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Test Series: October, 2021 

MOCK TEST PAPER 1 

INTERMEDIATE (IPC): GROUP – I 

PAPER – 2: BUSINESS LAWS, ETHICS AND COMMUNICATION 

ANSWERS 

Division A 

1. (i) (c) 

 (ii) (d) 

 (iii) (c) 

2. (i)  (b) 

 (ii)  (a) 

3. (d) 

4. (a) 

5. (c) 

6. (c) 

7. (a) 

8. (c) 

9. (d) 

10. (c) 

11. (b) 

12. (d) 

13. (c) 

14. (b) 

15.  (a) 

16. (b) 

 

Division B  

1. (a) (a) Issue of bonus shares: As per Section 63 of the Companies Act, 2013, a company may 

issue fully paid-up bonus shares to its members, in any manner whatsoever, out of— 

(i)  its free reserves; 

(ii)  the securities premium account; or 

(iii)  the capital redemption reserve account: 

Provided that no issue of bonus shares shall be made by capitalising reserves created by the 

revaluation of assets. 

As per the given facts, Silver Oak Ltd. has total eligible amount of `12 lakhs (i.e. 5.00+3.00+4.00) 

out of which bonus shares can be issued and the total share capital is ` 30.00 lakhs.  
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Accordingly: 

(i) For issue of 1:3 bonus shares, there will be a requirement of ` 10 lakhs (i.e., 1/3 x 30.00 lakh) 

which is well within the limit of available amount of ` 12 lakhs. So, Silver Oak Limited can go 

ahead with the bonus issue in the ratio of 1:3. 

(ii) In case Silver Oak Limited intends to issue bonus shares in the ratio of 1:2, there will be  a 

requirement of ` 15 lakhs (i.e., ½ x 30.00 lakh).  Here in this case, the company cannot go 

ahead with the issue of bonus shares in the ratio of 1:2, since the requirement of ` 15 Lakhs 

is exceeding the available eligible amount of ` 12 lakhs. 

(b) Businesses as trustees: Mahatma Gandhi, the father of the nation, had aptly said that trusteeship 

provides a means for transforming the present capitalist order of society into an egalitarian one. A 

business man has to act only as a trustee of the society for whatever he has gained from the 

society. Everything finally belongs to the society. Society bestows upon business the authority to 

own and use land and natural resources. In return the society has the right to expect that productive 

organizations will enhance the general interests of consumers, employees and community.  

Business ethics is required to implement the laws of land, customs, expectations of community, 

principles of morality, etc. The products and services of an organization affect its employe es, the 

community and society as a whole. Business ethics also subserve the management discipline. 

Business houses may also use their financial and public influence to address social problems like 

poverty, crime, equal rights, environmental problems, public health and education. Society at large 

has also come to realize that since businessmen are making profits by using the country’s 

resources, they owe it to the country to work for its development. Sound workplace ethics ensure 

that a company’s employees are highly motivated and identify themselves with their employer. 

Following ethical business practices safeguard a company from getting entangled with law 

enforcement agencies. A reputation for highly ethical behaviour also ensures increased sales and 

customer loyalty. Certain eco-friendly practices also reduce operation costs. Thus, society derives 

benefits as well as business prospers when businesses are ethically driven.  

(c) The grapevine becomes active when the following factors are present:  

(1) Feeling of uncertainty or lack of sense of direction when the organisation is passing through 

a difficult period. 

(2) Feeling of inadequacy or lack of self confidence on the part of the employee, leading to the 

formation of groups. 

(3) Formation of a coterie or favoured group by the manager, giving other employees a feeling of 

insecurity or isolation. People operating in such circumstances will be filled with all sorts  of 

ideas and will share them with like minded companions, at whatever level they may be. Mostly 

they find them at their own level, but other levels are not barred. This type of communication 

is being seriously studied by psychologists and management exper ts. 

2. (a)  (i)  As per the provisions contained in Section 32 (v) (c) of the Payment of Bonus Act, 1965, Kiran 

is not entitled to any bonus as the said Act is not applicable to institutions (including hospitals, 

chambers of commerce and social welfare institutions) established not for purposes of profit. 

(ii)  Similarly, the Payment of Bonus Act, 1965 is not applicable to the employees of an 

establishment which is engaged in an industry carried on by or under the authority of a 

department of the Central Government or the state government or a local authority under 

section 32 (iv) of the said Act. Hence, Kartik is not entitled to any bonus as per the provisions 

of the Payment of Bonus Act, 1965. 

(b) Correct: The success of the business depends very much on fairness and honesty in the business. 

Fairness and honesty are at the heart of the business ethics and relate to the general values of 

decision makers. At a minimum, business professionals and persons are expected to follows all 

© The Institute of Chartered Accountants of India

Downloaded From www.castudynotes.com

Downloaded From www.castudynotes.com

http://www.castudynotes.com
http://www.castudynotes.com


3 

applicable laws and regulation. Even then, they are expected not to harm customers, employees, 

clients or competitors knowingly through deception, misrepresentation, coercion or discrimination.  

One aspect of fairness and honesty is related to disclosure of potential harm caused by pr oduct 

use. For example, Mitsubishi Motors, a Japanese automaker, faced criminal charges and negative 

publicity after executives admitted that the company had systematically covered up customer 

complaints about tens of thousands of defective automobiles over a 20 year period in order to avoid 

expensive and embarrassing product recalls. 

Another aspect of fairness relates to competition. Although numerous laws have been passed to 

foster competition and make monopolistic practices illegal, companies sometimes gain control over 

markets by using questionable practices that harm competition.  

Rivals of Microsoft, for example, accused the software giant of using unfair and monopolistic 

practices to maintain market dominance with its Internet Explorer browser.  

 These aforesaid examples show that fairness and honesty pay in the long run; they secure the 

stability of the business and overall reputation in the business world. Therefore, we may say that 

fairness and honesty are the pillars of success in the business.  

(c) Functions of Interpersonal Communication: Interpersonal communication is important because 

of the following functions it achieves: 

Gaining Information: One reason, we engage in interpersonal communication, is to gain 

knowledge about another individual. We attempt to gain information about others so that we can 

interact with them more effectively. 

Building Understanding: Interpersonal communication helps us to understand better what 

someone says in a given context. Words can mean very different things depending on how they 

are said or in what context. Content Messages refer to the surface level meaning of a message. 

Relationship Messages refer to how a message is said. The two are sent simultaneously, but 

each affects the meaning assigned to the communication and helps us understand each other 

better. 

Establishing Identity: We also engage in interpersonal communication to establish an identity 

based on our relationships and the image we present to others. 

Interpersonal Needs: We also engage in interpersonal communication to express interpersonal 

needs. William Schutz has identified three such needs: inclusion, control, and affection.  

• Inclusion is the need to establish identity with others.  

• Control is the need to exercise leadership and prove one's abilities.  

• Affection is the need to develop relationships with people. Groups are an excellent way to 

make friends and establish relationships. 

3. (a) Under section 8B (1) of the Employees’ Provident Funds and Miscellaneous Provisions Act, 1952 

where any amount is an arrear under section 8, of Employees’ Provident Funds and Miscellaneous 

Provisions Act, 1952 the authorised officer may issue to the Recovery Officer a  certificate under 

his signature specifying the amount of arrears. The Recovery Officer, on receipt of such certificate 

shall proceed to recover the amount specified therein from the establishment or as the case may 

be, the employer by one or more of the modes mentioned below: 

(a) attachment and sale of the movable or immovable property of the establishment or, as the 

case may be, the employer; 

(b) arrest of the employer and his detention in prison; 

(c) appointing a receiver for the management of the movable or immovable properties of the 

establishment or, as the case may be, the employer; 
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The attachment and sale of any property under section 8B shall first be effected  against the 

properties of the establishment.  Where such attachment and sale is insufficient for recovery the 

whole of the amount of arrears specified in the certificate, the Recovery Officer may then take 

proceedings against the property of the employer for recovery of the whole or any part of such 

arrears. 

Under section 8B(2) it is further provided that the authorised officer may issue a certificate under 

section 8B(1) notwithstanding the fact that proceedings for recovery of the arrears by any other 

mode have been taken. 

Notwithstanding that a certificate has been issued to the Recovery Officer for the recovery of the 

amount, the authorised officer may grant time for the payment of the amount, and thereupon the 

recovery officer shall stay the proceedings until the expiry of the time so granted [Section 8E]. 

(b) Section 101 of the Companies Act, 2013 states that to properly call a general meeting notice of at 

least 21 clear days’, before the meeting, should be given to all the members, legal representative  

of any deceased member or the assignee of insolvent members, the auditors and directors, in 

writing or electronic mode or other prescribed mode. 

Generally, general meetings need to be called by giving at least a notice of 21 clear days.  

However, a general meeting may be called after giving shorter notice than that specified in this 

sub-section if consent, in writing or by electronic mode, is accorded thereto  in the case of an 

annual general meeting, by not less than ninety-five per cent. of the members entitled to vote 

thereat  

 In the given question, the Annual General Meeting (AGM) was called by giving less than 21 days 

clear days notice.  Also, consent for calling the meeting at a shorter notice period was given by 

only 90% members (i.e. less than 95% members).  Hence, such meeting can not be said to be 

validity called.  

(c)  Common Policies under CSR are as under: 

• Commitment to diversity in hiring employees and barring discrimination;  

• Adoption of internal controls reforms;  

• Management teams that view employees as assets rather than costs;  

• High performance workplaces that integrate the views of line employees into decision-making 

processes;  

• Adoption of operating policies that exceed compliance with social and environmental laws;  

• Advanced resource productivity, focused on the use of natural resources in a more productive, 

efficient and profitable fashion (such as recycled content and product recycling); and  

• Taking responsibility for conditions under which goods are produced directly or by contract 

employees domestically or abroad. 

(d) Following are the salient characteristics of groups in an organization:  

(1) Group Goal: Every group establishes its own group goals that provide motivation for their 

existence. 

(2) Group Structure: It is based on the roles to be performed. 

(3) Group Patterns of Communication: It is the pattern of message flow in a group. 

(4)  Group Climate: It is the emotional environment of a group based on: 

(i)  Bonding and trust among members 

(ii)  Participative spirit 
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(iii)  Openness and 

(iv)   High performance goals 

4. (a) (i) Section 69 of the Indian Contract Act, 1872 provides that “A person who is interested in the 

payment of money which another is bound by law to pay, and who therefore pays it, is entitled 

to be reimbursed by the other”.  

 In the given problem Mr. B has made the payment of lawful dues of Mr. A in which Mr. B had 

an interest. Therefore, Mr. B is entitled to get the reimbursement from Mr. A.   

(ii) According to section 133 of the Indian Contract Act, 1872, where there is any variance in the 

terms of contract between the principal debtor and creditor without surety’s consent, it would 

discharge the surety in respect of all transactions taking place subsequent to such variance.  

 Accordingly, Y cannot sue X, because a surety (X) is discharged from liability when, without 

his consent, the creditor makes any change in the terms of his contract with the principal 

debtor (Z), no matter whether the variation is beneficial to the surety or does not materially 

affect the position of the surety. 

(b) The given statement is Incorrect: Apparently, it seems that public interest and consumer interest 

are synonymous, but it is not so. They may be differentiated as under:  

(i) In the name of public interest, many Governmental policies are formulated which manifest 

themselves in anti-competitive behaviour. If the consumer is at the fulcrum, consumer interest 

and welfare should have primacy in all governmental policy formulations.  

(ii) Consumer is a member of a broad class of people who purchase, use, maintain and dispose 

of products and services. They are being affected by pricing policy, financing practice, quality 

of goods, services and trade practices. They are clearly distinguished from manufacturers 

who produce goods for wholesalers, retailers who sell goods in public interest. 

Public interest is something in which the society as a whole has some interest, and is seen 

as an externality to competitive markets. There is also a justifiable apprehension that in the 

name of public interest, Governmental policies may be fashioned and introduced which may 

not be in the ultimate interest of the consumers. In fact, in such situations, there is the 

possibility that a conflict could arise between public interest and consumer interest . 

(c) Guidelines for drafting a Press Release: The term press release in its narrower sense is used 

for releases covering news. The press release contains worthwhile material which has some news 

value. 

 The press release should be written in a journalistic style. It should provide facts or information of 

interest to the readers and should attempt to cover all aspects of a specific subject. There should 

not be any loose ends. It should be on a subject which is recent or in news. The release should not 

be generally lengthy. It should be concise and to the point. It has not much place for subsidiary or 

background material. 

 The introduction or lead should be in a summary format as it is a news story.  

 The releases should have a consistent format. Generally, the name of the organization from where 

the release emanates is given on the top. The date and place are indicated on the top right side. 

The release should have a title and a sub-title also, if necessary. It should have a suitable 

introductory paragraph. In the case of releases from non-official organization, it is desirable also 

to mention the designation of the person issuing the release and his telephone number.  

5. (a)  Small Company: According to Section 2(85) of the Companies Act, 2013, Small Company means 

a company, other than a public company,— 

(i)  paid-up share capital of which does not exceed fifty lakh rupees or such higher amount as 
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may be prescribed which shall not be more than ten crore rupees; and 

(ii)  turnover of which as per its last profit and loss account does not exceed two crore rupees or 

such higher amount as may be prescribed which shall not be more than one hundred crore 

rupees. 

Nothing in this clause shall apply to— 

(A)  a holding company or a subsidiary company; 

(B)  a company registered under section 8; or 

(C)  a company or body corporate governed by any special Act.  

As per the Companies (Specification of Definitions Details) Rules, 2014, for the purposes of sub -

clause (i) and sub-clause (ii) of clause (85) of section 2 of the Act, paid up capital and turnover of 

the small company shall not exceed rupees two crores and rupees twenty crores respectively. 

(1) In the present case, New Private Ltd., a company registered under the Companies Act, 2013 

with a paid up share capital of ` 70 lakh and having turnover of ` 30 crore.  Since, only one 

criteria of share capital not exceeding ` 2 crores is met, but the second criteria of turnover 

not exceeding ` 20 crores is not met and the provisions require both the criteria to be met in 

order to avail the status of a small company, New Private Ltd. cannot avail the status of small 

company. 

(2) If the turnover of the company is ` 15 crore, then both the criteria will be fulfilled and New 

Private Ltd. can avail the status of small company. 

(b) Factors which influence the ethical behaviour at work- Ethical decisions in an organization are 

influenced by three key factors: 

1. Individual moral standards: One may have great control over personal ethics outside 

workplace. 

2. The influence of managers and co-workers: The activities and examples set by co-workers 

along with rules and policies established by the firm are critical in gaining consistent ethical 

compliance in an organization. 

3. The opportunity to engage in misconduct:  If a company fails to provide good examples and 

direction for appropriate conduct; confusion and conflict will develop  and result in the 

opportunity for unethical behavior.  

(c) Active Listening: - Most of us assume that listening is a natural trait, but practically very few of us 

listen properly. What we regularly do is- “we hear but do not listen”. Hearing is through ears and 

listening is by mind. Listening happens when we understand and message as intended by sender. 

Many managers are so used to helping people solve problems that their first cause of action is 

transforming solutions and giving advice instead of listening with full attention directed towards 

understanding what the co-worker or staff member needs. Therefore, every employer and worker 

needs a listening ear. 

If one does not learn how to listen, a great deal of what people are trying to tell you would be 

missed. In addition, appropriate response would not be possible. Active listening is important for 

several reasons. 

(i) It aids the organization in carrying out its missions. 

(ii) It helps individuals to advance in their careers. 

(iii) It provides information that helps them to learn about important happenings in the 

organization, as well as assisting them in doing their own jobs well.  

(iv) It also helps in building strong personal relationships. 
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6. (a) Essential Characteristics of Negotiable Instruments 

1. It is necessarily in writing. 

2. It should be signed. 

3. It is freely transferable from one person to another. 

4. Holder’s title is free from defects. 

5. It can be transferred any number of times till its satisfaction.  

6. Every negotiable instrument must contain an unconditional promise or order to pay money. 

The promise or order to pay must consist of money only.  

7. The sum payable, the time of payment, the payee, must be certain.  

8. The instrument should be delivered. Mere drawing of instrument does not create liability.  

(b) Doctrine of Indoor Management 

According to this doctrine, persons dealing with the company need not inquire whether internal 

proceedings relating to the contract are followed correctly, once they are satisfied that the 

transaction is in accordance with the memorandum and articles of association. 

Stakeholders need not enquire whether the necessary meeting was convened and held properly 

or whether necessary resolution was passed properly. They are entitled to take it for granted that 

the company had gone through all these proceedings in a regular manner.  

The doctrine helps to protect external members from the company and states that the people are 

entitled to presume that internal proceedings are as per documents submitted with the Registra r of 

Companies. 

The doctrine of indoor management is opposite to the doctrine of constructive notice.   Whereas 

the doctrine of constructive notice protects a company against outsiders, the doctrine of indoor 

management protects outsiders against the actions of a company. This doctrine also is a safeguard 

against the possibility of abusing the doctrine of constructive notice.  

(c) Creating an ethical environment in company: A sound ethical environment in a company may 

be created and corporate scandals may be avoided by adopting the following methods: 

(i) Ensuring that employees are aware of their legal and ethical responsibilities.  

Some ethical organisations are having policies to train and motivate employees towards 

ethical behaviour. To start with, such initiation should be from the top. A number of companies 

in India and abroad are being known for their quality and soundness of their ethics 

programmes. Companies like Raytheon, Texas Instruments, Wipro are pioneers in 

establishing ethical environment among the employees enabling them to take ethical 

decisions. 

(ii) Providing a communication system between the management and employees so that 

anyone in the company can report fraud and mismanagement with out the fear of being 

reprimanded.  

In India, Wipro has introduced a helpline comprising of senior members of the company, who 

are available for guidance on any moral, legal or ethical issues that an employee of the 

company may face. 

(iii) Ensuring fair treatment to those who act as whistle blowers: 

This is perhaps the most important and sensitive issue. Fair treatment to whistle blowers is a 

basic necessity to check fraud. Some acts must be appreciated and that appreciation should 

be extended from within the company rather than outside.   

 

© The Institute of Chartered Accountants of India

Downloaded From www.castudynotes.com

Downloaded From www.castudynotes.com

http://www.castudynotes.com
http://www.castudynotes.com


8 

(d) Indemnity Bond 

Mr. A, S/o Mr. X residing at …………………………, Mumbai do hereby agree to indemnify Primal 

Bank for any loss that may occur for seeking re-issue of Deposit Certificates (for a sum of `…..) in 

duplicate. I further declare that personally I have not received the Deposit Certificates issued by 

the bank for which the bank is claiming that it has already been dispatched.  

Date………  

Place: Mumbai         Signature  

(Mr. A)  
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