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Test Series: March, 2019 

MOCK TEST PAPER 1 

FOUNDATION COURSE 

PAPER 2A: BUSINESS LAWS  

ANSWERS 

1. (a)  Invitation to offer: The offer should be distinguished from an invitation to offer. An offer is the final 

expression of willingness by the offeror to be bound by his offer should the party chooses to accept 

it. Where a party, without expressing his final willingness, proposes certain terms on which he is 

willing to negotiate, he does not make an offer, but invites only the other party to make an offer on 

those terms. This is the basic distinction between offer and invitation to offer. 

The display of articles with a price in it in a self-service shop is merely an invitation to offer. It is in 

no sense an offer for sale, the acceptance of which constitutes a contract. In this case, Smt. 
Prakash by selecting some articles and approaching the cashier for payment simply made an offer 
to buy the articles selected by her. If the cashier does not accept the price, the interested buyer 

cannot compel him to sell.  

(b)  Doctrine of Indoor Management:  The Doctrine of Indoor Management is the exception to the 
doctrine of constructive notice. The doctrine of constructive notice does not mean that outsiders 
are deemed to have notice of the internal affairs of the company. For instance, if an act is 

authorised by the articles or memorandum, an outsider is entitled to assume that all the detailed 

formalities for doing that act have been observed. 

The doctrine of Indoor Management is important to persons dealing with a company through its 
directors or other persons. They are entitled to assume that the acts of the directors or other officers 

of the company are validly performed, if they are within the scope of their apparent authority. So 
long as an act is valid under the artic les, if done in a particular manner, an outsider dealing with 

the company is entitled to assume that it has been done in the manner required. 

In the given question, Mr. X has made payment to Mr. Z and he (Mr. Z) gave to receipt of the same 

to Mr. X. Thus, it will be rightful on part of Mr. X to assume that Mr. Z was also authorised to receive 
money on behalf of the company. Hence, Mr. X will be free from liability for payment of goods 

purchased from M/s ABC Limited, as he has paid amount due to an employee of the company. 

(c) Delivery - its forms and derivatives: Delivery means voluntary transfer of possession from one 

person to another [Section 2(2) of the Sale of Goods Act, 1930]. As a general rule, delivery of 
goods may be made by doing anything, which has the effect of putting the goods in the possession 

of the buyer, or any person authorized to hold them on his behalf.  

Forms of delivery: Following are the kinds of delivery for transfer of possession:  

(i) Actual delivery: When the goods are physically delivered to the buyer. 

(ii) Constructive delivery: When it is effected without any change in the custody or actual 

possession of the thing as in the case of delivery by attornment (acknowledgement) e.g., 
where a warehouseman holding the goods of A agrees to hold them on behalf of B, at A’s 

request. 

(iii) Symbolic delivery: When there is a delivery of a thing in token of a transfer of something 

else, i.e., delivery of goods in the course of transit may be made by handing over documents 
of title to goods, like bill of lading or railway receipt or delivery orders or the key of a 

warehouse containing the goods is handed over to buyer. 
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2. (a)  An anticipatory breach of contract is a breach of contract occurring before the time fixed for 

performance has arrived. When the promisor refuses altogether to perform his promise and 

signifies his unwillingness even before the time for performance has arrived, it is called Anticipatory 

Breach. The law in this regard has very well summed up in Frost v. Knight and Hochster v. Dela 

Tour:  

Section 39 of the Indian Contract Act deals with anticipatory breach of contract and provides as 

follows: "When a party to a contract has refused to perform or disable himself from performing, his 
promise in its entirety, the promisee may put an end to the contract, unless he has signified, but 

words or conduct, his acquiescence in its continuance."  

Effect of anticipatory breach: The promisee is excused from performance or from further 

performance. Further he gets an option:  

(1) To either treat the contract as “rescinded and sue the other party for damages from breach of 

contract immediately without waiting until the due date of performance; or 

(2) He may elect not to rescind but to treat the contract as still operative, and wait for the time of 
performance and then hold the other party responsible for the consequences of non-

performance. But in this case, he will keep the contract alive for the benefit of the other party 
as well as his own, and the guilty party, if he so decides on re-consideration, may still perform  
his part of the, contract and can also take advantage of any supervening impossibility which 

may have the effect of discharging the contract.  

(b)  Distinction between LLP and Limited Liability Company  

 Basis  LLP LLC 

1. Regulating Act The LLP Act, 2008. The Companies Act, 2013. 

2. Members/Partners The persons who contribute 
to LLP are known as 
partners of the LLP. 

The persons who invest the money in 
the shares are known as members of 
the company. 

3. Internal governance 

structure 

The internal governance 

structure of a LLP is 
governed by contract 
agreement between the 
partners. 

The internal governance structure of a 

company is regulated by statute (i.e., 
Companies Act, 2013). 

4. Name Name of the LLP to contain 
the word “Limited Liability 
partnership” or “LLP” as 
suffix. 

Name of the public company to 
contain the word “limited” and Pvt. Co. 
to contain the word “Private limited” as 
suffix. 

5. No. of 
members/partners 

Minimum – 2 members 

Maximum – No such limit on 
the members in the Act. The 
members of the LLP can be 
individuals/or body 
corporate through the 
nominees. 

Private company:  

Minimum – 2 members  

Maximum 200 members  

Public company: 

Minimum – 7 members 

Maximum – No such limit on the 
members.   
Members can be organizations, trusts, 
another business form or individuals. 

6. Liability of members/ 

partners 

Liability of a partners is 

limited to the extent of 
agreed contribution in case 
of intention is fraud. 

Liability of a member is limited to the 

amount unpaid on the shares held by 
them. 
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7. Management The business of the 
company managed by the 
partners including the 
designated partners 
authorized in the 
agreement. 

The affairs of the company are 
managed by board of directors elected 
by the shareholders. 

8. Minimum number of 
directors/designated 
partners 

Minimum 2 designated 
partners. 

Pvt. Co. – 2 directors 

Public co. – 3 directors 

3. (a)  (i) Rights which can be enjoyed by a minor partner: 

(i)  A minor partner has a right to his agreed share of the profits and of the firm.  

(ii)  He can have access to, inspect and copy the accounts of the firm. 

(iii)  He can sue the partners for accounts or for payment of his share but only when severing 

his connection with the firm, and not otherwise. 

(iv) On attaining majority, he may within 6 months elect to become a partner or not to become 
a partner. If he elects to become a partner, then he is entitled to the share to which he 

was entitled as a minor. If he does not, then his share is not liable for any acts of the 

firm after the date of the public notice served to that effect. 

  (ii) (1)  Liabilities of a minor partner before attaining majority: 

(a) The liability of the minor is confined only to the extent of his share in the profits and 

the property of the firm. 

(b) Minor has no personal liability for the debts of the firm incurred during his minority.  

(c) Minor cannot be declared insolvent, but if the firm is declared insolvent his share 

in the firm vests in the Official Receiver/Assignee. 

(2) Liabilities of a minor partner after attaining majority: Within 6 months of his attaining 

majority or on his obtaining knowledge that he had been admitted to the benefits of 
partnership, whichever date is later, the minor partner has to decide whether he shall 

remain a partner or leave the firm. 

Where he has elected not to become partner he may give public notice that he has 

elected not to become partner and such notice shall determine his position as regards 
the firm. If he fails to give such notice he shall become a partner in the firm on the expiry 

of the said six months. 

(b)  Subsequent or Supervening impossibility (Becomes impossible after entering into 

contract): When performance of promise become impossible or illegal by occurrence of an 
unexpected event or a change of circumstances beyond the contemplation of parties, the contract 

becomes void e.g. change in law etc.  

Also, according to section 65 of the Indian Contract Act, 1872, when an agreement is discovered 

to be void or when a contract becomes void, any person who has received any advantage under 
such agreement or contract is bound to restore it, or to make compensation for it to the person 

from whom he received it. 

In the given question, after Mr. X and Mr. Y have entered into the contract to supply 50 tons of 

sugar, the event of flood occurred which made it impossible to deliver the sugar within the stipula ted 
time. Thus, the promise in question became void. Further, Mr. X has to pay back the amount of Rs. 
50,000 that he received from Mr. Y as an advance for the supply of sugar within the stipulated time. 

Hence, the contention of Mr. Y is correct. 
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4. (a)  Unpaid Seller: According to Section 45 of the Sale of Goods Act, 1930 the seller of goods is 

deemed to be an ‘Unpaid Seller’ when- 

(a) the whole of the price has not been paid or tendered.  

(b) a bill of exchange or other negotiable instrument has been received as conditional payment, 

and it has been dishonoured.  

Right of stoppage of goods in transit 

When the unpaid seller has parted with the goods to a carrier and the buyer has become insolvent, 
he can exercise this right by asking the carrier to return the goods back, or not to deliver the goods 

to the buyer. 

However, the right of stoppage in transit is exercised only when the following conditions are fulfilled:  

(a) The seller must be unpaid. 

(b) The seller must have parted with the possession of goods. 

(c) The goods must be in the course of transit. 

(d) The buyer must have become insolvent. 

(e) The right is subject to provisions of the Act. 

(b)  According to Section 20 of the Indian Partnership Act, 1932, the partners in a firm may, by contract 

between the partners, extend or restrict implied authority of any partners. 

Notwithstanding any such restriction, any act done by a partner on behalf of the firm which falls 

within his implied authority binds the firm, unless the person with whom he is dealing knows of the 

restriction or does not know or believe that partner to be a partner. 

The implied authority of a partner may be extended or restricted by contract between the partners. 
Under the following conditions, the restrictions imposed on the implied authority of a partner by 

agreement shall be effective against a third party: 

1.  The third party knows above the restrictions, and 

2.  The third party does not know that he is dealing with a partner in a firm. 

Now, referring to the case given in the question, M supplied furniture to A, who ultimately sold them 
to a third party and M was also ignorant about the agreement entered into by the partners about 
the change in their role. M also is not aware that he is dealing with a partner in a firm. Therefore, 

M on the basis of knowledge of implied authority of A, can recover money from the firm. 

But in the second situation, if M was having knowledge about the agreement, he cannot recover 

money from the firm. 

5. (a) Section 26 of the Sale of Goods Act, 1930 provides that unless otherwise agreed, the goods remain 

at the seller’s risk until the property therein is transferred to the buyer, but when the property therein 

is transferred to the buyer, the goods are at buyer’s risk whether delivery has been made or not. 

Further Section 18 read with Section 23 of the Act provides that in a contract for the sale of 

unascertained goods, no property in the goods is transferred to the buyer, unless and until the 

goods are ascertained and where there is contract for the sale of unascertained or future goods by 

description, and goods of that description and in a deliverable state are unconditionally 

appropriated to the contract, either by the seller with the assent of the buyer or by the buyer with 

the assent of the seller, the property in the goods thereupon passes to the buyer. Such assent may 

be express or implied. Applying the aforesaid law to the facts of the case in hand, it is clear that 

Mr. Samuel has the right to select the good out of the bulk and he has sent his men for same 

purpose. 
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Hence the problem can be answered based on the following two assumptions and the answer will 

vary accordingly. 

(i)  Where the bales have been selected with the consent of the buyer’s representatives: In this 

case, the property in the 60 bales has been transferred to the buyer and goods have been 
appropriated to the contract. Thus, loss arising due to fire in case of 60 bales would be borne 
by Mr. Samuel. As regards 40 bales, the loss would be borne by Mr. Varun, since the goods 

have not been identified and appropriated. 

(ii)  Where the bales have not been selected with the consent of buyer’s representatives. 

 In this case the property in the goods has not been transferred at all and hence the loss of 

100 bales would be borne by Mr. Varun completely. 

(b)  The House of Lords in Salomon Vs Salomon & Co. Ltd. laid down that a company is a person 
distinct and separate from its members, and therefore, has an independent separate legal 

existence from its members who have constituted the company. But under certain circumstances 
the separate entity of the company may be ignored by the courts. When that happens, the courts 
ignore the corporate entity of the company and look behind the corporate façade and hold the 

persons in control of the management of its affairs liable for the acts of the company. Where a 
company is incorporated and formed by certain persons only for the purpose of evading taxes, the 
courts have discretion to disregard the corporate entity and tax the income in the hands of the 

appropriate assessee. 

(1) The problem asked in the question is based upon the aforesaid facts. The three companies 
were formed by the assessee purely and simply as a means of avoiding tax and the companies 
were nothing more than the façade of the assessee himself. Therefore the whole idea of Mr. 

F was simply to split his income into three parts with a view to evade tax. No other business 

was done by the company. 

(2) The legal personality of the three private companies may be disregarded because the 
companies were formed only to avoid tax liability. It carried on no other business, but was 

created simply as a legal entity to ostensibly receive the dividend and interest and to hand 
them over to the assessee as pretended loans. The same was upheld in Re Sir Dinshaw 
Maneckji Petit AIR 1927 Bom.371 and Juggilal vs. Commissioner of Income Tax AIR (1969) 

SC (932). 

6. (a)  Definition of Consideration-Section 2(d) 

“When at the desire of the promisor, the promise or any other person has done, or does or abstains 

from doing of promises to do or abstain from doing something, such an act or abstinence or promise 

is called consideration for the promise” 

The essential characteristics of a valid consideration are as follows: 

(1) Consideration must move at the desire of the promisor 

(2) It may proceed from the promisee or any other person on his behalf. 

(3) It may be executed or executory. It may be past, present or future. 

(4) It must be real and have some value in the eyes of law.   

(5) It must not be something which the promisor is already legally bound to do. 

(6) It must not be unlawful, immoral or opposed to public policy. 

(7) Inadequacy of consideration does not invalidate the contract. Thus, it need not be 

proportionate to the value of the promise of the other. 

(8) It may comprise of some benefit, profit, right or interest accruing to one or some loss, 

detriment, obligation or responsibility undertaken by the other. 
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(b)  Dissolution of Firm: The Dissolution of Firm means the discontinuation of the jural relation 
existing between all the partners of the Firm. But when only one of the partners retires or becomes 

in capacitated from acting as a partner due to death, insolvency or insanity, the partnership, i.e., 
the relationship between such a partner and other is dissolved, but the rest may decide to continue.  
In such cases, there is in practice, no dissolution of the firm. The particular partner goes out, but 

the remaining partners carry on the business of the Firm.  In the case of dissolution of the firm, on 
the other hand, the whole firm is dissolved. The partnership terminates as between each and every 

partner of the firm. 

Dissolution of a Firm may take place (Section 39 - 44) 

(a) as a result of any agreement between all the partners (i.e., dissolution by agreement); 

(b) by the adjudication of all the partners, or of all the partners but one, as insolvent (i.e., 

compulsory dissolution); 

(c) by the business of the Firm becoming unlawful (i.e., compulsory dissolution); 

(d) subject to agreement between the parties, on the happening of certain contingencies, such 
as: (i) effluence of time; (ii) completion of the venture for which it was entered into; (iii) death 

of a partner; (iv) insolvency of a partner.   

(e) by a partner giving notice of his intention to dissolve the firm, in case of partnership at will 

and the firm being dissolved as from the date mentioned in the notice, or if no date is 

mentioned, as from the date of the communication of the notice; and   

(f) by intervention of court in case of: (i) a partner becoming the unsound mind; (ii) permanent 
incapacity of a partner to perform his duties as such; (iii) Misconduct of a partner affecting the 

business; (iv) willful or persistent branches of agreement by a partner; (v) transfer or sale of 
the whole interest of a partner; (vi) improbability of the business being carried on save at a 
loss; (vii) the court being satisfied on other equitable grounds that the firm should be 

dissolved.  

(c) According to section 2(68) of the Companies Act, 2013, "Private company" means a company 
having a minimum paid-up share capital as may be prescribed, and which by its articles, except in 

case of One Person Company, limits the number of its members to two hundred. 

However, where two or more persons hold one or more shares in a company jointly, they shall, for 

the purposes of this clause, be treated as a single member. 

It is further provided that - 

(A)  persons who are in the employment of the company; and 

(B)  persons who, having been formerly in the employment of the company, were members of the 
company while in that employment and have continued to be members after the employment 

ceased, 

shall not be included in the number of members.  

In the instant case, Flora Fauna Limited may be converted into a private company only if the total  

members of the company are limited to 200.  

Total Number of members 

(i) Directors and their relatives  190 

(ii) 5 Couples (5*1) 5 

(iii) Others 5 

 Total  200 

Therefore, there is no need for reduction in the number of members since existing number of 

members are 200 which does not exceed maximum limit of 200. 
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Test Series: March, 2019 

FOUNDATION COURSE 

MOCK TEST PAPER  

PAPER 2: SECTION-B: BUSINESS CORRESPONDENCE AND REPORTING 

ANSWERS 

1. (a) 

Answer Key 

(i) b 

(ii) a 

(iii) d 

(iv) d 

(v) c 

 (b) (i)  A Basic understanding of Tax and its variants (Heading) 

I) What is a tax? 

1) A fincl charge or a levy 

2) Can be direct or indirect 

3) Administered by the govt. 

II) Use of Tax 

1) Protecn of property 

2) Expenditure on wars 

3) Economic infrastructures 

4) Law and order 

5) Public works 

6) Subsidies 

7) Social engg 

8) Functioning of the govt. 

(a)  Welfare and public services 

(b)  Edun 

(c)  Pension for the elderly 

(d)  Unemployment benefits 

(e)  Public transprtn. 

(f)  Day to day public utilities 

(i i )   Summary 

Tax is a charge which the government or its equivalent functional body levies on the public. 

Taxes are used for various purposes like protection of property, expenditures on war, 
economic infrastructure, the enforcement of law and public order, public works, subsidies, 
social engineering, and the very operation of the government itself. Calculation of tax is based 

on various factors such as its inherent economic structure, its history, and to a significan t 
extent on the tax structures of its neighbouring countries. Direct and indirect taxes are 
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prevalent in countries depending on their income group. Per capita income too plays an 

important role in deciding a tax amount. Failure to pay tax is a punishable offence. 

2. (a)  A complete communication conveys all facts and information required by the recipient. It keeps in 

mind the receiver’s intellect and attitude and conveys the message accordingly. A complete 
communication helps in building the company’s reputa tion, aids in better decision making as all 

relevant and required information is available with the receiver. 

(b) (i )  b  

(i i )  d  

(iii)  An apology letter should be written by you. 

(iv)  Uncle complained that he was unwell. 

(c)  Hazards of Passive Smoking  (T itle)  

A lot of research and studies have concluded that second hand smoke, or passive smoking as 

i t is c ommonly c alled is equally hazardous to health as is ac tive sm oking. Consistent results 

show that passive smoking c auses lung c ancer; also a study brings out a l ink between parental  

sm oking and damage in children. 

3. (a)  Understanding cultural aspects of communication refers to having knowledge of different cultures 
in order to communicate effectively with cross culture people.. Understanding various cultures in 
this era of globalization is an absolute necessity as the existence of cultural differences between 

people from various countries, regions tribes and, religions, where words and symbols may be 
interpreted differently can result in communication barriers and miscommunications. Multinational 
companies offer special courses and documents to familiarize their staff with the culture of the 

country where they are based for work. 

(b) (i )  c  

(ii)  a 

(iii)  The work was finished very soon by Anita 

(iv)  The stuntman advised the audience not to try that at home.  

(c)  Letter 

Manager Operations and Admin      15th Feb, 2019 

Net Solutions 

Mumbai  

 

Administration Head 

Food for you Solutions 

Mumbai 

 

Dear Sir/Madam 

Sub: Complaint against food quality 

This with reference to the food supplied to our cafeteria by your company’s kitchen. Unfortunately, for 

the past few weeks, we have observed that the quality of food items, especially rice, wheat flour and 

pulses has degraded considerably.  
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A few of our employees complained of ill health after having consumed your food. I presume stale food 

is not being sent to us. 

Kindly assure that the raw material you use is of high quality standards and is ISI approved. 

I request you to look into this matter urgently and present a report within 2 days time to avoid a stern 

action.   

Thanks and Regards, 

 

Name 

Manager, Ops and Admin 

Net Solutions 

 

(Signed) 

Manager, Office and food supplies ltd. 

4. (a)  Nonverbal communication is the process of communicating by sending and receiving wordless 
messages. These messages can aid verbal communication, convey thoughts and feelings contrary 
to the spoken words or express ideas and emotions on their own. Some of the functions of 

nonverbal communication in humans are to complement and illustrate, to reinforce and emphasize, 

to replace and substitute, to control and regulate, and to contradict the denoted message  

• Physical nonverbal communication: An individual’s body language that is, facial 
expressions, stance, gestures, tone of voice, touch, and other physical signals constitute this type 
of communication. For example, leaning forward may mean friendliness, acceptance and interest, 

while crossing arms can be interpreted as antagonistic or defensive posture. 

• Paralanguage: The way you say something, more than the actual words used, reveal the intent 
of the message, The voice quality, intonation, pitch, stress, emotion, tone, and style of speaking, 

communicates approval, interest or the lack of it. 

• Aesthetic communication: Art forms such as dancing, painting, sculptor, music are also means 

of communication. They distinctly convey the ideas and thoughts of the artist. 

• Appearance: Appearance is usually the first thing noticed about a person. A well dressed and 
groomed person is presumed to be organized and methodical, whereas a sloppy or shabby person 

fails to make a favourable impression. Therefore, dressing appropriately in all formal interactions 
is emphasized. The dress code in office is generally formal. It constitutes of formal suits, trousers 
with plain white or light coloured shirts and leather shoes.  Bright colours, jeans, T - shirts, 

especially with slogans and other informal wear are frowned upon. For women formal two-piece 

trouser or skirt sets or formal ethnic wear like sarees, is permissible. 

• Symbols such as religious and status.  

(b ) (i )  c  

(ii)  Women led a conservative lifestyle in olden days 

(i i i)  The g irl asked where I l ived? 

(c)  Answer Hints for Article 

• Mention a heading:  Social Media: A Bane or Boon 

• Social media is a good way to connect with friends and relatives 

• A convenient platform for sharing ideas, thoughts and opinions 

• Facebook, twitter, instagram, whatsapp are useful when used in a healthy way. 
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• Getting addicted to them is very easy and effects one’s productivity. 

• With the advent of social media in our lives, every movement gets tracked and reported. 

• Technology at its boom, is not safe always. One needs to use it judiciously for good causes. 

• The social media shows a person’s daily movements, tracks your trips; what you see on your FB 

pages is influenced by your past searches, which is probably not right. 

• A good balance of technology and mind, with less interference of the social media is an appropriate 

approach. 

5. (a)  Formal communication: Formal communication, both oral and written, follows certain rules, 
principles and conventions in conveying the message. The hierarchy in the organization has to be 

followed. Formal format, style and language have to be used. The communication pattern can be 

vertical, horizontal or diagonal. 

• Vertical: Information can flow upwards or downwards in the organization. Data that is collected 
flows up to the top levels of management for review and decision making, while instructions and 

orders are passed down from the management/ seniors to the subordinates for implementation. 

• Horizontal: Horizontal communication that involves communication between two parts of the 
organization at the same level. For example, the managers of a project in a company may hold a 

regular daily, weekly or monthly meeting to discuss the progress of the project. 

• Diagonal: Cross-functional communication between employees at different levels of the 
organizational hierarchy is described as diagonal communication. Diagonal communication is 

increasingly common in larger organizations. It reduces the chances of distortion or 
misinterpretation by encouraging direct communication between the relevant parties. For example, 

a junior engineer reports directly to the General Manager regarding the progress on the project. 

(b) (i )  d  

(i i ) b  

(iii)  He wanted to know if she knew Robert. 

(c)  Fol lowing is a standard form at, wi th subheadings for freshers l ike Sushma. (A fresher is 

typic ally a person who has never worked in any organization and is  applying for his first formal  

job) 

• Name and contact details 

• Objective Summary 

• Academic Qualifications and Achievements (mention class XII marks/grades/CGPA)  Also 

mention, that Sushma is going to write her CA finals, in May/November. 

• Co-curricular  Achievements 

• Training Programs/Articleship attended/completed (Name the organization and the date of joining) 

• Strengths (Personal and professional) Here the auditing expertise can be mentioned. 

• Interests/Hobbies  

• Declaration 

• Signature  
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