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Test	Paper	5	-	Solution	

National	Test	Series	
Subject:-	Corporate	Laws	&	Other	Laws	

Marks:	100	Marks																																																																																																																					 															Duration:	3	Hrs.	

Part	I	

Multiple	choice	Questions.																																																																																																									(1	Mark	x	30=	30	Marks)	

Case	Study	Based	MCQs	

Case	Study	1	

A	private	company	by	the	name	of	Neha	Pvt.	Limited	was	incorporated	in	the	year	2002.	The	registered	office	
of	the	company	Neha	Pvt.	Limited	was	situated	in	city	K	of	state	Y.	
	
During	the	financial	year	beginning	on	01/04/2018	and	ending	on	31/03/2019	the	turnover	of	the	company	
Neha	Pvt.	Limited	was	Rs.	1010	crore.	The	net	profit	of	the	company	Neha	Pvt.	Limited	for	the	financial	year	
2018-19	was	Rs.	4	crore.	
	
The	Board	of	Directors	of	Neha	Pvt.	Limited	consisted	of	only	two	directors	namely	Mr.	M	and	Mr.	N.	Mr.	M	
and	Mr.	N	were	the	only	directors	of	company	Neha	Pvt.	Limited	since	its	incorporation	in	the	year	2002.	
	
Mr.	 M	 one	 of	 the	 two	 directors	 of	 Neha	 Pvt.	 Limited	 was	 of	 the	 opinion	 that	 no	 Corporate	 Social	
Responsibility	Committee	of	the	Board	was	required	to	be	formed	as	for	the	financial	year	2019	–	20	due	to	
the	reason	that	net	profit	of	the	company	Neha	Pvt.	Limited	for	financial	year	2018-19	was	Rs.	4	crore	which	
was	less	than	Rs.	5	crore.	
	
Mr.	 N	 the	 other	 director	 of	 Neha	 Pvt.	 Limited	was	 not	 having	 the	 same	 opinion	 as	Mr.	M.	 He	was	of	 the	
opinion	that	Corporate	Social	Responsibility	Committee	of	the	Board	must	be	formed	for	the	company	Neha	
Pvt.	Limited.	
	
The	net	profit	of	the	company	Neha	Pvt.	Limited	for	the	financial	year	2015-16,	2016-17	and	2017-18	were	
Rs.	1	crore,	Rs.	2	crore	and	Rs.	3	crore	respectively.	
	
Keeping	the	basic	provisions	of	Companies	Act	in	mind	answer	the	following	multiple	
choice	questions:	

1. Mr.	M	one	of	the	director	of	Neha	Pvt.	Limited	was	of	the	opinion	that	no	Corporate	Social	Responsibility	
Committee	of	Board	was	required	to	be	formed	for	financial	year	2019-20	but	Mr.	N	other	director	was	of	
opinion	that	it	was	required	to	be	formed.	
According	to	your	understanding	which	one	of	the	two	director	is	right	and	why:	
A.		Mr.	M	because	net	profit	of	Neha	Pvt.	Limited	for	financial	year	2018-19	was	less	than	Rs.	5	crore.	
B.		Mr.	N	because	turnover	of	Neha	Pvt.	Limited	for	financial	year	2018-19	was	more	than	Rs.	1,000	crore.	
C.		Mr.	N	because	net	profit	of	Neha	Pvt.	Limited	for	financial	year	2018-19	was	more	than	Rs.	2	crore.	
D.		Mr.	M	because	turnover	of	Neha	Pvt.	Limited	for	financial	year	2019-19	was	less	than	Rs.	1,500	crore.	
	
Solution	:-	B.	



	
2. The	 company	 Neha	 Pvt.	 Limited	 must	 give	 preference	 to	 spend	 the	 amount	 of	 contribution	 towards	

Corporate	Social	Responsibility	in	area	of:	
A.		City	O	of	State	Y	
B.		City	A	of	State	Z	
C.		City	G	of	State	Z	
D.		City	K	of	State	Y	
	
Solution:-	D.	
	

3. According	to	law	Corporate	Social	Responsibility	Committee	shall	consist	of	three	or	more	directors,	so	
for	company	Neha	Pvt.	Limited	the	Corporate	Social	Responsibility	Committee	will:	
A.		Not	be	formed	as	it	has	only	two	directors	namely	Mr.	M	and	Mr.	N	
B.		Be	formed	only	after	appointing	one	more	director	apart	from	Mr.	M	and	Mr.	N	
C.		Be	formed	with	two	directors	only	namely	Mr.	M	and	Mr.	N	
D.		Be	formed	only	after	appointing	two	more	directors	apart	from	Mr.	M	and	Mr.	N	
	
Solution:-	C.	
	

4. The	 company	 Neha	 Pvt.	 Limited	 shall	 spend	 during	 financial	 year	 2018-19	 on	 Corporate	 Social	
Responsibility	an	amount	of	atleast:	
A.		Rs.	0.04	crore	
B.		Rs.	0.12	crore	
C.		Rs.	0.18	crore	
D.		Rs.	0.06	crore	
	
Solution:-	A.	
	

MCQs	other	than	Case	Study	
	

5. Who	can	be	subscriber	of	Memorandum	of	Association?	
A. LLP	
B. Government	of	India	
C. Both	of	the	above	
D. None	of	the	above	

Solution:-	C.	

6. As	per	companies	Act,2013,	'officer'	includes	any	____________	
A. Director	
B. Manager	
C. Key	managerial	personnel	
D. All	of	the	above	

Solution:-	D.	



7. Who	among	the	following	can	be	member	of	a	company	as	per	Companies	Act,	2013?	
A. ABC	LLP.	
B. XYZ	&	Co.,	partnership	firm	
C. Both	of	the	above	
D. None	of	the	above	

Solution:-A.		

	
8. Debenture	certificate	duly	transferred	must	be	delivered	to	transferee	within	_________	

A. One	month	
B. Two	Months	
C. Three	months	
D. Six	Months	

Solution:-	B.	

9. If	there	is	no	quorum	within	___________	of	requisitioned	extraordinary	general	meeting,	the	requisition	
meeting	stands	cancelled	
A. 10	Min	
B. 15	Min	
C. 30	Min		
D. 60	Min.	

Solution:-	C.	

10. The	number	of	contracts	in	contract	of	guarantee	are	__________	
A. 2	
B. 3	
C. 4	
D. None	of	the	above	

Solution:-	A.	

11. As	per	section	________,	the	financial	statements	shall	comply	with	the	accounting	standards-	
A. 128	
B. 129	
C. 133	
D. 143(2)	

Solution:-	B.	

12. Generally,	a	bill	of	exchange	has	___________	parties.	
A. 2	
B. 3	
C. 4	
D. Any	number	

Solution:-	B.	



13. The	company	shall	also	attach	along	with	its	financial	statement,	a	separate	statement	containing	the	
salient	features	of	the	financial	statement	of	its	subsidiary	or	associate	or	joint	venture	in	_________	
A. XBRL	
B. Form	AOC-1	
C. Form	AOC-2	
D. Form	AOC-3	

Solution:-	B.	

14. The	General	Clauses	Act	is	one	of	the	oldest	Acts,	came	into	force	on:	
A. 01st	April	1897	
B. 11th	March	1897	
C. 11th	March	1887	
D. 01st	April	1868	

Solution:-	B.	

15. Company	shall	maintain	a	complete	record	of	private	placement	offers	in	___________.	
A. Form	PAS-2	
B. Form	PAS-3	
C. Form	PAS-4	
D. Form	PAS-5	

Solution:-	D.	

16. The	party	who	gives	the	indemnity	is	known	as	___________	
A. Indemnity-holder	
B. Indemnifier	
C. Surety	
D. Principle	debtor	

Solution:-	B.	

17. As	per	Companies	Act,	2013,	Form	SH	13	shall	be	used	for	___________	
A. Nomination	of	shares	
B. Nomination	of	debentures	
C. Both	of	the	above	
D. None	of	the	above	

Solution:-	C.	

18. Which	of	the	following	is	not	an	essential	of	a	valid	promissory	note?		
A. it	must	be	signed	by	maker		
B. It	must	be	stamped	
C. It	must	be	in	writing	
D. It		must	be	registered	

Solution:-D.	

	



19. Who	can	appoint	nominee	for	shares	as	per	Companies	Act,	2013?	
A. Company		
B. Body	corporate	
C. Both	of	the	above	
D. None	of	the	above.	

Solution:-	C.	

20. A	lent	his	car	to	his	friend	B,	for	two	days	without	any	charges.	It	is	a	__________	
A. non	gratuitous	bailment	
B. gratuitous	bailment		
C. hypothecation	
D. beneficial	bailment		

Solution:-	B.	

21. As	per	section	77	of	Companies	Act,	2013,	the	charge	should	be	filed	with	registrar	within	________	from	its	
creation.	
A. 15	Days	
B. 21	Days	
C. 30	Days	
D. 300	Days	

Solution:-	C.	

22. In	which	of	the	following	circumstances,	a	banker	may	refuse	to	make	the	payment	of	his	customer's	
cheque?	
A. where	cheque	is	postdated		
B. where	cheque	is	stale		
C. where	funds	are	insufficient		
D. in	all	the	above	cases	

Solution:-	D.	

23. Return	of	deposits	shall	be	certified	by	_________	of	company	
A. Any	two	directors	
B. Auditor	of	company	
C. any	chartered	accountant	
D. company	secretary	in	practice	

Solution:-	B.	

24. As	per	General	Clauses	Act,	1897,	'person'	shall	include	any	________	
A. Company	
B. Association	
C. Body	of	individuals	
D. All	of	the	above	

Solution:-	D.	



25. In	how	many	days	from	the	date	of	declaration	of	interim	dividend,	it	shall	be	deposited	in	a	separate	
bank	account	
A. 5	Days	
B. 7	Days	
C. 15	Days	
D. 21	Days	

Solution:-	A.	

26. A	guarantee	obtained	by	a	creditor	by	keeping	silence	ass	to	material	circumstances	is:	
A. Valid	
B. Voidable	
C. Unenforceable	
D. Invalid	

Solution:-	D.	

27. Remuneration	of	first	auditor	shall	be	fixed	by	____________	
A. Board	of	directors	
B. Committee	of	directors	
C. Central	Government		
D. ICAI	

Solution:-	A.	

28. Which	of	the	following	is	not	an	Immovable	Property	(as	per	the	provisions	of	the	General	Clauses	Act,	
1897):	
A. Land	
B. Building	
C. Timber	
D. machinery	permanently	attached	to	the	land	

Solution:-C.	

29. An	internal	aid	that	may	be	added	to	include	something	within	the	section	or	to	exclude	something	from	
it,	is	
A. Proviso	
B. Explanation	
C. Schedule	
D. Illustrations	

Solution:-	B.	

30. In	a	statute,	in	the	definition	section,	a	definition	can	be		
A. complete	or	incomplete	
B. restrictive	or	extensive		
C. inclusive	or	exclusive		
D. both	(b)	and	(c)	

Solution:-	D.	



	

	
	

Part	II	
Question	1	is	compulsory.	

Answer	any	three	from	remaining	four	questions.	

	

Question	1.	

(A) The	 Articles	 of	 Association	 of	 a	 Limited	 Company	 provided	 that	 ‘X’	 shall	 be	 the	 Law	 Officer	 of	 the	
company	 and	 he	 shall	 not	 be	 removed	 except	 on	 the	 ground	 of	 proved	 misconduct.	 The	 company	
removed	him	even	though	he	was	not	guilty	of	misconduct.	Decide,	whether	company’s	action	is	valid?	

(5	Marks)	

Solution:	
Section	5	(1)	of	the	Companies	Act,	2013	states	that	the	Articles	of	a	company	contain	the	regulations	for	the	
management	of	a	 company.	Further	 section	5	 (2)	provides	 that	 the	Articles	 of	a	 company	shall	 contain	 all	
matters	that	are	prescribed	under	the	Act	and	also	such	additional	matters	as	may	be	considered	necessary	
for	the	management	of	the	company.	

Removal	 of	 Law	 Officer	 :	 The	 Memorandum	 and	 Articles	 of	 Association	 of	 a	 company	 are	 binding	 upon	
company	and	its	members	and	they	are	bound	to	observe	all	the	provisions	of	memorandum	and	articles	as	if	
they	have	signed	the	same	[Section	10(1)]	.	

However,	 the	 company	 and	 members	 are	 not	 bound	 to	 outsiders	 in	 respect	 of	 anything	 contained	 in	
memorandum/articles	by	which	such	outsiders	have	been	given	any	rights.	This	is	based	on	the	general	rule	
of	law	that	a	stranger	to	a	contract	cannot	acquire	any	right	under	the	contract.	

In	this	case,	Articles	conferred	a	right	on	‘X’,	the	law	officer	that	he	shall	not	be	removed	except	on	the	ground	
of	proved	misconduct.	In	view	of	the	legal	position	explained	above,	‘X’	cannot	enforce	the	right	conferred	on	
him	by	 the	 articles	 against	 the	 company.	Hence	 the	 action	 taken	by	 the	 company	 (i.e.	 removal	 of	 ‘X’	 even	
though	he	was	not	guilty	of	misconduct)	is	valid.	

However,	 by	 altering	 the	 Articles	 by	 a	 special	 resolution	 under	 section	 14	 of	 the	 Act	 and	 Mr.	 X	 can	 be	
removed.	

	



	
(B) Data	 Limited	 (listed	 on	 Stock	 Exchange)	was	 incorporated	 on	1st	 October,	 2018	with	 a	 paid-up	 share	

capital	of	₹	200	crores.	Within	this	small	time	of	4	months	it	has	earned	huge	profits	and	has	topped	the	
charts	 for	 its	 high	 employee	 friendly	 environment.	 The	 company	 wants	 to	 issue	 sweat	 equity	 to	 its	
employees.	A	friend	of	the	CEO	of	the	company	has	told	him	that	they	cannot	issue	sweat	equity	shares	as	
2	years	have	not	elapsed	since	the	time	company	has	commenced	its	business.	The	CEO	of	the	company	
has	approached	you	to	advise	them	about	the	essential	conditions	to	be	fulfilled	before	the	issue	of	sweat	
equity	shares	especially	since	their	company	is	just	a	few	months	old.	

(5	Marks)	

Solution:-	
	
Sweat	equity	shares	of	a	class	of	shares	already	issued.	

According	to	section	54	of	the	Companies	Act,	2013,	a	company	may	issue	sweat	equity	shares	of	a	class	of	
shares	already	issued,	if	the	following	conditions	are	fulfilled,	namely—	

(i) the	issue	is	authorized	by	a	special	resolution	passed	by	the	company;	
(ii) the	resolution	specifies	the	number	of	shares,	the	current	market	price,	consideration,	if	any,	and	the	

class	or	classes	of	directors	or	employees	to	whom	such	equity	shares	are	to	be	issued;	
(iii) where	the	equity	shares	of	the	company	are	listed	on	a	recognized	stock	exchange,	the	sweat	equity	

shares	are	issued	in	accordance	with	the	regulations	made	by	the	Securities	and	Exchange	Board	in	
this	behalf	and	if	they	are	not	so	listed,	the	sweat	equity	shares	are	issued	in	accordance	with	such	
rules	as	prescribed	under	Rule	8	of	the	Companies	(Share	and	Debentures)	Rules,	2014,	

The	rights,	limitations,	restrictions	and	provisions	as	are	for	the	time	being	applicable	to	equity	shares	shall	
be	applicable	to	the	sweat	equity	shares	issued	under	this	section	and	the	holders	of	such	shares	shall	rank	
pari	passu	with	other	equity	shareholders.	

Data	Limited	can	issue	Sweat	equity	shares	by	following	the	conditions	as	mentioned	above.	It	does	not	make	
a	difference	that	the	company	is	just	a	few	months	old.	

	
(C) What	are	the	rights	of	the	indemnity-holder	when	sued?	

(4	Marks)	

Solution:-	

Rights	of	Indemnity-	holder	when	sued	(Section	125):	The	promisee	in	a	contract	of	indemnity,	acting	within	
the	scope	of	his	authority,	is	entitled	to	recover	from	the	promisor-	

1. all	 damages	which	 he	may	 be	 compelled	 to	 pay	 in	 any	 suit	 in	 respect	 of	 any	matter	 to	which	 the	
promise	to	indemnify	applies;	

2. all	costs	which	he	may	be	compelled	to	pay	in	any	such	suit	if,	in	bringing	or	defending	it,	he	did	not	
contravene	the	orders	of	the	promisor,	and	acted	as	it	would	have	been	prudent	for	him	to	act	in	the	
absence	of	any	contract	of	indemnity,	or	if	the	promisor	authorized	him	to	bring	or	defend	the	suit;	

3. all	 sums	 which	 he	 may	 have	 paid	 under	 the	 terms	 of	 any	 compromise	 of	 any	 such	 suit,	 if	 the	
compromise	was	not	contrary	to	the	orders	of	the	promisor,	and	was	one	which	it	would	have	been	
prudent	 for	 the	 promisee	 to	make	 in	 the	 absence	of	 any	 contract	 of	 indemnity,	 or	 if	 the	 promisor	
authorized	him	to	compromise	the	suit.	



	It	may	 be	 understood	 that	 the	 rights	 contemplated	 under	 section	125	are	 not	 exhaustive.	 The	 indemnity	
holder/	indemnified	has	other	rights	besides	those	mentioned	above.	If	he	has	incurred	a	liability	and	that	
liability	is	absolute,	he	is	entitled	to	call	upon	his	indemnifier	to	save	him	from	the	liability	and	to	pay	it	off.	

	
(D) Explain	the	meaning	of	‘Holder’	and	‘Holder	in	due	course’	of	a	negotiable	instrument.	The	drawer,	‘D’	is	

induced	 by	 ‘A’	 to	 draw	 a	 cheque	 in	 favour	 of	 P,	 who	 is	 an	 existing	 person.	 ‘A’	 instead	 of	 sending	 the	
cheque	 to	 ‘P’,	 forgoes	 his	 name	 and	 pays	 the	 cheque	 into	 his	 own	 bank.	Whether	 ‘D’	 can	 recover	 the	
amount	of	the	cheque	from	‘A’s	banker.	Decide.	

(5	Marks)	

Solution:-	

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

‘Holder’:	 Holder	 of	 negotiable	 instrument	 means	 as	 regards	 all	 parties	 prior	 to	 himself,	 a	 holder	 of	 an	
instrument	for	which	value	has	at	any	time	been	given.	

‘Holder	 in	 due	 course’:	 (i)	 In	 the	 case	 of	 an	 instrument	 payable	 to	 bearer	 means	 any	 person	 who,	 for	
consideration	 became	 its	 possessor	 before	 the	 amount	 of	 an	 instrument	 payable.	 (ii)	 In	 the	 case	 of	 an	
instrument	payable	to	order,	‘holder	in	due	course’	means	any	person	who	became	the	payee	or	endorsee	of	
the	 instrument	 before	 the	 amount	 mentioned	 in	 it	 became	 payable.	 (iii)	 He	 had	 come	 to	 possess	 the	
instrument	without	having	sufficient	cause	to	believe	 that	any	defect	existed	 in	 the	title	of	 transferor	 from	
whom	he	derived	his	title.	

The	problem	is	based	upon	the	privileges	of	a	‘holder	in	due	course’.	Section	42	of	the	Negotiable	Instrument	
Act,	1881,	states	that	an	acceptor	of	a	bill	of	exchange	drawn	in	a	fictitious	name	and	payable	to	the	drawer’s	
order	is	not,	by	reason	that	such	name	is	fictitious,	relieved	from	liability	to	any	holder	in	due	cause	claiming	
under	 an	 endorsement	 by	 the	 same	 hand	 as	 the	 drawer’s	 signature,	 and	 purporting	 to	 be	 made	 by	 the	
drawer.	In	this	problem,	P	is	not	a	fictitious	payee	and	D,	the	drawer	can	recover	the	amount	of	the	cheque	
from	A’s	bankers	

	

Question	2.	

(A) The	principal	business	of	XYZ	Company	Ltd.	was	the	acquisition	of	vacant	plots	of	 land	and	to	erect	the	
house.	In	the	course	of	transacting	the	business,	the	Chairman	of	the	company	acquires	the	knowledge	of	
arranging	 finance	 for	 the	 development	 of	 land.	 The	 XYZ	 Company	 introduced	 a	 financial	 to	 another	
company	ABC	Ltd.	and	received	an	agreed	 fee	₹2	 lakhs	 for	arranging	the	 finance	 .The	memorandum	of	
Association	of	the	company	authorized	the	company	to	carry	on	any	other	trade	or	business	which	can	in	
the	opinion	of	the	board	of	directors,	be	advantageously	carried	on	by	the	company	in	connection	with	
the	company’s	general	business.	Referring	to	the	provision	of	the	Companies	Act,	examine	the	validity	of	
the	contract	of	he	carried	out	by	XYZ	Company	Ltd.	with	ABC	Ltd.	

(4	Marks)	
	
	
	
	



Solution:	
	
1. Arranging	finance	or	financer	is	an	ultra	vires	act:	

-since	it	falls	outside	the	object	clause	memorandum;	
-since	an	object	contained	in	 the	clause	 is	not	valid	 if	 it	authorized	the	company	to	carry	on	any	other	
trade	or	business	which	can	be	advantageously	carried	on	by	the	company.	

2. The	contract	entered	into	by	the	company	is	ultra	vires:	

-since	the	company	has	no	power	to	arrange	finance	or	financer;	
-since	the	Board	cannot	take	the	defense	that	the	memorandum	authorized	the	company	to	carry	on	any	
business	which	can	be	advantageously	carried	on	in	connection	with	company’s	present	business	(Since,	
it	is	a	’specified	purpose’	given	u/s	17	for	Alteration	of	objectclause,	but	it	cannot	be	the	ground	or	basis	
for	carrying	on	a	business	which	is	outside	the	object	clause);	
-unless	the	memorandum	is	first	altered	by	complying	with	the	requirements	of	Sec.17	and	afterwards	
the	business	of	arranging	finance	is	carried	on.	
	
	

	

(B) 500	 equity	 shares	 in	 ‘XYZ	 Limited	 ’were	 acquired	 by	 Mr.’	 B’.	 But	 the	 signature	 of	 Mr.	 ’A’,	 the	
transferor,	 on	 the	 transfer	 deed	 was	 forged.	 Mr.	 ’B’,	 after	 getting	 the	 shares	 registered	 by	 the	
company	in	his	name,	sold	200	equity	shares	to	Mr.	’C’	on	the	strength	of	the	share	certificate	
issued	by	‘XYZ	Limited	’.’Mr.’B’	and	Mr.	’C’	were	not	aware	of	the	forgery	.What	are	the	rights	of	Mr.	’	
A’	,’B’	and	‘C’	against	the	company	with	references	to	the	aforesaid	shares?	

(4	Marks)	
Solution:-	

Rights	of	Mr.	A:	
He	can	compel	the	company	to	restore	his	name	on	the	register	of	members	(since	a	forged	transfer	is	
without	any	legal	effect	and	the	true	owner	continues	to	be	the	member	of	the	company).	
	
Liabilities	of	Mr.	B:	
‘B	’is	Liable	compensate	the	loss	caused	to	the	company	since	he	had	lodged	the	forged	transfer	deed,	even	
though	he	was	not	aware	of	the	forgery.	
	
Rights	of	Mr.	C:	
The	company	can	refuse	to	register	‘C’	as	a	member.	
The	company	is	liable	to	‘C’	since	the	company	had	issued	the	share	certificate	to	B,	and	therefore,	the	
company	shall	be	stopped	from	denying	the	liability	accruing	to	it	from	its	own	default.	
	
	
	
	
	
	



(C) Discuss	with	reasons,	whether	the	following	persons	can	be	called	as	a	‘holder’	under	the	Negotiable	
Instruments	Act,	1881:	

1. X	who	obtains	a	cheque	drawn	by	Y	by	way	of	gift.	
2. A,	the	payee	of	the	cheque,	who	is	prohibited	by	a	court	order	from	receiving	the	amount	of	the	

cheque.	
3. M,	who	finds	a	cheque	payable	to	bearer,	on	the	road	and	retains	it.	
4. B,	the	agent	of	C,	is	entrusted	with	an	instrument	without	endorsement	by	C,	who	is	the	payee.	
5. B,	who	steals	a	blank	cheque	of	A	and	forges	A’s	signature.	

(5	Marks)	
Solution:-	

Person	to	be	called	as	a	holder:	As	per	section	8	of	the	Negotiable	Instruments	Act,	1881	‘holder’	of	a	
Negotiable	Instrument	means	any	person	entitled	in	his	own	name	to	the	possession	of	it	and	to	receive	or	
recover	the	amount	due	thereon	from	the	parties	thereto.	

On	applying	the	above	provision	in	the	given	cases—	

1. Yes,	X	can	be	termed	as	a	holder	because	he	has	a	right	to	possession	and	to	receive	the	amount	due	
in	his	own	name.	

2. No,	he	is	not	a	‘holder’	because	to	be	called	as	a	‘holder’	he	must	be	entitled	not	only	to	the	possession	
of	the	instrument	but	also	to	receive	the	amount	mentioned	therein.	

3. No,	M	is	not	a	holder	of	the	Instrument	though	he	is	in	possession	of	the	cheque,	so	is	not	entitled	to	
the	possession	of	it	in	his	own	name.	

4. No,	B	is	not	a	holder.	While	the	agent	may	receive	payment	of	the	amount	mentioned	in	the	cheque,	
yet	he	cannot	be	called	the	holder	thereof	because	he	has	no	right	to	sue	on	the	instrument	in	his	own	
name.	

5. No,	B	is	not	a	holder	because	he	is	in	wrongful	possession	of	the	instrument.	

		
(D) The	‘Statute	should	be	read	as	a	Whole’.	Explain	the	statement.	

(4	Marks)	
Solution:-	

‘Read	the	Statute	as	a	Whole’:	It	is	the	elementary	principle	that	construction	of	a	statute	is	to	be	made	of	all	
its	 parts	 taken	 together	 and	not	 of	 one	part	 only.	 The	deed/	 statute	must	be	 read	as	 a	whole	 in	order	 to	
ascertain	the	true	meaning	of	its	several	clauses,	and	the	words	of	each	clause	should	be	so	interpreted	as	to	
bring	them	into	harmony	with	other	provisions	–	 if	 that	 interpretation	does	no	violence	 to	the	meaning	of	
which	 they	are	naturally	susceptible.	And	the	same	approach	would	apply	with	equal	 force	with	regard	to	
Acts	and	Rules	passed	by	the	legislature.	

One	of	 the	 safest	 guides	 to	 the	 construction	of	 sweeping	 general	words	 is	 to	 examine	other	words	of	 like	
import	in	the	same	enactment	or	instrument	to	see	what	limitations	must	be	imposed	on	them.	If	we	find	that	
a	number	of	such	expressions	have	to	be	subjected	to	limitations	and	qualifications	and	that	such	limitations	
and	 qualifications	 are	 of	 the	 same	 nature,	 that	 circumstance	 forms	 a	 strong	 argument	 for	 subjecting	 the	
expression	in	dispute	to	a	similar	limitation	and	qualification.	

	
	



	

	

	

	

	

Question	3.	

(A) Unique	Builders	Limited	decides	to	pay	2.5	percent	of	the	value	of	debentures	as	underwriting	
commission	to	the	underwriters	but	the	Articles	of	the	company	authorize	only	2.0	percent	underwriting	
commission	on	debentures.	The	company	further	decides	to	pay	the	underwriting	commission	in	the	
form	of	flats.	Examine	the	validity	of	the	above	arrangements	under	the	provisions	of	the	Companies	
Act,2013.	

(5	Marks)	
Solution:-	

Section	40	(6)	of	the	Companies	Act	2013,	provides	that	a	company	may	pay	commission	to	any	person	in	
connection	 with	 the	 subscription	 or	 procurement	 of	 subscription	 to	 its	 securities,	 whether	 absolute	 or	
conditional,	 subject	 to	the	a	number	of	conditions	which	are	prescribed	under	Companies	(Prospectus	and	
Allotment	of	Securities)	Rules,	2014.	In	relation	to	the	case	given,	the	conditions	applicable	under	the	above	
Rules	are	as	under:	

a) The	payment	of	such	commission	shall	be	authorized	in	the	company’s	articles	of	association;	
b) The	commission	may	be	paid	out	of	proceeds	of	the	issue	or	the	profit	of	the	company	or	both;	
c) The	rate	of	commission	paid	or	agreed	to	be	paid	shall	not	exceed,	in	case	of	shares,	five	percent	(5%)	

of	the	price	at	which	the	shares	are	issued	or	a	rate	authorized	by	the	articles,	whichever	is	less,	and	in	
case	of	debentures,	shall	not	exceed	two	and	a	half	per	cent	(2.5	%)	of	the	price	at	which	the	debentures	
are	issued,	or	as	specified	in	the	company’s	articles,	whichever	is	less;	

Thus,	 the	 Underwriting	 commission	 is	 limited	 to	 5%	 of	 issue	 price	 in	 case	 of	 shares	 and	2.5%	 in	 case	 of	
debentures.	The	rates	of	commission	given	above	are	maximum	rates.	

In	view	of	the	above,	the	decision	of	Unique	Builders	Ltd.	to	pay	underwriting	commission	exceeding	2%	as	
prescribed	in	the	Articles	is	invalid.	

The	company	may	pay	the	underwriting	commission	in	the	form	of	flats	as	both	the	Companies	Act	and	the	
Rules	do	not	impose	any	restriction	on	the	mode	of	payment	though	the	source	has	been	restricted	to	either	
the	proceeds	of	the	issue	or	profits	of	the	company.	

	



(B) A	General	Meeting	was	scheduled	to	be	held	on	15th	April,	2016	at	3.00	P.M.	As	per	the	notice	the	
members	who	are	unable	to	attend	a	meeting	in	person	can	appoint	a	proxy	and	the	proxy	forms	duly	
filled	should	be	sent	to	the	company	so	as	to	reach	at	least	48	hours	before	the	meeting.	Mr.	X,	a	member	
of	the	company	appoints	Mr.	Y	as	his	proxy	and	the	proxy	form	dated	10-04-2016	was	deposited	by	Mr.	Y	
with	the	company	at	its	registered	Office	on	11-04-2016.	Similarly,	another	member	Mr.	W	also	gives	two	
separate	proxies	to	two	individuals	named	Mr.	M	and	Mr.	N.	In	the	case	of	Mr.	M,	the	proxy	dated	12-04-
2016	was	deposited	with	the	company	on	the	same	day	and	the	proxy	form	in	favour	of	Mr.	N	was	
deposited	on	14-04-2016.	All	the	proxies	viz.,	Y,	M	and	N	were	present	before	the	meeting.	According	to	
the	provisions	of	the	Companies	Act,	2013,	who	would	be	the	persons	allowed	to	represent	at	proxies	for	
members	X	and	W	respectively?	

(5	Marks)	
Solution:-	

A	 Proxy	 is	 an	 instrument	 in	 writing	 executed	 by	 a	 shareholder	 authorizing	 another	 person	 to	 attend	 a	
meeting	 and	 to	 vote	 thereat	 on	his	behalf	 and	 in	his	 absence.	As	per	 the	provisions	of	 Section	105	of	 the	
Companies	Act,	2013,	every	shareholder	who	is	entitled	to	attend	and	vote	has	a	statutory	right	to	appoint	
another	person	as	his	proxy.	 It	 is	not	necessary	 that	 the	proxy	be	a	member	of	 the	company.	Further,	any	
provision	in	the	articles	of	association	of	the	company	requiring	instrument	of	proxy	to	be	lodged	with	the	
company	more	than	48	hours	before	a	meeting	shall	have	effect	as	if	48	hours	had	been	specified	therein.	The	
members	have	a	right	to	revoke	the	proxy’s	authority	by	voting	himself	before	the	proxy	has	voted	but	once	
the	proxy	has	voted	the	member	cannot	retract	his	authority.	

	Where	two	proxy	instruments	by	the	same	shareholder	are	lodged	of	in	such	a	manner	that	one	is	lodged	
before	and	the	other	after	the	expiry	of	the	date	fixed	for	lodging	proxies,	the	former	will	be	counted.	Thus,	in	
case	 of	Member	 X,	 the	 proxy	 Y	will	 be	 permitted	 to	 vote	 on	 his	 behalf	 as	 form	 for	 appointing	proxy	was	
submitted	within	the	permitted	time.	However,	in	the	case	of	Member	W,	the	proxy	M	(and	not	Proxy	N)	will	
be	 permitted	 to	 vote	 as	 the	 proxy	 authorizing	 N	 to	 vote	 was	 deposited	 in	 less	 than	 48	 hours	 before	 the	
meeting.	

	
(C) As	per	 the	provisions	of	 the	Companies	Act,	2013,	a	whole	 time	Key	Managerial	Personnel	 (KMP)	shall	

not	hold	office	in	more	than	one	company	except	its	subsidiary	company	at	the	same	time.	Referring	to	
the	Section	13	of	the	General	Clauses	Act,	1897,	examine	whether	a	whole	time	KMP	can	be	appointed	in	
more	than	one	subsidiary	companies?	

(3	Marks)	
	

Solution:-	

Section	203(3)	of	the	Companies	Act,	2013	provides	that	whole	time	key	managerial	personnel	shall	not	hold	
office	in	more	than	one	company	except	in	its	subsidiary	company	at	the	same	time.	With	respect	to	the	issue	
that	whether	a	whole	time	KMP	of	holding	company	be	appointed	in	more	than	one	subsidiary	companies	or	
can	be	appointed	in	only	one	subsidiary	company.	

It	can	be	noted	that	Section	13	of	General	Clauses	Act,	1897	provides	that	the	word	‘singular’	shall	include	the	
‘plural’,	unless	there	is	anything	repugnant	to	the	subject	or	the	context.	Thus,	a	whole	time	key	managerial	
personnel	may	hold	office	in	more	than	one	subsidiary	company	as	per	the	present	law.	

	
	
	
	



(D) ‘A’	gives	to	‘M’	a	continuing	guarantee	to	the	extent	of		₹	8,000	for	the	fruits	to	be	supplied	by	‘M’	to	‘S’	
from	time	to	time	on	credit.	Afterwards	‘S’	became	embarrassed	and	without	the	knowledge	of	‘A’,	‘M’	and	
‘S’	contract	that	‘M’	shall	continue	to	supply	‘S’	with	fruits	for	ready	money	and	that	payments	shall	be	
applied	to	the	then	existing	debts	between	‘S’	and	‘M’.	Examining	the	provision	of	the	Indian	Contract	Act,	
1872,	decide	whether	‘A’	is	liable	on	his	guarantee	given	to	M.	

(4	Marks)	
Solution:-	

Discharge	 of	 surety	 by	 variance	 in	 terms	 of	 contract:	 The	 problem	 asked	 in	 the	 question	 is	 based	on	 the	
provisions	 of	 the	 Indian	 Contract	 Act,	 1872	 as	 contained	 in	 Section	 133.	 The	 section	 provides	 that	 any	
variance	made	without	the	surety’s	consent	in	the	terms	of	the	contract	between	the	principal	debtor	and	the	
creditor,	discharges	the	surety	as	to	transactions	subsequent	to	the	variance.	

In	 the	 given	 problem,	 ‘M’	 and	 ‘S’	 entered	 into	 arrangement	 by	 entering	 into	 a	 new	 contract	 without	
knowledge	of	the	Surety	 ‘A’.	Since,	the	variance	made	in	the	contract	is	without	the	surety’s	consent	in	the	
existing	contract,	as	per	the	provision,	‘A’	is	not	liable	on	his	guarantee	for	the	fruits	supplied	after	this	new	
arrangement.	The	reason	for	such	a	discharge	is	that	the	surety	agreed	to	be	liable	for	a	contract	which	is	no	
more	there	now	and	he	is	not	liable	on	the	altered	contract	because	it	is	different	from	the	contract	made	by	
him.	

	
	
Question	4.	

(A) Mrs.	Sita,	wife	of	CA.	‘Arjun'	the	statutory	auditor	of	Stellar	Builders	Limited,	acquired	shares	in	the	
company	for	a	face	value	of	₹	75000/-	on	15th	March,	2018.	CA.	‘Arjun’,	issued	his	audit	report	on	25th	
April,	2018.	Examine	the	validity	of	this	transaction	under	the	Companies	Act,	2013.	Would	your	answer	
be	different	if	face	value	of	the	shares	have	been	₹	150000/-	(market	value	₹	95000/-)?		

(5	Marks)	
Solution:-	
	
As	per	Section	141(3)(d)(i)	of	the	Companies	Act,	2013,	a	person	who,	or	his	relative	or	partner	is	holding	
any	 security	 of	 or	 interest	 in	 the	 company	 or	 its	 subsidiary,	 or	 of	 its	 holding	 or	 associate	 company	 or	 a	
subsidiary	of	such	holding	company,	shall	not	be	appointed	as	an	auditor	of	the	company.	

However,	Rule	10	of	the	Companies	(Audit	and	Auditors)	Rules,	2014,	states	that	a	relative	of	an	auditor	may	
hold	securities	in	the	company	of	face	value	not	exceeding	rupees	one	lakh.	

In	the	given	case	Mrs.	Sita,	wife	of	CA.	Arjun	acquired	shares	in	Stellar	Builders	Limited,	in	which	he	was	a	
statutory	auditor	on	15th	March,	2018.	Since,	the	securities	held	by	Mrs.	Sita	is	within	the	prescribed	limit	of	
₹	1	lakh,	such	a	transaction	is	valid.	

Yes,	the	answer	will	be	different	in	case	where	the	face	value	of	acquired	shares	is	₹	1,50,000.	Then	in	that	
case:	

(i) Corrective	action	 to	maintain	the	 limit	specified	(i.e.,	1	 lac)	shall	be	 taken	by	 the	auditor	within	60	
days	of	such	acquisition,	or	

(ii) Auditor	has	to	vacate	his	office.	

	

	



(B) Ramesh,	who	is	a	resident	of	New	Delhi,	sent	a	transfer	deed,	for	registration	of	transfer	of	shares	to	the	
company	at	the	address	of	its	Registered	Office	in	Mumbai.	

He	did	not	receive	the	shares	certificates	even	after	the	expiry	of	four	months	from	the	date	of	dispatch	of	
transfer	deed.	He	lodged	a	criminal	complaint	in	the	Court	at	New	Delhi.	Decide,	under	the	provisions	of	
the	Companies	Act,	2013,	whether	the	Court	at	New	Delhi	is	competent	to	take	action	in	the	said	matter?	

(5	Marks)	
Solution:-	

Jurisdiction	of	Court,	now	Tribunal,	the	Companies	Act,	2013	:	According	to	Section	56	(4)	of	the	Companies	
Act,	2013	every	company,	unless	prohibited	by	any	provision	of	law	or	of	any	order	of	court,	Tribunal	or	
other	authority,	shall	deliver	the	certificates	of	all	shares	transferred	within	a	period	of	one	month	from	the	
date	of	receipt	by	the	company	of	the	instrument	of	transfer.	

Further	under	section	56	(6)	Where	any	default	is	made	in	complying	with	the	provisions	of	sub-sections	(1)	
to	(5)	of	section	56	(which	deals	with	transfer	and	transmission	of	shares),	the	company	shall	be	punishable	
with	fine	which	shall	not	be	less	than	twentyfive	thousand	rupees	but	which	may	extend	to	five	lakh	rupees	
and	every	officer	of	the	company	who	is	in	default	shall	be	punishable	with	fine	which	shall	not	be	less	than	
ten	thousand	rupees	but	which	may	extend	to	one	lakh	rupees	

The	jurisdiction	binding	on	the	company	is	that	of	the	state	in	which	the	registered	office	of	the	company	is	
situated.	Hence,	in	the	given	case	the	Delhi	court	is	not	competent	to	take	action	in	the	matter.	

	

(C) What	is	the	effect	of	proviso?	Does	it	qualify	the	main	provisions	of	an	Enactment?	
Does	an	explanation	added	to	a	section	widen	the	ambit	of	a	section?	

(4	Marks)	
Solution:-	

1. Normally	a	Proviso	is	added	to	a	section	of	an	Act	to	except	something	or	qualify	something	stated	in	that	
particular	section	to	which	it	is	added.	A	proviso	should	not	be,	ordinarily,	interpreted	as	a	general	rule.	A	
proviso	to	a	particular	section	carves	out	an	exception	to	the	main	provision	to	which	it	has	been	enacted	
as	a	Proviso	and	to	no	other	provision.	[Ram	Narian	Sons	Ltd.	Vs.	Commissioner	of	Sales	Tax	AIR	(1955)	
S.C.	765]	

	

2. Sometimes	 an	 explanation	 is	 added	 to	 a	 section	 of	 an	 Act	 for	 the	 purpose	 of	 explaining	 the	 main	
provisions	contained	in	that	section.	If	there	is	some	ambiguity	in	the	provisions	of	the	main	section,	the	
explanation	 is	 inserted	 to	 harmonise	 and	 clear	 up	 and	ambiguity	 in	 the	main	 section.	 Something	may	
added	be	to	or	something	may	be	excluded	from	the	main	provision	by	insertion	of	an	explanation.	But	
the	explanation	should	not	be	construed	to	widen	the	ambit	of	the	section.	

	

	

	



	

(D) What	do	you	understand	by	the	term	‘Good	Faith’.	Explain	as	per	the	provisions	of	the	General	Clauses	
Act,	1897.	

(3	Marks)	

Solution:-	

“Good	Faith”	[Section	3(22)	of	the	General	Clauses	Act,	1897]:	A	thing	shall	be	deemed	to	be	done	in	“good	
faith”	where	it	is	in	fact	done	honestly,	whether	it	is	done	negligently	or	not;	

The	question	of	good	faith	under	the	General	Clauses	Act	is	one	of	fact.	It	is	to	determine	with	reference	to	the	
circumstances	of	each	case.	The	term	“Good	faith”	has	been	defined	differently	in	different	enactments.	This	
definition	of	the	good	faith	does	not	apply	to	that	enactment	which	contains	a	special	definition	of	the	term	
“good	 faith”	and	 there	 the	definition	given	 in	 that	particular	enactment	has	 to	be	 followed.	This	definition	
may	be	applied	only	if	there	is	nothing	repugnant	in	subject	or	context,	and	if	that	is	so,	the	definition	is	not	
applicable.	

	

Question	5.	

(A) RST	Ltd.	declared	dividend	at	the	rate	of	20%	for	the	financial	year	2017-2018	in	the	AGM	scheduled	on	
15th	June	2018.	As	RST	Ltd.	is	left	with	certain	unpaid	and	unclaimed	dividend,	it	transferred	amount	of	
unpaid	 and	 unclaimed	 dividend	 to	 UDA	 (unpaid	 dividend	 account).	 After	 remaining	 unpaid	 and	
unclaimed	for	more	than	2	years	in	the	UDA,	some	of	the	entitled	shareholders	made	liable	RST	Ltd.	for	
noncompliance	of	section	124,	and	claimed	for	their	unpaid	dividend	amount.	RST	Ltd.	denies	saying	that	
there	were	certain	legal	issues	on	the	entitlement	of	the	dividend	amount	to	the	respective	shareholders.	
State	 in	 the	 light	 of	 the	 given	 facts,	whether	 the	 allegation	marked	 by	 shareholders	 and	 claim	 for	 the	
divided	amount,	against	RST	Ltd.	is	justifiable?	

(5	Marks)	
Solution:-	

As	per	section	124	of	the	Companies	Act,	2013,	where	a	dividend	has	been	declared	by	a	company	but	has	not	
been	paid/claimed	to/by	 shareholder	within	30	days	 from	 the	date	of	 the	declaration,	 the	 company	 shall,	
within	7	days	 from	 the	date	of	 expiry	of	 the	 said	period	of	30	days,	 transfer	 the	 total	amount	of	dividend	
which	remains	unpaid/unclaimed	to	the	Unpaid	Dividend	Account.	

The	 company	 shall,	within	 a	period	of	 90	days	of	making	 any	 transfer	of	 an	 amount,	 prepare	a	 statement	
containing	 the	names,	 their	 last	 known	addresses	 and	 the	unpaid	dividend	to	be	paid	 to	 each	person	and	
place	 it	 on	 the	 web-site	 of	 the	 company,	 if	 any,	 and	 also	 on	 any	 other	 web-site	 approved	 by	 the	 Central	
Government	for	this	purpose,	in	such	form,	manner	and	other	particulars	as	may	be	prescribed.	

Accordingly,	 in	the	given	situation,	RST	Ltd.	 failed	to	give	statement	of	Unpaid/unclaimed	dividend	and	so	
liable	 for	 the	 said	 noncompliance	 of	 section	 124	 of	 the	 Companies	 Act,	 2013.	 Any	 person	 claiming	 to	 be	
entitled	to	any	money	transferred	under	section	124(1)	to	the	Unpaid	Dividend	Account	of	the	company	may	
apply	 to	 the	 company	 for	 payment	 of	 the	 money	 claimed.	 Since	 RST	 Ltd.	 failed	 to	 comply	 with	 the	
requirements	of	 this	section	as	 to	 the	preparing	of	a	statement	of	unpaid	dividend,	so	shall	be	punishable	
with	fine	which	shall	not	be	less	than	five	lakh	rupees	but	which	may	extend	to	twenty-five	lakh	rupees	and	
every	officer	of	the	company	who	is	in	default	shall	be	punishable	with	fine	which	shall	not	be	less	than	one	
lakh	rupees	but	which	may	extend	to	5	lakh	rupees.	



	
(B) Referring	to	the	provisions	of	the	Companies	Act,	2013,	examine	the	validity	of	the	following	:	

ABC	Limited	having	a	net	worth	of	120	 crore	 rupees	wants	 to	accept	deposit	 from	 its	members.	They	
have	approached	you	to	advise	them	regarding	that	if	they	fall	within	the	category	of	eligible	company,	
what	special	care	has	to	be	taken	while	accepting	such	deposit	from	members.	

(5	Marks)	
Solution:-	
“Eligible	 company”	means	 a	 public	 company	 as	 referred	 to	 in	 sub-section	 (1)	 of	 section	 76,	 having	 a	 net	
worth	of	not	less	than	one	hundred	crore	rupees	or	a	turnover	of	not	less	than	five	hundred	crore	rupees	and	
which	has	obtained	the	prior	consent	of	the	company	in	general	meeting	by	means	of	a	special	resolution	and	
also	 filed	the	sai	 resolution	with	 the	Registrar	of	Companies	before	making	any	invitation	 to	the	Public	 for	
acceptance	of	deposits	:	

However,	an	eligible	company,	which	is	accepting	deposits	within	the	limits	specified	under	clause	(c)	of	sub-
section	(1)	of	section	180,	may	accept	deposits	by	means	of	an	ordinary	resolution.	

An	 eligible	 company	 shall	 accept	 or	 renew	 any	 deposit	 from	 its	 members,	 if	 the	 amount	 of	 such	 deposit	
together	with	the	amount	of	deposits	outstanding	as	on	the	date	of	acceptance	or	renewal	of	such	deposits	
from	 members	 exceeds	 ten	 per	 cent.	 of	 the	 aggregate	 of	 the	 Paid-up	 share	 capital,	 free	 Reserves	 and	
securities	premium	account	of	the	company.	

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

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

	
(C) Comment	on	the	following:	
	
‘Principal	is	not	always	bound	by	the	acts	of	a	sub-agent	’.	

(3	Marks)	
Solution:-	

The	statement	is	correct.	Normally,	a	sub-agent	is	not	appointed,	since	it	is	a	delegation	of	power	by	an	agent	
given	 to	him	by	his	principal.	The	governing	principle	 is,	a	delegate	cannot	delegate’.	 (Latin	version	of	 this	
principle	is,	“delegates	non	potestdelegare”).	However,	there	are	certain	circumstances	where	an	agent	can	
appoint	sub-agent.	

In	case	of	proper	appointment	of	a	sub-agent,	by	virtue	of	Section	192	of	the	Indian	Contract	Act,	1872	the	
principal	is	bound	by	and	is	held	responsible	for	the	acts	of	the	sub-agent.	Their	relationship	is	treated	to	be	
as	if	the	sub-agent	is	appointed	by	the	principal	himself.	

However,	 if	a	sub-agent	 is	not	properly	appointed,	 the	principal	shall	not	be	bound	by	 the	acts	of	 the	sub-
agent.	Under	the	circumstances	the	agent	appointing	the	sub-agent	shall	be	bound	by	these	acts	and	he	(the	
agent)	shall	be	bound	to	the	principal	for	the	acts	of	the	sub-agent.	

	
	



(D) A	draws	a	bill	on	B.	B	accepts	the	bill	without	any	consideration.	The	bill	is	transferred	to	C	without	
consideration.	C	transferred	it	to	D	for	value.	Decide-.	

1. Whether	D	can	sue	the	prior	parties	of	the	bill,	and	
2. Whether	the	prior	parties	other	than	D	have	any	right	of	action	inter	se?	

Give	your	answer	in	reference	to	the	Provisions	of	Negotiable	Instruments	Act,	1881.	
(4	Marks)	

Solution:-	

Problem	on	Negotiable	 Instrument	made	without	 consideration:	 Section	43	of	 the	Negotiable	 Instruments	
Act,	 1881	 provides	 that	 a	 negotiable	 instrument	made,	 drawn,	 accepted,	 indorsed	 or	 transferred	 without	
consideration,	or	for	a	consideration	which	fails,	creates	no	obligation	of	payment	between	the	parties	to	the	
transaction.	But	if	any	such	party	has	transferred	the	instrument	with	or	without	endorsement	to	a	holder	for	
consideration,	 such	holder,	and	every	 subsequent	holder	deriving	 title	 from	him,	may	 recover	 the	 amount	
due	on	such	instrument	from	the	transferor	for	consideration	or	any	prior	party	thereto.	

1. In	the	problem,	as	asked	in	the	question,	A	has	drawn	a	bill	on	B	and	B	accepted	the	bill	without	
consideration	and	transferred	it	to	C	without	consideration.	Later	on	in	the	next	transfer	by	C	to	D	is	
for	value.	According	to	provisions	of	the	aforesaid	section	43,	the	bill	ultimately	has	been	transferred	
to	D	with	consideration.	Therefore,	D	can	sue	any	of	the	parties	i.e.	A,	B	or	C,	as	D	arrived	a	good	title	
on	it	being	taken	with	consideration.	

2. As	regards	to	the	second	part	of	the	problem,	the	prior	parties	before	D	i.e.,	A,	B,	and	C	have	no	right	
of	action	inter	se	because	first	part	of	Section	43	has	clearly	lays	down	that	a	negotiable	instrument,	
made,	drawn,	accepted,	indorsed	or	transferred	without	consideration,	or	for	a	consideration	which	
fails,	creates	no	obligation	of	payment	between	the	parties	to	the	transaction	prior	to	the	parties	who	
receive	it	on	consideration.	
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