shall come into force. 

(2)  Commencement of sections related to Fast Track Corporate Insolvency Resolution 

Process Vide Notification S.O. 1910(E) dated 14 th June 2017 

 The Central Government hereby appoints the 14th day of June, 2017 as the date on which 

the provisions of section 55 to section 58 (both inclusive) of the said Code shall come into 

force. 

(3)  Commencement of sections related to Fast Track Corporate Insolvency Resolution 

Process u/s 55(2) of the Code Vide Notification  S.O.1911(E) dated 14th June 2017 

 In exercise of the powers conferred by section 55(2) of the Insolvency and Bankruptcy 

Code, 2016 , the Central Government hereby notifies that an application for fast track 

corporate insolvency resolution process may be made in respect of the following corporate 

debtors, namely :- 

(a)  a small company as defined under clause (85) of section 2 of Companies Act, 2013,or  

(b) a Startup (other than the partnership firm) as defined in the notification of the 

Government of India in the Ministry of Commerce and Industry number G.S.R. 501(E), 

dated the 23rd May, 2017, or 

© The Institute of Chartered Accountants of India



  PAPER – 4 : CORPORATE AND ECONOMIC LAWS 121 

(c) an unlisted company with total assets, as reported in the financial statement of the 

immediately preceding financial year, not exceeding rupees one crore.  

(4)  Issue of clarification regarding approval of resolution plans under section 30 and 31 

of Insolvency and Bankruptcy Code, 2016 vide general circular IBC/01/ 2017 dated 

25th October 2017 

 Ministry of Corporate Affairs issued a clarification  in view of the requirement under section 

30(2)(e) of the Code for the resolution professional to confirm that each resolution plan 

received by him does not contravene any of the provisions of the law for the time being in 

force.   

 Accordingly clarification was sought whether approval of shareholders/ members of the 

corporate debtor/ company is required for a resolution plan at any stage during the process 

for its consideration and approval as laid down under section 30 & 31 of the Insolvency 

and Bankruptcy Code and after approval during its implementation, for any actions 

contained in the resolution plan which would normally require specific approval of 

shareholders/ members under provisions of Companies Act, 2013 or any other law. 

 Through the issue of this circular, it has been clarified that the approval of shareholders / 

members of the corporate debtor/company for a particular action required in the resolution 

plan for its implementation, which would have been required under the Companies Act, 

2013 or any other law if the resolution plan of the company was not being considered under 

the Code, is deemed to have been given on its approval by the Adjudicating Authority.  

(5)  Insolvency and Bankruptcy Code (Amendment) Act, 2018 

 Ministry of Law and Justice, amended the Insolvency and Bankruptcy Code, 2016 

(Principal Act) through the enforcement of the Insolvency and Bankruptcy Code 

(Amendment) Act, 2018 vide notification dated 19th January, 2018. This Act came into 

enforcement on 23rd day of November 2017. 

 Significant relevant changes are as follows: 

(i) Amendment in section 2 of the Principal Act 

a. in clause (d), the word "and" shall be omitted; 

b. for clause (e), the following clauses shall be substituted, namely:— 

"(e) personal guarantors to corporate debtors; 

c. partnership firms and proprietorship firms; and 

d. individuals, other than persons referred to in clause (e),". 

(ii) Amendment in section 5 of the Principal Act 

a. in clause (26), for the words "any person", the words "resolution applicant" shall 

be substituted. 

© The Institute of Chartered Accountants of India



122  FINAL (NEW) EXAMINATION: NOVEMBER, 2018 

(iii) In section 30 of the principal Act, for sub-section (4), the following sub-section 

shall be substituted, namely:— 

 "(4) The committee of creditors may approve a resolution plan by a vote of not less 

than seventy-five per cent. of voting share of the financial creditors, after considering 

its feasibility and viability, and such other requirements as may be specified by the 

Board: 

 Provided that the committee of creditors shall not approve a resolution plan,  submitted 

before the commencement of the Insolvency and Bankruptcy Code Ord. 7 of 

(Amendment) Ordinance, 2017, where the resolution applicant is ineligible under 

2017. section 29A and may require the resolution professional to invite a fresh 

resolution plan where no other resolution plan is available with it:  

Provided further that where the resolution applicant referred to in the first proviso is 

ineligible under clause (c) of section 29A, the resolution applicant shall be allowed by 

the committee of creditors such period, not exceeding thirty days, to make payment 

of overdue amounts in accordance with the proviso to clause (c) of section 29A:  

Provided also that nothing in the second proviso shall be construed as extension of 

period for the purposes of the proviso to sub-section (3) of section 12, and the 

corporate insolvency resolution process shall be completed within the period 

specified in that sub-section.” 

 

PART – II: QUESTIONS AND ANSWERS 

QUESTIONS 

Part I: Corporate Laws 

Section A: Company Law 

Appointment and Qualifications of Directors 

1. (i)  The Promoters of M/s Frontline Limited, a listed public company propose to have the 

strength of the Board of Directors as eleven. They also propose to make the Managing 

Director and Whole Time directors as directors not liable to retire by rotation. Advise 

on the following matters as per the provisions of the Companies Act, 2013:  

(a)  Maximum number of persons, who can be appointed as directors not liable to 

retire by rotation.  

(b)  How many of the remaining directors will have to retire by rotation every year at 

the Annual General Meeting (AGM)? 

(c)  For the purpose of increasing the strength, certain nominations were received 

to nominate candidates for contesting elections. One of the nominations was 
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rejected by the directors as it was received after sending the notice of AGM and 

that too after the working hours of the last day on which nomination should have 

been received.  

(d)  Can the Board of Directors increase the strength of companies' directors to 18 

from 11 by appointing additional directors through passing single resolution?  

(ii)  M/s. Bosch and Lawrence Limited, an unlisted company has a paid up equity share 

capital of ` 11 crores as on 31st March, 2013. Mr. Robert was appointed as an 

Independent Director at the Annual General Meeting of the company held on 29 -09-

2015 for a period of one year. Again, he was appointed in the subsequent Annual 

General Meeting held on 28-09-2016 for a period of two years as his second 

consecutive term. Examine under the provisions of the Companies Act, 2013 whether 

he can be again appointed in the Annual General Meeting to be held in September 

2018 for another period of 2 years to complete his total term of 5 yea rs? 

Appointment and remuneration of Managerial Personnel 

2.  (i) The Article of Association of a listed company have fixed payment of sitting fee for 

each meeting of Directors subject to maximum of ` 30,000. In view of the increased 

responsibilities of independent directors of listed companies, the company proposes 

to increases the sitting fee to ` 45,000 per meeting. Advise the company about the 

requirement under the Companies Act, 2013 to give effect to the proposal.  

(ii)  Mr. AMIT is the Managing Director of ANJ Limited, which is a non-government public 

company. The directors of CHH Limited decided to appoint Mr. AMIT as the Managing 

Director of the company, even though Mr. AMIT decided not to vacate his place of 

office of Managing Director of ANJ Limited. A notice for a Board meeting specifying a 

resolution containing the proposal of appointment of Mr. AMIT was served to all the 

eligible directors of CHH Limited. Out of eight directors of the company, six directors 

attended the meeting and out of them four directors gave consent to the resolution, 

one director voted against the said appointment and another director abstained from 

voting. The Board of Directors seek your opinion whether Mr. AMIT can be appointed 

as the Managing Director, of the company in this situation. Referring to the applicable 

provisions of the Companies Act, 2013, advise them.  

Meetings of Board and its powers 

3.  (i)  M/s. Multiplex Builders Limited is contemplating to enter into a joint venture 

agreement with another construction company for the development of landed 

properties located at Delhi. Since it is not possible to convene the Board Meeting 

immediately, as the directors are at different place in connection with various works, 

the Managing Director seeks your advice on the following matters: 

(a) Whether the resolution pertaining to the joint venture agreement is required to 

be passed at the Board Meeting convened for this purpose or whether it can be 

passed by means of a circular resolution? 
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(b) What are the resolutions that are required to be passed only at the meetings of 

the Board of Directors? 

(c) The steps that are required to be taken to pass the Board resolution by 

circulation. 

Advise the Managing Director in the light of the provisions of the Companies Act, 

2013. 

(ii)  ASK Housing Finance Limited are prepared to give housing loans to the employees 

of M/s NEWS Pharmacy Limited subject to the condition that the loans are guaranteed 

by M/s. NEWS Pharmacy Limited. M/s NEWS Pharmacy Limited is not a listed 

company and the company will be exceeding the limits prescribed under the 

Companies Act, 2013 by providing the guarantees. Advise the company about this 

legal requirement under the Companies Act, 2013 to give effect to the above proposal. 

What would be your advice if the company was required to provide security instead 

of guarantee? 

Inspection, inquiry and Investigation 

4.  (i)  Some creditors of NTY Limited approached you to guide them to apply to the Tribunal 

for seeking an order for conducting an investigation into the affairs of the company 

due to the fact that the business of the company is being conducted with intention to 

defraud its creditors. Referring to the provisions of the Companies Act, 2013, guide 

them regarding the circumstances under which and how a person, not being a 

member of the company can apply to the Tribunal to seek an order for conducting an 

investigation into the affairs of a company. 

(ii) A group of creditors of MBIND Bronze Limited makes a complaint to the Registrar o f 

Companies, Himachal Pradesh alleging that the management of the company is 

indulging in destruction and falsification of the accounting records of the company. 

The complainants request the Registrar to take immediate steps to seize the records 

of the company so that the management may not be allowed to tamper with the 

records. The complaint was received at 11 am on 6 January, 2018 and the registrar 

has attempted to enter the premise of the company but has been denied by the 

company, due to not having order from the special court.  

Is the contention of company being valid in terms of Companies Act, 2013? Discuss.  

Compromises, Arrangements and Amalgamations 

5.  Cotton On Yarn Ltd., and Country Cotton Blossom Ltd., are two listed companies engaged 

in the Business of Textiles. The companies are not making profits and as such their share’s 

market price have gone down. A substantial portion of their share capital is held by Central 

Government as well as some Public Financial Corporations. In order to increase the share 

value, the Central Government wants to amalgamate the aforesaid two companies into a 
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single company. Examine the powers of Central Government to amalgamate the two 

companies in public interest as per the provisions of the Companies Act, 2013.  

Prevention of Oppression and Mismanagement 

6.  A group of depositors in M/s. Bright  Limited, a listed company, appointed Mr. Fair, an  

advocate as a representative to file an application in the National Company Law Tribunal 

(NCLT)  on the behalf of the depositors to bring a Class Action suit against the 

management of the company as they are of the opinion that the management and conduct 

of affairs of the company are being conducted in a manner which is prejudicial to the 

interest of the depositors being oppressive. 

Examine in the given situation, whether the appointment of Mr. Fair is valid as regards to 

the filling of the application before the Tribunal in the light to the provisions of the 

Companies Act, 2013? 

Winding up 

7.  M/s Sagar Retail Mega Mart Ltd. applied for winding up on 1 st April, 2018 before the 

Honourable Tribunal by passing a special resolution as per the provision of section 

271(1)(a) of the Companies Act, 2013 on account of fall in business and continued losses 

but not due to inability to pay debts. The company was in the business of ordinary retail 

trade of multiple branded goods. A few shareholders of the company have alleged before 

the Honourable Tribunal that the company had failed to maintain proper books of accounts 

for over a period of more than three years immediately prior to the date of winding up 

application and the sole reason cited by them in support of their allegation is that no proper 

statements of all goods sold and purchased by the company have been kept as such every 

officer in default must be punished as per the provisions of the Companies Act, 2013. Mr. 

Ravi the CFO and officer in default do not refute the allegation of non-maintenance but is 

of the opinion that this act as per the provision of the Companies Act, 2013 is not 

punishable. Decide whether the opinion of the CFO is correct. Would your answer be 

different had the business of the company be wholesale trade instead of ordinary retail 

trade? 

Producer Companies 

8.  Raj shree Producer Co. Ltd. was incorporated on 1st April 2010. Its paid up capital is ` 10 

lacs consists of 1 lac equity shares of ` 10 each held by 100 individuals. There are 6 

directors on its Board. Referring to the provisions of the Companies Act, 1956, answer the 

following: 

(i) What is the quorum for the Annual General Meeting? 

(ii) What is the quorum for the Board Meeting? 

(iii) The Board of Directors wants to co-opt one expert in the field of agronomics, as 

Director on its Board. Whether is it permissible? 
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(iv) Is it obligatory for this company to have internal audit of its accounts for Financial

Year 2018-19?

Companies incorporated outside India 

9. Examine and state whether the following Companies can be considered as ‘Foreign

Company’ under the Companies Act, 2013:

(i) A company which is incorporated outside India employs agents in India but has no

place of business in India.

(ii) A company incorporated outside India having shareholders who are all Indian

citizens.

(iii) A company incorporated in India but all the shares are held by foreigners.

(iv) A company which has no place of business established in India, yet, is doing online

business through telemarketing in India.

Miscellaneous Provisions 

10. (i)  XYZ Ltd. had filed certain documents with Registrar of Companies (RoC). The said

documents were authenticated by the RoC and kept on record. In a suit against the 

company the RoC produced the said documents in the court of law. XYZ Ltd. intends 

to raise objection on the said documents on the ground that the documents need to 

be authenticated with further proof or production of the original document as 

evidence. Advice XYZ Ltd. as per the provisions of the Companies Act, 2013.  

(ii) JKL Research Development Limited is a registered Public Limited Company. The

company has a unique business idea emerging from research and development in a

new area. However, it is a future project and the company has no significant

accounting transactions and business activities at present. The company desires to

obtain the status of a 'Dormant Company'. Advise the company regarding the

provisions of the Companies Act, 2013 in this regard and the procedure to be followed

in this regard.

Compounding of offences, Adjudication, Special Courts and National Company Law 

Tribunal and Appellate Tribunal 

11. (i)  Mr. PRTJ was appointed as a member of the National Company Law Appellate

Tribunal. During the month of April, 2018, he was adjudged as an insolvent by a 

competent authority. The Central Government after consultation with the Chief Justice 

of India removed Mr. PRTJ from the membership of the National Company Law 

Appellate Tribunal. Being aggrieved by the decision of the Central Government, Mr. 

PRTJ approached you to confirm himself whether the decision of the Central 

Government was appropriate since, he was not given a reasonable opportunity of 

being heard as a matter of principle of natural justice. Advise him.  
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Also state the circumstances in which the Central Government after consultation with 

the Chief Justice of India can remove any person from the off ice of President, 

Chairperson or any Member of the National Company Law Appellate Tribunal.  

Your answer should refer to the relevant provisions of the Companies Act, 2013. 

     (ii)  What is the  object of  constituting Panel for  Mediation and Conciliation under the

Companies Act, 2013? Who can file application for mediation and conciliation? 

Corporate Secretarial Practice–Drafting of Notices, Resolutions, Minutes and Reports 

12. Draft a resolution proposed to be passed at a General Meeting of M/s. Red Rooster Limited

a public company giving consent to the Board of Directors for borrowing upto a specified

amount in excess of the limits laid down under section 180(1)(c) of the Companies Act,

2013 and also state the borrowings, which are to be excluded from the said limits.

Section B: Securities Laws 

The Securities Contract (Regulation) Act, 1956 and the Securities Contract (Regulation) 

Rules, 1957 

13.   In public interest, HEM Stock Exchange Limited was issued an order by the Stock 

Exchange Board of India to produce certain information and explanation relating to its 

operation in writing. The management of the stock exchange were reluctant to part with 

such information with SEBI and approached you to seek your advice in the following 

matters: 

(a) Duty of HEM Stock Exchange Limited to furnish periodic returns to SEBI;

(b) Power of SEBI to ask for the information asked as stated above, over and above the

periodic returns;

(c) Period for which the Stock Exchange is required to maintain the books of accounts

which may be inspected by SEBI.

(d) Duty of the Stock Exchange and the persons dealing with the stock exchange with

regard to the information sought for by SEBI.

Advise them referring to the relevant provisions of the Securities Contracts (Regulation) 

Act, 1956. 

The Securities Exchange Board of India Act, 1992, SEBI (Issue of Capital and Disclosure 

Requirements) Regulations, 2009 and SEBI (Listing Obligations and Disclosure 

Requirement) Regulations, 2015 

14. State the types and functions of the various committees constituted under the SEBI(LODR)

Regulations, 2015?
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PART II: ECONOMIC LAWS 

The Foreign Exchange Management Act, 1999 

15.  Mr. Hillary Benjamin, a citizen of India, left India for employment in U.S.A. on 1 st June, 

2015. Mr. Hillary Benjamin purchased a flat at New Delhi for `60 lacs in September, 2016. 

His brother, Mr. Henry Benjamin employed in New Delhi, also purchased a flat in the same 

building in September 2016 for ` 65 lacs. Mr. Henry Benjamin’s flat was financed by a loan 

from a Housing Finance Company and the loan was guaranteed by Mr. Hillary Benjamin. 

Examine with reference to the provisions of the Foreign Exchange Management Act, 1999 

whether purchase of flat and guarantee by Mr. Hillary Benjamin are Capital Account 

transactions and whether these transactions are permissible. 

The Securitisation and Reconstruction of Financial Assets and Enforcement of Security 

Interest Act, 2002 

16.  M/s Solomon Optimum Nutrition Limited had availed credit facilities from Royal Bank Ltd. 

The company made repayment of loan to some extent and not entirely and accordingly, 

the bank took recourse under the provisions of Section 13(2) of the SARFAESI Act, 2002. 

Consequently, possession of the mortgaged property was taken up and was duly 

advertised by the bank. The company also filed an application under Section 17(1) of 

SARFAESI Act, 2002 before the debts recovery tribunal which was dismissed by the 

impugned order. Being aggrieved the company approached the court. Examine in the light 

of the SARFAESI Act, 2002 whether the company will succeed in the petition filed before 

the court. 

The Prevention of Money Laundering Act, 2002 

17.   Explain the term “Offence of Money Laundering” within the meaning of the Prevention of 

Money Laundering Act, 2002. Mr. Alfred, a known smuggler was caught in transfer of funds 

illegally exporting narcotic drugs from India to some countries in South Africa. State the 

maximum punishment that can be awarded to him under Prevention of Money Laundering 

Act, 2002. 

Foreign Contribution Regulation Act, 2010 

18.  Mr. Peter, a Member of the Legislature in India, visited Sydney, Australia to attend World 

Trade Conference as a representative of Government of India after obtaining due 

permission of the Central Government as per the provisions of Foreign Contribution 

(Regulation) Act, 2010. His expenditure on foreign travel was borne by Bret Lee Limited, a 

foreign company. While attending the conference, Mr. Peter  suddenly encountered chest 

pain and he was immediately admitted in the nearby hospital for medical care and 

treatment. The medical expenses of ` 2,00,000/- was borne by Bret Lee Limited. Mr. Peter 

seeks your advice about the procedure to be followed in the above situation under the 

provisions of Foreign Contribution (Regulation) Act, 2010. Please advise suitably. 
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The Arbitration and Conciliation Act, 1996  

19.  On 1st day of April, 2016, Arnold Food Processors limited, a company engaged in food 

processor manufacturing unit entered into a joint venture agreement with Ronnie and 

Coleman Company Limited, the largest manufacturer of Food processors for supply of 

parts of mixer and grinder for manufacturing its latest model. Both the companies are 

registered under the Companies Act, 2013. Agreement carries the term that all disputes 

shall be arbitrated in Delhi. In the light of The Arbitration and Conciliation Act,  1996, 

discuss: 

(i) The type of arbitration agreement made between them. 

(ii) Examine what will happen if the agreement does not have any clause relating to 

arbitration where disputes arose between them concerning quality of material 

supplied in 2017. 

The Insolvency and Bankruptcy Code, 2016  

20. What is the Insolvency Resolution Process for financial creditors?  

SUGGESTED ANSWERS/HINTS 

1. (i) (a) According to 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 

Directors liable to retire by rotation: 11 * 2/3 =7.3  or 8  

 So, maximum number of persons, who can be appointed as directors not liable 

to retire by rotation: 11-8 = 3. 

  (b) According to Section 152(6)( c) of the Companies Act, 2013, 1/3 rd of such of the 

Directors for the time being as are liable to retire by rotation, or their number is 

neither three nor a multiple of three, then, the number nearest to the 1/3 rd shall 

retire from office. Therefor the Directors liable to retire by rotation are 11*2/3 i.e. 

7.3 or 8. 

 No. of directors to retire at AGM: 8 * 1/3 i.e.2.67. Hence nearest to 1/3 rd is 3. 

  (c) According to Section 160 of the Companies Act, 2013, a person who is not a 

retiring director in terms of Section 152 shall, subject to the provisions of this 

Act, be eligible for appointment to the office of a director at any general meeting, 

if he has, not less than 14 days before the meeting, left at the registered office 

of the company, a notice in writing under his hand signifying his candidature as 

a director. 
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 In the instant case, one nomination was rejected by the directors as it was 

received after sending the notice of AGM and that too after the working hours of 

the last day on which nomination should have been received i.e. 14 th day. Hence, 

the contention of the directors are valid.  

  (d) According to Section 149(1) of the Companies Act, 2013, if the company wants 

to appoint more than 15 directors, it can do so after passing a special resolution. 

Hence, the Board of directors of Frontline Limited, before increasing the strength 

of directors from 11 to 18 by appointing additional directors, have to pass a 

special resolution.  

 But, these appointments cannot be done through single resolution. Each director 

shall be appointed by a separate resolution unless the meeting first agreed that 

the appointment shall be made by a single resolution and no vote has been cast 

against such agreement. A resolution moved in contravention of this provision 

shall be void, whether or not objection thereto was raised at the time it was so 

moved. [Section 162 of the Act]. 

(ii) As per Section 149(10) of the Companies Act 2013, an Independent Director shall 

hold office for a term up to five consecutive years on the Board of a company. He 

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. As per section 149(11) no 

independent director shall hold office for more than two consecutive terms. However, 

such independent director shall be eligible for appointment after the expiration of 

three years of ceasing to be an independent director.  

The Ministry of Corporate Affairs in its General Circular 14/2014 dated June 09, 2014 

clarified that section 149 (10) of the Act provides for a term of “up to five consecutive 

years" for an independent director. As such while appointment of an independent 

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

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

(10) of the Act. Further under section 149 (11) of the Act, no person hold office of 

independent director for more than ‘two consecutive terms’.  Such a person shall have 

to demit office after the consecutive terms even if the total number years of his 

appointment in such two consecutive terms is less than 10 years.  

Therefore Mr. Robert cannot be appointed as an Independent Director at the AGM 

proposed to be held in 2018. In such case the person completing ‘consecutive terms 

of less than 10 years' shall be eligible for appointment only after the expiry of the 

requisite cooling-off period of three years.  

2. (i) Section 197(5) of the Companies Act, 2013 provides that a director may receive 

remuneration by way of fee for attending the Board / Committee meetings or for any 

other purpose as may be decided by the Board, provided that the amount of such 

fees shall not exceed the amount as may be prescribed. The Central Government 

through rules prescribed that the amount of sitting fees payable to a director attending 
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meetings of the Board or committees thereof may be decided by the Board of 

Directors or the Remuneration Committee thereof which shall not exceed the sum of 

` 1 lac per meeting of the Board or committee thereof. Further, the Board may decide 

different sitting fee payable to independent and non-dependent directors other than 

whole-time directors.  

From the above, it is clear that fee to independent directors can be increased from ` 

30000 to ` 45000 per meeting by passing a resolution in board meeting and altering 

the Articles of Association by passing special resolution.   

(ii)  Appointment of Key Managerial Personnel  

As per Section 203(3) of the Companies Act, 2013, a whole-time key managerial 

personnel shall not hold office in more than one company except in its subsidiary 

company at the same time. 

However, the above sub-Section (3), shall not disentitle a key managerial personnel 

from being a director of any company with the permission of the Board.  

Provided also that a company may appoint or employ a person as its managing 

director, if he is the managing director or manager of one, and of not more than one, 

other company and such appointment or employment is made or approved by a 

resolution passed at a meeting of the Board with the consent of all the directors 

present at the meeting and of which meeting, and of the resolution to be moved 

thereat, specific notice has been given to all the directors then in India.  

In the given case, unanimous consensus of all the directors present at the meeting 

was lacking. Hence, Mr. Amit cannot be appointed as a Managing Director of CHH 

Limited. 

3. (i)  The directors of the company act together as a body and generally at the meeting of 

the Board duly convened, unless special powers are delegated to an individual 

director or the managing director. Where it is not possible to ho ld board meetings 

because the directors are busy elsewhere or the time for convening such a meeting 

is short, it is possible that the required resolution can be passed by way of circular 

resolution as provided in section 175 of the Companies Act 2013.  

However, under section 179 of the Companies Act 2013, certain powers can be 

exercised by the Board of directors by means of a resolution passed at meeting 

convened for this purpose.  

They are:  

(i)  to make calls on shareholders in respect of money unpaid on their shares  

(ii)  to authorize buy back of securities under section 68  

(iii)  to issue securities, including debentures, whether in or outside India  

(iv)  to borrow monies  
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(v) to invest the funds of the company and  

(vi) to grant loans or give guarantee or provide security in respect of loans  

(vii)  to approve financial statements and the Board's report  

(viii)  to diversify the business of the company  

(ix)  to approve amalgamation, merger or reconstruction    

(x)  to take over a company or acquire a controlling or substantial stake in another 

company.  

(xi)  Any other matter as prescribed in Rule 8 of the Companies (Meetings of the 

Board and its Powers) Rules, 2014.  

In view of the above, the Managing Director can go ahead and complete the joint 

venture agreement after obtaining the approval of the board by passing a circular 

resolution.  

For this purpose, the proposed resolution has to be circulated in draft along wit h the 

other necessary papers, if any, to all the directors in India at their usual residential 

addresses.  

The resolution will become valid if the same is approved by majority of the directors 

and who are entitled to vote on the resolution. There after the resolution as passed 

by way of circulation will be entered in the minutes book of the Board of Directors and 

is enough compliance of the provisions of Companies Act, 2013 in this regard.  

(ii)  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 

(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, except with the prior approval by means of a special 

resolution passed at a general meeting. 

However, explanation provided in Section 186(2) of the Companies Act, 2013 states 

that for the purposes of this sub-Section, the word “person” does not include any 

individual who is in the employment of the Company. 

As per the given facts, ASK Housing Finance Company Limited was prepared to give 

housing loans to the employees of M/s NEWS Pharmacy Limited on the condition that 

such loans are guaranteed by the M/s NEWS Pharmacy Limited exceeding the limits 

prescribed in the Companies Act, 2013. 
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Here, the loans are to be guaranteed by M/s. News Pharmacy Limited for its 

employees which falls within the purview of the explanations which includes 

guarantees given for the employees. So, Section 186(2) shall not be applicable to it. 

Hence, it can give the guarantee without any condition on the limits imposed in the 

Section 186(2). Hence, there are no legal requirements to be fulfilled under the 

Companies Act, 2013 to give effect to the above proposal.  

Answer will remain the same, even if the company provides security instead of 

guarantee as the provisions of the Section 186(2) are applicable for providing security 

also. 

4. (i)  According to Section 213(b)(i) of the Companies Act, 2013,  the Tribunal may, on 

filling of an application by any other person (not being a member of company) or 

otherwise, if the Tribunal is satisfied that there are circumstances suggesting that the 

business of the company is being conducted with intent to defraud its creditors, 

members or any other person or otherwise for a fraudulent or unlawful purpose, or in 

a manner oppressive to any of its members or that the company was formed for any 

fraudulent or unlawful purpose, may order after giving a reasonable opportunity of 

being heard to the parties concerned, that the affairs of the company ought to be 

investigated by an inspector or inspectors appointed by the Central Government and 

where such an order is passed, the Central Government shall appoint one or more 

competent persons as inspectors to investigate into the affairs of the company in 

respect of such matters and to report thereupon to it in such manner as the Central 

Government may direct.  

The creditors of NTY Ltd should be guided in terms of the provisions stated above. 

(ii)  Section 209 of the Companies Act, 2013 states that, if the Registrar has reasonable 

ground to believe that the books and papers of:  

-  A company or  

-  Relating to the key managerial personnel or  

-  any director or  

-  Auditor or 

-  Company secretary in practice if the company has not appointed a company 

secretary  

are likely to be destroyed, mutilated, altered, falsified or secreted he may, after 

obtaining an order from the special court for the seizure of such books and papers:  

a.  enter with such assistance as may be required and search the place where such 

books or papers are kept, and  

b.  Seize such books and papers as he considers necessary after allowing the 

company to take copies of the order from the Special court.  
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In the given scenario, the registrar has failed to obtain possession from special court. 

So, he is not authorised to enter the premises of the company and seize the books of 

accounts of MBlND Bronze Limited. Hence, the contention of MBIND Bronze Limited 

is valid in law.  

5. Central Government may by order provide for amalgamation in public interest.   

 According to Section 237 of the Companies Act, 2013, where the Central Government is 

satisfied that it is essential in the public interest that two or more companies should 

amalgamate, the Central Government, may, by order notified in the official gazette, provide 

for the amalgamation of those companies into a single company with such constitution, 

with such property, powers, rights, interests, authorit ies and privileges and with such 

liabilities, duties and obligations, as may be specified in the order.  

 Continuation by or against the transferee company of any legal proceedings  

 The order may also provide for the continuation by or against the transferee company of 

any legal proceedings pending by or against any transferor company and such 

consequential, incidental and supplemental provisions as may, in the opinion of the Central 

Government, be necessary to give effect to amalgamation.  

Same interest rights or compensation   

 Every member or creditor including a debenture holder of each of the transferor companies 

before the amalgamation shall have, as nearly as may be, the same in terest in or rights 

against the transferee company as he had in the company of which he was originally a 

member or creditor and in case the interest or rights of such member or creditor in or 

against the transferee company are less than the interest in or rights against the original 

company, he shall be entitled to compensation to that extent, which shall be assessed by 

such authority as may be prescribed and every such assessment shall be published in the 

official gazette and the compensation so assessed shall be paid to the member or creditor 

concerned by the transferee company.  

6. In the given instance, an appointment of Mr. Fair was made by a group of depositors of 

M/s. Bright Limited (listed company), as their representative to bring a Class Action Suit 

against the management of the Company.  

 The given problem will be dealt with Section 432 read with the 245(10) of the Companies 

Act, 2013. Section 432 states that a party to any proceeding or appeal before the Tribunal 

or Appellate Tribunal as the case may be, may appear in person or authorize one or more 

Chartered Accountant or Company Secretaries or Cost Accountants or legal practioners  

or any other person to present his case before the Tribunal or Appellate Tribunal as the 

case may be.  

 Whereas, Section 245(10) of the Companies Act, 2013, provides that an application may 

be filed or any other action may be taken under this section by any person, group of 

persons or any association of persons representing the persons affected by any ac t or 

omission, specified in section 245(1) subject to the compliances of this section  .  
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 In view of the above, the appointment of Mr . Fair is valid  and an application of Mr.  Fair 

who is a representative of depositors, will be admitted by the Hon’ble Tribunal, provided, 

the requirement of minimum number of members filing the application under Section 

245(3)(ii) is fulfilled. 

7. Failure to maintain proper books of accounts [Section 338(1) of the Companies Act, 

2013] 

• where a company is being wound up, if it is shown that proper books of account were 

not kept by the company throughout the period of two years immediately preceding 

the commencement of the winding up,  

• every officer of the company who is in default shall, unless he shows that he acted 

honestly and that in the circumstances in which the business of the company was 

carried on, the default was excusable,  

• be punishable with imprisonment for a term which shall be not less than one year but 

which may extend to three years and with fine which shall not be less than I lakh 

rupees but which may extend to three lakh rupees. 

 Conditions when it shall be deemed that proper books of account have not been 

kept [Section 338(2) of the Act]:  For the purposes of sub-Section (1), it shall be 

deemed that proper books of account have not been kept in the case of any 

company,— 

• where the business of the company has involved dealings in goods, statements of the 

annual stock takings and, except in the case of goods sold by way of ordinary retail 

trade, of all goods sold and purchased, have not been kept.  

In the instant case, no proper statements of all goods sold and purchased by the 

company engaged in ordinary retail trade is kept.  It shall be deemed that proper 

books of account have been kept as ordinary retail trade is an exception under sub-

Section (2). Thus, opinion of CFO is correct. 

If the company is engaged in wholesale trade instead of ordinary retail trade, then it 

is deemed that proper statements of all goods sold and purchased by the company 

engaged in wholesale retail trade is not kept for more than 3 years period immediately 

prior to the date of winding up application. Hence, in this case, the CFO opinion will 

not hold good and will be punishable.  

8. (i)  As per Section 581Y of the Companies Act, 1956, unless the Articles requires a larger 

number, one fourth of the total number of members of the producer company shall be 

the quorum at a general meeting. In this case, the company has got 100 members 

and hence, the quorum is 25.  

(ii)  Section 581 V of the Companies Act, 1956 provides that the quorum for a meeting of 

the Board shall be one third of the total strength of directors, subject to a minimum of 
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three. In the given case, 1/3 of 6 directors comes to 2,  but minimum required is 3, 

hence, the quorum will be 3 directors for a board meeting.  

(iii)  Section 581 P of the Companies Act, 1956 empowers the Board of Directors of 

Producer Company to co-opt one or more experts as director, but not exceeding one 

fifth of the total number of directors. As there are 6 directors in the given case, hence, 

co-opting one expert on the Board will be in order.  

(iv)  Yes, as per Section 581ZF of the Companies Act, 1956, every producer company is 

required to have internal audit of its accounts carried out by a Chartered Accountant 

at such intervals and in such manner as may be specified in the Articles.  

9. As per Section 2(42) of the Companies Act, 2013, a foreign company means any 

company or body corporate incorporated outside India which-  

(a)  has a place of business in India whether by itself or through an agent, physically or 

through electronic mode; and  

(b)  conducts any business activity in India in any other manner.  

(i)  A company incorporated outside India and have not established a place of business 

in India, is not deemed to be a Foreign Company. Thus establishing a place of 

business is an essential ingredient in the definition. In the given case, the company 

has not established a place of business in India though employs agents in India. It 

will not be deemed to be a foreign company. 

(ii)  A company incorporated outside India, will not be deemed to be a Foreign Company 

even though all the shareholders are Indian citizens, unless it has a place of business 

in India.  

(iii)  A company incorporated In India but having all foreign shareholders will be deemed 

to be an Indian Company as it is not incorporated outside India though it has a place 

of business in India.  

(iv)  According to the Companies (Registration of Foreign Companies) Rules, 2014 , 

“electronic mode" means carrying out electronically based, whether main server is 

installed in India or not, including, but not limited to:  

(a)  Business to business and business to consumer transactions, data inter-change 

and other digital supply transactions  

(b)  Offering to accept deposits or inviting deposits or accepting deposits or 

subscriptions in India or from citizens of India  

(c)  Financial settlements, web-based marketing, advisory and transactional 

services, data based services and products and supply chain management,  

(d)  Online services such as telemarketing, telecommuting, telelmedicine, education 

and information research.  
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(e)  All related data communication services whether conducted by e-mail, mobile 

devices, social media, cloud computing, data management, voice or da ta 

transmission or otherwise.  

Therefore, looking to the above description, a company which has no place of 

business established in India, yet doing online business through telemarketing in 

India will be treated as a foreign company.  

10. (i) Admissibility of certain documents as evidence:  

Section 397 of the Companies Act, 2013 provides for admissibility of certain 

documents as evidence. According to the provisions of that section, any document 

reproducing or derived from returns and documents filed by a company with the 

Registrar on paper or in electronic form or stored on any electronic data storage 

device or computer readable media by the Registrar, and authenticated by the 

Registrar or any other officer empowered by the Central Government in such manner 

as may be prescribed, shall be deemed to be a document for the purpose of this Act 

and the rules made thereunder and shall be admissible in any proceedings thereunder 

without further proof of production of the original as evidence of any contents of the 

original of or any fact stated therein of which direct evidence is admissible.  

On the ground stated above, XYZ Ltd. cannot validly raise any objection on the 

documents already filed by it with the Registrar.  

(ii)  The provisions related to the Dormant companies is covered under section 455 of the 

Companies Act, 2013. According to provisions- 

1. a company is formed and registered under this Act for the purpose of a future 

project or to hold an asset or intellectual property and has no significant 

accounting transaction.  

2. Such company or 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.  

3. The Registrar shall allow the status of a dormant company to the applicant and 

issue a certificate after consideration of the application.  

4. The Registrar shall maintain a register of dormant companies in such form as 

may be prescribed.  

In case of a company which has not filed financial statements or  annual returns for 

two financial years consecutively, the Register shall issue a notice to that company 

and enter the name of such company in the register maintained for dormant 

companies. 

A dormant company shall have such minimum number of directors, file such 

documents and pay such annual fee as may be prescribed to the Registrar to retain 

its dormant status in the register and may become an active company on an 
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application made in this behalf accompanied by such documents and fee as may be 

prescribed.  However, 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 this section. 

Thus, JKL Research Development Limited may follow the above procedure to obtain 

the status of a ‘Dormant Company’. 

11. (i)  According to Section 417(1) of the Companies Act, 2013, the Central Government 

may, after consultation with the Chief Justice of India, remove from office the 

President, Chairperson or any Member, who— 

(a)  has been adjudged an insolvent; or 

(b)  has been convicted of an offence which, in the opinion of the Central 

Government, involves moral turpitude; or 

(c)  has become physically or mentally incapable of acting as such President, the 

Chairperson, or Member; or 

(d)  has acquired such financial or other interest as is likely to affect prejudicially his 

functions as such President, the Chairperson or Member; or 

(e)  has so abused his position as to render his continuance in office prejudicial to 

the public interest: 

Provided that the President, the Chairperson or the Member shall not be removed on 

any of the grounds specified in clauses (b) to (e) without giving him a reasonable 

opportunity of being heard. 

As per the proviso stated above, in case of sub-clause (a), i.e. where there is a case 

of insolvency, there is no requirement of giving an opportunity of being heard by the 

member of the NCLAT. Hence, the action taken by the Central Government against 

PRTJ is valid. 

Circumstances under which the Central government can remove the President, 

the Chairperson etc., 

According to Section 417(2) of the Companies Act, 2013, the President, the 

Chairperson or the Member shall not be removed from his office except by an order 

made by the Central Government on the ground of proved misbehaviour or incapacity 

after an inquiry made by a Judge of the Supreme Court nominated by the Chief Justice 

of India on a reference made to him by the Central Government in which such 

President, the Chairperson or Member had been informed of the charges against him 

and given a reasonable opportunity of being heard. 

In the instant case, it is advised that the decision of the Central Government to remove 

(without giving reasonable opportunity of being heard) Mr. PRTJ, member of NCLAT 
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who was adjudged as an insolvent by a competent authority is appropriate as per the 

clause (a) of Section 417(1) of the Companies Act, 2013. 

(ii) Under section 442 of the Companies Act, 2013, it is provided that the Central 

Government shall maintain a panel of experts for mediation between the parties 

during pendency of any proceedings before the Central Government or the Tribunal 

or the Appellate Tribunal under the Act. In common parlance, mediation means 

intervention of some third party in a dispute with the intention to resolve the dispute. 

Similarly, conciliation means the powers of adjusting or settling disputes in a friendly 

manner through extra judicial means. The object behind the panel is to dispose the 

matter pending before the Government / Tribunal as mentioned above.  

Filing of application: Application for mediation and conciliation can be made by:  

(a) any parties to the proceedings (It shall be accompanied with such fees and in 

such form as may be prescribed)  

(b)  The Central Government or the Tribunal or the Appellate Tribunal before which 

any proceeding is pending any, suo moto refer any matter pertaining to such 

proceeding to such number of experts as it may deem fit. 

12. Draft of ordinary resolution under Section 180(1)(c) of the Companies Act, 2013 

 "Resolved that the company hereby consents to the Board of Directors borrowing monies 

not exceeding ` …………… (Rupees ………………………….) in excess of the aggregate 

of the *paid-up capital of the company, its free reserves and securities Premium, that is to 

say reserves not set apart for any specific purpose, as provided in Section 180(1)(c) of the 

Companies. Act, 2013, and in addition to any temporary loans obtained from the company’s 

bankers in the ordinary course of business".  

Borrowings  

 Section 180(1)(c) does not apply to the borrowing by a company by way of temporary loans 

obtained from the company's bankers in the ordinary course of business. Therefore, in 

calculating the limits stipulated in this provision, temporary loans obtained from the 

company's bankers in the ordinary course of business shall be excluded.  

 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 terms loans of a seasonal character, but does not include 

loans raised for the purpose of financing expenditure of capital nature [Explanation to 

Section 180 (1)(c)].  

 *Through the enforcement of the Companies (Amendment) Act, 2017 w.e.f  

9th February, 2018, in section 180 in sub-section (1), in clause (c), for the 

words "paid-up share capital and free reserves” the word “paid-up share capital, free 

reserves and securities premium" is substituted. 
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13. The question can be answered with reference to Section 6 of the Securities Contract 

(Regulations) Act, 1956 which empowers the Central Government to call for information. 

Accordingly:  

(a) Duty of HEM Stock Exchange Limited to furnish periodic returns to SEBI: Every 

recognized stock exchange should furnish periodical returns to SEBI in the prescribed 

format. These Returns contain information on current affairs of the Exchange 

including volume and value of transactions, short deliveries, important decisions 

taken by Board etc. [Section 6(1) of the Securities Contracts (Regulation) Act, 1956].  

(b) Power of SEBI to ask for the information asked as stated above, over and above 

the periodic returns: SEBI may by order in writing call for information or explanation 

relating to affairs of an Exchange or its member. [Section 6(3)(a) of the Act]  

(c) Period for which the Stock Exchange is required to maintain the books of 

accounts which may be inspected by SEBI: Every Stock Exchange has to maintain 

books of accounts for a period of 5 years and these books may be inspected by SEBI 

at any point of time. [Section 6(2) of the Act] 

(d) Duty of the Stock Exchange and the persons dealing with the stock exchange 

with regard to the information sought for by SEBI: Every Director, Manager, 

Secretary or officer of the Exchange; every member of such stock exchange; if the 

member of the stock exchange is a firm, every  partner, manager, secretary or other 

officer of the firm and every other person or body of persons who has had dealings in 

the course of business with any of the persons mentioned above whether directly or 

indirectly, is bound to provide information to Enquiry officer or SEBI representative 

who are looking into the affairs of the Exchange. [Section 6(4) of the Act]  

14. Types of Committees under SEBI (LODR) Regulations, 2015 

A. Audit Committee: 

Every listed entity shall constitute a qualified and independent audit committee which 

shall have: 

(a)  The audit committee shall have minimum three directors as members. 

(b)  Two-thirds of the members of audit committee shall be independent directors.  

(c)  All members of audit committee shall be financially literate and at least one 

member shall have accounting or related financial management expertise.  

(d)  The chairperson of the audit committee shall be an Independent Director and he 

shall be present at Annual general meeting to answer shareholder queries.  

(e)  The Company Secretary shall act as the secretary to the audit committee.  

(f)  The audit committee at its discretion shall invite the finance director or head of 

the finance function, head of internal audit and a representative of the statutory 
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auditor and any other such executives to be present at the meetings of the 

committee. 

Meetings of Audit Committee: 

(a)  The audit committee shall meet at least four times in a year and not more than 

120 days shall elapse between two meetings. 

(b)  The Quorum for audit committee meeting shall either be two members or one 

third of the members of the audit committee, whichever is greater, with at least 

2 Independent directors. 

(c)  The audit committee shall have powers to investigate any activity within its terms 

of reference, seek information from any employee, obtain outside legal or other 

professional advice and secure attendance of outsiders with relevant expertise, 

if it considers necessary. 

B. Nomination and Remuneration Committee: 

The Board of directors shall constitute the nomination and remuneration committee 

as follows: 

• The committee shall comprise of at least 3 directors; 

• All directors of the committee shall be Non-Executive Directors; and 

• At least 50 percent of the directors shall be independent directors. 

The Chairperson of the nomination and remuneration committee shall be an 

independent director. The chairperson of the listed entity, whether executive or non-

executive, may be appointed as a member of the Nomination and Remuneration 

Committee and shall not chair such Committee. 

C. Stakeholders Relationship Committee: 

The listed entity shall constitute a Stakeholders Relationship Committee to 

specifically look into the mechanism of redressal of grievances of shareholders, 

debenture holders and other security holders. 

• The Chairperson of this committee shall be a Non-Executive director. 

• The Board of Directors shall decide other members of this committee. 

D. Risk Management Committee 

• The Board of directors shall constitute a Risk Management Committee.  

• The majority of members of Risk Management Committee shall consist of 

members of the board of directors. 
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• The Chairperson of the Risk management committee shall be a member of the 
board of directors and senior executives of the listed entity may be members of 
the committee.

• The Board of directors shall define the role and responsibility of the Risk 
Management Committee and may delegate monitoring and reviewing of the risk 
management plan to the committee and such other functions as it may deem fit.

• The provisions of this regulation regarding risk management committee shall be 
applicable to top 100 listed entities, determined on the basis of market 
capitalization, as at the end of the immediate previous financial year. 

15. Section 2(e) of Foreign Exchange Management Act, 1999 states that ‘capital account

transactions' means:

(a) a transaction which alters the assets or liabilities, including contingent liabilities,

outside India of person's resident in India

(b) a transaction which alters assets or liabilities in India of persons resident outside India

and includes transactions referred to in section 6(3).

According to the said definition, a transaction which alters the contingent liability will be 

considered as capital account transaction in the case of person resident in India, but it is 

not so in the case of person resident outside India.  

Purchase of immovable property by Mr. Hillary Benjamin in India is a capital account 

transaction. It has also been specifically provided in section 6(3)(i) as a capital account 

transaction. 

Guarantee will be considered as a capital account transaction in the following cases: 

(1) Guarantee in respect of any debt, obligation or other liability incurred by a person

resident in India and owed to a person resident outside India.

(2) Guarantee in respect of any liability, debt or other obligation incurred by a person

resident outside India.

In this case, Mr. Hillary Benjamin, a resident outside India gives a guarantee in respect of 

a debt incurred by a person resident in India and owed to a person resident in India. Hence, 

it would appear that guarantee by Mr. Hillary Benjamin cannot be considered as a capital 

account transaction within the meaning of Section 2(e), particularly because it is a 

contingent liability.  

All capital account transactions are prohibited unless specifically permitted. RBI is 

empowered to issue regulations in this regard [Section 6(3)]. Permissible capital account 
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transactions by persons resident outside India are given in Schedule II to the Foreign 

Exchange Management (Permissible Capital Account Transactions) Regulations, 2000.  

According to the said regulations both the purchase of immovable property by Mr. Hillary 

Benjamin and guarantee by Mr. Hillary Benjamin are permissible.  

16. According to section 18(1) of the Securitization and Reconstruction of Financial Assets and 

Enforcement of Security Interest Act, 2002, any person aggrieved, by any order made by 

the Debts Recovery Tribunal under section 17, may prefer an appeal along with prescribed 

fees to the Appellate Tribunal within 30 days from the date of receipt of the order of Debts 

Recovery Tribunal.  

 Further, no appeal shall be entertained unless the borrower has deposited with the 

Appellate Tribunal 50% of the amount of debt due from him, as  claimed by the secured 

creditors or determined by the Debts Recovery Tribunal, whichever is less. However, the 

Appellate Tribunal may, for the reasons to be recorded in writing, reduce the amount to not 

less than 25% of debt. 

 Thus, in the given situation Solomon Optimum Nutrition Limited can appeal to the Appellate 

Tribunal (now to NCLAT) by following the above provisions. 

17. Offence of Money Laundering: Section 2(i)(y) of the prevention of Money Laundering 

Act, 2002 defines the term “scheduled offence”, which accordingly means - 

(i) the offences specified under Part A of the Schedule; or  

(ii)  the offences specified under Part B of the Schedule if the total value involved in such 

offences is one crore rupees or more  

(iii)  The offences specified under Part C of the Schedule.  

This Schedule to the Act gives a list of all the above offences.  

 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. 

18. Section 6 of the Foreign Contribution (Regulation) Act, 2010 prescribes that no member of 

a Legislature shall while visiting any country accept, except with the prior permission of the 

Central Government for any foreign hospitality. Foreign Hospitality [as per section 2(m) ] 
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means any offer not being a purely casual one, made in cash or kind by a foreign source 

for providing a person with the costs of travel to any foreign country with free boarding 

lodging or medical treatment. Therefore, prior approval is required from Cen tral 

Government for the medical expenses. Provided that it shall not be necessary to obtain 

any such permission for an emergent medical aid needed on account of sudden illness 

contracted during a visit outside India, but where such foreign hospitality has  been 

received, the person receiving such hospitality shall give, within one month from the date 

of receipt of such hospitality an intimation to the Central Government as to the receipt of 

such hospitality, and the source from which and the manner in which  such hospitality was 

received by him. 

 As per Rule 7 of Foreign Contribution (Regulation) 2011, foreign hospitality may be 

received by member of Legislature in the following manner. 

 In case of emergent medical aid needed on account of sudden illness during a visit abroad, 

the acceptance of foreign hospitality shall be required to be intimated to the Central 

Government within sixty days of such receipt giving full details including the  source, 

approximate value in Indian Rupees, and the purpose for which and the manner in which 

it was utilized.  

 Hence, Mr. Peter has to follow the above procedure.  

19. There are two basic types of arbitration agreement:  

(i)  Arbitration clause - a clause contained within a principal contract. The parties 

undertake to submit disputes in relation to or in connection with the principal contract 

that may arise in future to arbitration.  

(ii)  Submission agreement - an agreement to refer disputes that already exist to 

arbitration. Such an agreement is entered into after the disputes have arisen.  

In first case, the agreement already carries the term that all disputes shall be arbitrated in 

Delhi at the time of entering into joint venture agreement. This would be an arbitration 

clause as it is contained in the principal contract (JVA) and no disputes have arisen till yet. 

It concerns future disputes that may arise.  

 In the second case, the Principal contract (JVA) does not have any term relating to arbitration. 

Disputes arose between the parties concerning quality of supplied goods in 2017. To resolve 

this dispute, parties later entered into an agreement "That all disputes including quality of goods 

supplied by Ronnie and Coleman Company Limited to Arnold Food Processors Limited shall 

be submitted to arbitration. The parties hereby agree to abide by the decision of the arbitrator”. 

Such an agreement that is made after the disputes have arisen would be called a submission 

agreement.

20. A financial creditor either itself or along with other financial creditors may lodge an application 

before the Adjudicating Authority (National Company Law Tribunal) for initiating corporate 

insolvency resolution process against a corporate debtor who commits a default in payment of 
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its dues. 

 The financial creditor shall along with the application give evidence in support of the default 

committed by the corporate debtor. He shall also give the name of the interim resolution 

professional. 

 Where the Adjudicating Authority is satisfied that a default has occurred and the application 

by the financial creditor is complete and there is no disciplinary proceedings pending 

against the proposed resolution professional, it may admit such application made by the 

financial creditor. Otherwise, the application may be rejected. However, the applicant may 

rectify the defect within seven days of receipt of notice of rejection from the Adjudicating 

Authority. 
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Applicability of Standards/Guidance Notes/Legislative Amendments etc. for  
November, 2018 Examination 

Study Guidelines: Final (New) Course  

Paper 1: Financial Reporting  

A. List of topic-wise inclusion in the syllabus 

(1) (2) (3) 

S. No. in 
the 
syllabus 

Topics of 
the syllabus 

Inclusions  

1. Application 
of Existing 
Accounting 
Standards 

1. AS 15: Employee Benefits 

2. AS 21: Consolidated Financial Statements 

3. AS 23: Accounting for Investments Associates in 
Consolidated Financial Statements 

4. AS 25: Interim Financial Reporting 

5. AS 27: Financial Reporting of Interests in Joint 
Ventures 

6. AS 28: Impairment of Assets 

2.  Application 
of Guidance 
Notes issued 
by ICAI on 
specified 
accounting 
aspects.  

1. Guidance Note on Measurement of Income Tax 
Expense for Interim Financial Reporting in the 
context of AS 25 

2. Guidance Note on Applicability of AS 25 to Interim 
Financial Results 

3. Guidance Note on Combined and Carve–Out 
Financial Statements. 

4. Guidance Note on Accounting for Derivative 
Contracts 

5. Guidance Note on Accounting for Expenditure on 
Corporate Social Responsibility Activities  

6. Guidance Note on Accounting for Self-Generated 
Certified Emission Reductions (CERs)  

7. Guidance Note on Accounting by Dot-Com 
Companies 

1 and 4-
9 

Application 
of Existing 
Accounting 
Standards 
and Indian 

On Ind AS 

1. Discounting of deferred debts (retention money) 
(Opinion finalised by the Committee on 2.9.2016). 

(https://resource.cdn.icai.org/47574eac37373-11.pdf) 
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Accounting 
Standards  

(Expert 
Advisory 
Opinions) 

On AS 

2. Adjustment of the effect of first recognition of 
group gratuity liability against opening balance of 
reserves and surplus as an appropriation in the current 
financial year.  (Opinion finalised by the Committee on 
21.7.2016). 

(https://resource.cdn.icai.org/33925eac23624-5.pdf) 

3. Accounting treatment of pension liability post-
separation. (Opinion finalised by the Committee on 
23.4.2015) http://115.248.235.50/eacicai/HTML/35/1.html 

4. Requirement for preparation of Complete/ 
Condensed set of financial statements (Opinion finalised 
by the Committee on 3.6.2015.) 

http://115.248.235.50/eacicai/HTML/35/7.html 

5. Amortisation of SAP license and accounting for 
annual renewal fee. (Opinion finalised by the Committee 
on 23.4.2015.) 
http://115.248.235.50/eacicai/HTML/35/3.html  

B. List of topic-wise exclusions from the syllabus 

(1) (2) (3) 

S. No. in 

the 

syllabus 

Topics of the 

syllabus 

Exclusions  

4. Application of Indian 
Accounting Standards 
(Ind AS) with reference 
to General Purpose 
Financial Statements 

Indian Accounting Standard (Ind AS) 37 

‘Provisions, Contingent Liabilities and 

Contingent Assets’ 

• Appendix A: Rights to Interests arising from 

Decommissioning, Restoration and 

Environmental Rehabilitation Funds 

• Appendix B: Liabilities arising from 

Participating in a Specific Market — Waste 

Electrical and Electronic Equipment 

6. Application of Industry 

specific and 

Transaction Specific 

Indian Accounting 

Standards (other than 

• Indian Accounting Standard (Ind AS) 29: 

Financial Reporting in Hyperinflationary 

Economies 

• Indian Accounting Standard (Ind AS) 104: 
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Business Combination, 

Financial Instruments 

and Share Based 

Payment) 

Insurance Contracts 

• Indian Accounting Standard (Ind AS) 106: 

Exploration for and Evaluation of Mineral 

Resources 

Notes: 

(1) In the above tables ‘A’ and ‘B’, in respect of the topics of the syllabus specified in c olumn 

(2) the related inclusion / exclusion is given in column (3).   

(2) August 2017 edition of the Study Material is relevant for November, 2018 examinations. 

Students are advised to read the same alongwith the corrigendum uploaded on the 

website. 

(3) Except the exclusions mentioned (above in Table B) from the syllabus, the entire content 

included in the August 2017 edition of the Study Material is relevant for the said 

examinations.    

(4) The relevant amendments including relevant Notifications / Circulars / Rules issued by 

the Companies Act, 2013 and other relevant legislations up to 30 th April, 2018 will be 

applicable for November, 2018 Examination.  However, Ind AS 115 notified on 

28.3.2018 alongwith the amendments made in other Ind AS made by MCA as on 

28.3.2018 is not applicable for November, 2018 examination.   Therefore, for 

November, 2018 examination Ind AS 11 and Ind AS 18 will be applicable.  

(5) Guidance Note on Accounting for Real Estate Transactions (for entities to whom Ind AS 

is applicable) has been removed from the Study Guidelines for this paper since it is no 

more relevant on advent of notification of Ind AS 115. 

Paper 3: Advanced Auditing and Professional Ethics  

A. List of topic-wise inclusion in the syllabus 

I. List of applicable Statements and Standards for November, 2018 Examination: 

1. Statement on Reporting under Section 227(1A) of the Companies Act, 1956  

(Section 143(1) of the Companies Act, 2013). 

2. Framework for Assurance Engagements. 

II. List of applicable Engagements and Quality Control Standards on Auditing for 

November, 2018 Examination 

S.No SA Title of Standard on Auditing 

1 SQC 1 Quality Control for Firms that Perform Audits and Reviews of 
Historical Financial Information, and Other Assurance and 
Related Services Engagements  
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2 SA 200 Overall Objectives of the Independent Auditor and the Conduct 
of an Audit in Accordance with Standards on Auditing 

3 SA 210 Agreeing the Terms of Audit Engagements  

4 SA 220 Quality Control for Audit of Financial Statements 

5 SA 230 Audit Documentation  

6 SA 240 The Auditor’s responsibilities Relating to Fraud in an Audit of 
Financial Statements  

7 SA 250 Consideration of Laws and Regulations in An Audit of Financial 
Statements 

8 SA 260 Communication with Those Charged with Governance 
(Revised)  

9 SA 265 Communicating Deficiencies in Internal Control to Those 
Charged with Governance and Management   

10 SA 299 Responsibility of Joint Auditors 

11 SA 300 Planning an Audit of Financial Statements 

12 SA 315 Identifying and Assessing the Risks of Material Misstatement 
through Understanding the Entity and its Environment   

13 SA 320 Materiality in Planning and Performing an Audit   

14 SA 330 The Auditor’s Responses to Assessed Risks 

15 SA 402 Audit Considerations Relating to an Entity Using a Service 
Organization   

16 SA 450 Evaluation of Misstatements Identified during the Audits 

17 SA 500 Audit Evidence  

18 SA 501 Audit Evidence - Specific Considerations for Selected Items 

19 SA 505 External Confirmations 

20 SA 510 Initial Audit Engagements-Opening Balances  

21 SA 520 Analytical Procedures 

22 SA 530 Audit Sampling  

23 SA 540 Auditing Accounting Estimates, Including Fair Value Accounting 
Estimates, and Related Disclosures  

24 SA 550 Related Parties  

25 SA 560 Subsequent Events  

26 SA 570 Going Concern (Revised)  

27 SA 580 Written Representations  
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28 SA 600 Using the Work of Another Auditor 

29 SA 610 Using the Work of Internal Auditors (Revised)  

30 SA 620 Using the Work of an Auditor’s Expert 

31 SA 700 Forming an Opinion and Reporting on Financial Statements 
(Revised) 

32 SA 701 Communicating Key Audit Matters in the Independent Auditor’s 
Report (New) 

33 SA 705 Modifications to the Opinion in the Independent Auditor’s 
Report (Revised)  

34 SA 706 Emphasis of Matter Paragraphs and Other Matter Paragraphs 
in the Independent Auditor’s Report (Revised) 

35 SA 710 Comparative Information – Corresponding Figures and 
Comparative Financial Statements  

36 SA 720 The Auditor’s Responsibility in Relation to Other Information in 
Documents Containing Audited Financial Statements 

37 SA 800 Special Considerations-Audits of Financial Statements 
Prepared in Accordance with Special Purpose Framework 

38 SA 805 Special Considerations-Audits of Single Purpose Financial 
Statements and Specific Elements, Accounts or Items of a 
Financial Statement 

39 SA 810 Engagements to Report on Summary Financial Statements  

40 SRE 2400 Engagements to Review Historical Financial 
Statements (Revised) 

41 SRE 2410 Review of Interim Financial Information Performed by the 
Independent Auditor of the Entity 

42 SAE 3400  The Examination of Prospective Financial Information  

43 SAE 3402 Assurance Reports on Controls At a Service Organisation 

44 SAE 3420 Assurance Engagements to Report on the Compilation of Pro 
Forma Financial Information Included in a Prospectus (New) 

45 SRS 4400 Engagements to Perform Agreed Upon Procedures Regarding 
Financial Information  

46 SRS 4410 Compilations Engagements (Revised)  
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III. List of applicable Guidance Notes and other publications for November, 2018 

Examination: 

1. Code of Ethics 

2.  Guidance Note on Independence of Auditors. 

3.  Guidance Note on Audit under Section 44AB of the Income-tax Act. 

4.  Guidance Note on Audit of Inventories. 

5.  Guidance Note on Audit of Debtors, Loans and Advances. 

6.  Guidance Note on Audit of Investments. 

7.  Guidance Note on Audit of Cash and Bank Balances. 

8. Guidance Note on Audit of Liabilities. 

9. Guidance Note on Audit of Revenue. 

10.  Guidance Note on Audit of Expenses. 

11.  Guidance Note on Computer Assisted Audit Techniques (CAATs).  

12.  Guidance Note on Audit of Payment of Dividend. 

13.  Guidance Note on Audit of Capital and Reserves. 

14.  Guidance Note on Audit of Banks. 

15.  Guidance Note on Audit of Internal Financial Controls over Financial Reporting.  

16.  Guidance Note on Reporting under section 143(3)(f) and (h) of the Companies Act, 

2013. 

17. Guidance Note on Reporting on Fraud under section 143(12) of the Companies Act, 

2013. 

18. Guidance Note on the Companies (Auditor’s Report) Order, 2016 . 

IV Applicability of the Companies Act, 2013 and other Legislative Amendments for 

November 2018 Examination 

Students are expected to be updated with the notifications, circulars and other legislative 

amendments made upto 6 months prior to the examination.  Accordingly, the relevant 

notified Sections of the Companies Act, 2013 and legislative amendments including 

relevant Notifications / Circulars / Rules / Guidelines issued by Regulating Authority up to 

30th April, 2018 will be applicable for November, 2018 Examination.  

Paper 4: Corporate and Economic Laws 

The provisions of Companies Act, 2013 along with significant Rules/ Notifications/ Circulars/ 

Clarification/ Orders issued by the Ministry of Corporate Affairs and the laws covered under 
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the Economic Laws, as amended by concerned authority, including significant notifications 

and circulars issued up to 30th April, 2018, are applicable for November, 2018 examination.  

Study Guidelines  

New Final Course Paper 4: Corporate and Economic Laws 

Inclusions / Exclusions from the syllabus 

(1) (2) (3) (4) 

S. No. in 

the 

syllabus 

Chapters/ 

Topics of 

the syllabus 

Inclusions 

(Provisions which are 

included from the 

corresponding chapter of 

the syllabus)  

Exclusions 

(Provisions which are 

excluded from the 

corresponding chapter of the 

syllabus) 

Part I: 

Section A- 

Company 

Law  

Companies 

Act, 2013 

covering 

chapters 1- 

13  

The entire content included in 

the August 2017 edition of the 

Study Material and the 

Legislative amendments to the 

extent covered for November, 

2018 examinations, shall only 

be relevant for the said 

examinations.    

The Legislative amendments 

shall be hosted on the BoS 

Knowledge Portal through 

RTP.  

Except the Relevant rules to the 

extent covered in the August 

2017 edition of the Study 

Material, all other Rules of the 

Companies Act, 2013 are 

excluded.  

Part I: 

Section B- 

Securities 

Laws 

Chapter 1: 

The 

Securities 

Contract 

(Regulation)

Act, 1956 

and the 

Securities 

Contract(Re

gulation)Rul

es, 1957 

 

The entire content included 

in the August 2017 edition of 

the Study Material and the 

Legislative amendments to 

the extent covered for 

November, 2018 

examinations, shall only be 

relevant for the said 

examinations 

 

Following Securities Contract 

(Regulation)Rules, 1957 to 

the extent covered in the 

Following sections of the 

SCRA, 1956- Sections 4A, 13, 

14, 18, 20, 25, 26B, 26D, 26E, 

29, 31, 32 are excluded. 

 

 

 

 

Except the Securities Contract 

(Regulation) Rules, 1957 

given in the Column (3),  

all other rules of the Securities 
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 study material, shall only be 

relevant for the said 

examinations  : 

3, 4, 4A, 5, 5A, 6, 7, 8, 12, 13, 

14, 15, 16, 17, 17A, 19 & 21. 

 

The Legislative amendments 

shall be hosted on the BoS 

Knowledge Portal through 

RTP.   

Contract (Regulation)Rules, 

1957 are excluded.  

 

 

 

Part I: 

Section B- 

Securities 

Laws 

Chapter 2: 

The 

Securities 

Exchange 

Board of 

India Act, 

1992, 

SEBI(ICDR) 

Regulations, 

2009 and 

SEBI 

(LODR) 

Regulations, 

2015 

The entire content included 

in the August 2017 edition of 

the Study Material and the 

Legislative amendments to 

the extent covered for 

November, 2018 

examinations, shall only be 

relevant for the said 

examinations 

 

In particular, SEBI(ICDR) 

Regulations, 2009 and SEBI 

(LODR) Regulations, 2015 

to the extent covered in the 

study material, shall only be 

applicable for the 

examination. 

 

The Legislative amendments 

shall be hosted on the BoS 

Knowledge Portal through 

RTP.   

Following provisions of the 

SEBI Act, are excluded –  

Sections 2(1)(b), 2(1)(c), 

2(1)(d), 2(1)(da), 2(1)(f), 

2(1)(fa), 2(1)(g),20, 21, 25, 28 

& 33. 

 

 

Part II: 

Economic 

Laws 

Chapter 1: 

The Foreign 

Exchange 

Managemen

t Act, 1999 

The entire content included 

in the August 2017 edition of 

the Study Material and the 

Legislative amendments to 

the extent covered for 

Following provisions of the 

FEMA, 1999 is excluded for the 

examination- 

Sections 2(cc) & Section 2(gg), 

16(2)- 16(6) ,17(3) 17(6),  19 to 
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November, 2018 

examinations, shall only be 

relevant for the said 

examinations. 

 

In specific following  

FEM(Regulations)/ Rules 

shall only be applicable to 

the extent covered in the 

study material- 

• Foreign Exchange 

Management (Current 

Account Transactions) 

Rules, 2000 

• Foreign Exchange 

Management 

(Permissible Capital 

Account Transactions) 

Regulations, 2000 

• Foreign Exchange 

Management 

(Acquisition and 

Transfer of Immovable 

Property in India) 

Regulations, 2000 

• Foreign Exchange 

Management 

(Acquisition and 

Transfer of Immovable 

Property outside India) 

Regulations, 2015  

• Foreign Exchange 

Management (Export of 

Goods and Services) 

Regulations, 2015  

• Foreign Exchange 

Management 

(Realisation, 

34, 37(2) – 37(3), 

37A, 45, 46, 47 & 48.  

 

 

All other FEM(Regulations)/ 

Rules are entirely excluded. 
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repatriation and 

surrender of foreign 

exchange) Regulations, 

2000  

• Foreign Exchange 

Management 

(Possession and 

retention of foreign 

currency) Regulations, 

2015 

 

The Legislative amendments 

shall be hosted on the BoS 

Knowledge Portal through 

RTP. 

Part II: 

Economic 

Laws 

Chapter 2 : 

SARFAESI 

Act, 2002 

The entire content included 

in the August 2017 edition of 

the Study Material and the 

Legislative amendments to 

the extent covered for 

November, 2018 

examinations, shall only be 

relevant for the said 

examinations. 

 

Very limited coverage is 

required in view of 

Insolvency and Bankruptcy 

Code. 

 

The Legislative amendments 

shall be hosted on the BoS 

Knowledge Portal through 

RTP. 

Following provisions are 

excluded for the examination: 

Sections 2(1)(a), (c), (d),(g), 

(ga), (h), (m), (ma), (n), 

(na),(p),(q), (r), (s), (t), (v), (w), 

(x), (y), (za), (zb), (zc), (ze), 

(zg)- (zj), & 2(2)- Definitions, 

6(3), 7(2A)- 7(4),  

14(2)-14(3), 25(2)- 25(4), 26(2), 

30D(2)- 30(11), 39 to 42. 

Part II: 

Economic 

Laws 

Chapter 3: 

Prevention 

of Money 

The entire content included 

in the August 2017 edition of 

the Study Material and the 

Following Sections are 

excluded for examination:  

2(1)(a), (b)(c), (d), (da), (f), (g), 
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Laundering 

Act, 2002 

Legislative amendments to 

the extent covered for 

November, 2018 

examinations, shall only be 

relevant for the said 

examinations. 

The Legislative amendments 

shall be hosted on the BoS 

Knowledge Portal through 

RTP. 

(h), (i), (ia), (ib), (j), (ja), (k), (m), 

(na), (o), (q), (r), (rc), (s), (sa), 

(sb), (sc), (t), (va), (z) , (zb) & 

(2)- Definitions, 6(3)-

6(15),7,10,9,11, 16 to 

24,35(1),35(3)- 35(5),  36- 37, 

39- 40, 46(2)-(3), 49 to 54,  

58A-58B,59-60,61,67-68, 73,74 

& 75. 

 

Rules related to PMLA is 

excluded in its entirety. 

Part II: 

Economic 

Laws 

Chapter 4: 

Foreign 

Contribution 

Regulation 

Act, 2010 

The entire content included 

in the August 2017 edition of 

the Study Material and the 

Legislative amendments to 

the extent covered for 

November, 2018 

examinations, shall only be 

relevant for the said 

examinations. 

The Legislative amendments 

shall be hosted on the BoS 

Knowledge Portal through 

RTP. 

Rules related to FCRR, 2011 

is relevant for November 2018 

to the extent covered in the 

August 2017 edition of the 

Study Material. 

Following Sections are 

excluded for examination:  

Section 2(1)(a), (b), (c), (d), (e), 

(f), (k), (l), (o), (p), (q), (s), (t), & 

(u)- Definitions,  21 – 27  44-45, 

49 & 54 . 

 

 

Part II: 

Economic 

Laws 

Chapter 5: 

The 

Arbitration 

and 

Conciliation 

Act, 1996 

The entire content included in 

the August 2017 edition of the 

Study Material and the 

Legislative amendments to the 

extent covered November, 

2018 examinations, shall only 

be relevant for the said 

- 
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examinations.   

The Legislative amendments 

shall be hosted on the BoS 

Knowledge Portal through 

RTP. 

Part II: 

Economic 

Laws 

Chapter 6: 

The 

Insolvency 

and 

Bankruptcy 

Code, 2016 

 

Content of this chapter of the 

Study Material is covering an 

overview of the Insolvency and 

Bankruptcy Code with the 

broad coverage (not in 

entirety) of the provisions upto 

section 59 of the Code.  

 

Rules related to Insolvency 

and Bankruptcy Code, is 

relevant for November 2018 to 

the extent covered in the 

August 2017 edition of the 

Study Material. 

 

The entire content included in 

the August 2017 edition of the 

Study Material and the 

Legislative amendments to the 

extent covered for November, 

2018 examinations, shall only 

be relevant for the said 

examinations.    

The Legislative amendments 

shall be hosted on the BoS 

Knowledge Portal through 

RTP.  

 

Notes: 

(1) In the above table of exclusion, in respect of the Chapters of the syllabus specified in 

column (2) the related exclusion is given in column (4).  Where an exclusion has been so 

specified in any topic of the syllabus, the provisions corresponding to such exclusions, 

covered in other topic(s) forming part of the syllabus, shall also be excluded.   
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(2) August 2017 edition of the Study Material is relevant for November, 2018 examinations.  

The amendments - made after the issuance of this Study Material – then the Legislative 

amendments to the extent covered for November, 2018 examinations alone shall be 

relevant for the said examinations The Legislative amendments shall be made available 

through RTP hosted on the BoS Knowledge Portal.   

(3) Except the exclusions mentioned in the column (4) of the table, the entire content of the 

syllabus included in the August 2017 edition of the Study Material and the Legislative 

amendments for November, 2018 examinations shall be relevant for the said 

examinations.    

© The Institute of Chartered Accountants of India


	1-COVER-PAGE-GR-I-(New) (November, 2018).pdf
	2- RTP - General Part - Group I (New) November, 2018.pdf
	3-1-FR - Final (New) RN- 2018 (3.8.2018).pdf
	4-2-SFM (FINAL NEW) - RN-2018 (FORMATTED 27.7.2018).pdf
	5-3- AAPE (Final) New-RN-2018.pdf
	6-4-Corporate & Economic Law (final new) (FORMATTED 30.7.2018) corrected 31.7.2018.pdf
	7-List of Pronouncement Final Group I (November, 2018).pdf



