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CA. Nihar N Jambusaria 
PRESIDENT, ICAI

"Everything comes to us that belongs to us if we create the capacity to receive it." - Rabindranath Tagore

My Dear Students,

Iconvey my heartfelt greetings to all the students and members 
on the auspicious occasion of Teacher’s Day, celebrated on 
September 5 every year, birth anniversary of the second 

President of our nation, Dr. Sarvepalli Radhakrishnan, who 
was a renowned scholar, noted educationist, a true statesman 
and above, all a dedicated teacher. Teachers play a vital role in 
shaping our lives, akin to instructors and facilitators who as a 
first lesson, inculcate discipline and moral values apart from 
introducing us to formal learning. Later in our lives, we find 
them as mentors and guides who besides imparting valuable 
knowledge,  behavioural skills such as team building, leadership, 
and people skills, instil virtues and ethical principles such as 
integrity and transparency which are important in defining a 
human character. �ey encourage us to give our best in all our
pursuits to lead us to a path of self-righteousness and fulfilment.

when, you learn every aspect from your Principal. During this 
period, he is your teacher, guru, coach, mentor and guide. From 
articulation to negotiation, from preparation of a report to its 
presentation, from preparing data to its analysis, he teaches 
you not conventionally but through practical demonstration 
and delegation. As a trainer, he teaches you as to how to apply 
theoretical concepts in real time cases in practice and as a coach 
inculcate life skills such as discipline, time management,  and 
personal organization along with tips/cues to improve accuracy 
and enhance efficiency/productivity. 

You must dedicate this day to your past/present teachers 
specifically your Principal, who nurtured you like a sapling, 
and helped you to grow into a full-fledged tree, who ignited 

  detnalpmi dna lecxe ot noissap eht desufni ,gninrael rof erfi eht
the confidence to achieve. On this day, take their blessings and 
extend your sincere gratitude towards them. It is rightfully said, 
Teaching is the mother of all professions as it creates all other 
professions.

Relaxation extended to CA aspirants

students and takes steps in removing hardships faced by them. You 
all will be pleased to know that in view of inadvertent disruptions 
caused due to the pandemic, extensions have been given to the 
discerning aspirants, keeping their interest in mind, these are as 
under: 
• CA Final and Intermediate old course:

appear in Final and Intermediate (IPC) old courses has been 
extended to December 2021 for all (irrespective of their 
opting out of May 2021 examination cycle). Announcement 
in this regard is available at https://resource.cdn.icai.
org/66132bos200821.pdf

• CA Foundation:
course was extended to August 16, 2021 for the upcoming 

• CA Intermediate (Direct Entry Scheme): CA Aspirants who 
have been provisionally registered for Intermediate through 
Direct Entry route and completed their ICITSS Course till July 
31, 2021 were permitted to commence articleship/practical 

  rof raeppa yltneuqesbus ot 51 tsuguA erofeb ro no gniniart
May 2022 examination. �ey have been permitted to submit
graduation mark-sheets before filling the examination form 
for the attempt. Further, for those Students who have been 
provisionally registered for Intermediate Course through Direct 
Entry Route but could not complete their ICITSS till 31st July 
2021 are allowed to start their practical training on or before 
15th August, 2021 and complete their ICITSS on or before 31st 
October, 2021 and then appear for May 2022 Intermediate 
Examination. 

Practical Training: Firm Foundation to a promising 
career 

As you are poised to commence one of the most important phases 
of your course, i.e. the practical training, you ought to be focused 
and committed. It opens a window of learning opportunities that 
leads you to the door of a successful career. 
Practical training or articleship is the stepping-stone to the 
profession. Being an integral part of the course, it is the vital 
link between theoretical knowledge base and its application to 
real-time situations. While a clear understanding of theoretical 
concepts is crucial to qualify examinations, the ability to 
dexterously apply these concepts to myriad client issues builds 
your confidence and enriches your experience. Your learning is 
your responsibility; therefore, make concerted efforts to learn 
as many aspects of the profession as possible in this period to 
prepare yourself from  a wide spectrum of professional profiles, 
enhancing your employability. Each assignment is a learning 
opportunity that enhances your observation, analysis and 
execution skills as well as lends the much-needed exposure which 
will help you to choose your specific field for future endeavours.  

Capsules: Knowledge Bytes 
Business 

Correspondence and Reporting in Foundation, Advanced 
Accounting in Intermediate and Multidisciplinary Case 
Study in Final.
for easy revision, retention, and quick summary. 
Whatever you pursue, initiate or undertake, give your best with 
utmost integrity, sincerity and thorough professionalism to be 
able to succeed in your endeavours. You are given the potential 
to excel, whether you do or not is entirely up to you. So, prepare 
well to excel in all your pursuits! 
Best Wishes,

�e crucial three-year period of articleship is the duration

�is    issue    features    an    inclusive    capsule    on

�e Institute always believes in providing best services to our

�e  last attempt to

�ese present the essence of concepts covered

CA Foundation exam in December 2021. Announcement in 
this regard is available at https://resource.cdn.icai.org/
66000bos070821anew.pdf
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"Don't judge each day by the harvest you reap but by the seeds that you plant." -  Robert Louis Stevenson

Classes / recorded sessions to learn from the experts to gain insightful 
details in the subjects.You may also view the recorded lectures on the 
Youtube Channel, Digital Learning Hub or the Mobile App ICAI BoS 
to study anytime, anywhere as per your convenience.  

BoS : Striving constantly 
The BoS makes sincere efforts relentlessly to bring the best learning 
resourcesand services to the table to enable you to be consistent 
in your studies, enrich your knowledge and supplement your 
preparation. The recent/upcoming initiatives are as under: 
•	 Free Live Coaching Classes Batch-3 : These classes that started 

in July 2021 will continue until mid-October, have been organised 
to help you to learn from home. Our students running into several 
lakhs belonging to different parts of the country are regularly 
viewing and benefitting from these.  

•	 Revision Test Papers for December 2021 examination have been 
uploaded for all the subjects at all levels to provide ample questions 
with model answers for practice. 

•	 Mobile App ‘ICAI BoS’: It is heart-warming that the recently 
launched mobile application has garnered a good response from 
students across all levels and especially the new entrants at 
the Foundation level. The application has been developed as an 
integrated learning resource facility including the on-going Live 
Coaching Classes and recorded lectures. It also acts as a single point 
status information window. The service that was initially designed 
and developed for Android users has now been extended to IOS 
users as well. It is a matter of great pleasure and pride that the 
service has crossed the 1 lakh milestone and is growing stronger 
by the day.  

•	 Webinar on Career Opportunities: The BoS along with 
Insolvency and Bankruptcy Board jointly organised a webinar 
titled ‘Career Opportunities under IBC, 2016’ on August 27, 
2021. The guest speaker, Past President CA. Subodh Kumar 
Agarwal apprised about the myriad career opportunities followed 
by an interactive session where he answered students’ queries.

•	 Webcast on Exam Preparation: To provide continuous 
handholding to our student community, the BoS organised a Live 
Webcast titled ‘Learning Strategy for Excelling in Examination’ 
for our Foundation, Intermediate and Final students on August 
31, 2021. The guest speaker CA. Amar Agarwala elucidated 
upon devising a study strategy for exam preparation and attaining 
conceptual clarity. He further explicated the correlation between 
the theoretical knowledge and practical training assignment 
during articleship and significance of practising previous years/
attempts question papers & Mock Test Papers (MTPs).

Capsule Course
Current issue comprises an inclusive capsule on Business 
Correspondence and Reporting for Foundation, Advanced 
Accounting in Intermediate and Multidisciplinary Case Study 
in Final. These present key concepts concisely and precisely for easy 
understanding, revision and retention.
Aspirations and dreams alone do not beget success, you need to 
constantly toil and intensify your efforts each day, every moment to 
make your dreams come true. I conclude with the words of Dr. A.P. 
J. Abdul Kalam, “To succeed in life and achieve results, you must 
understand and master three mighty forces - Desire, Belief and 
Expectation.” So, keep the desire burning, have self-belief and expect 
what you deserve!  
All the best,

CA. JAy ChhAirA
CHAIRMAN, BOARD OF STUDIES (ACADEMIC)

My Dear Students, 

I would like to extend warm greetings, best wishes and heartiest 
felicitations to you, our faculty and the entire member fraternity 
on the occasion of Teachers’ Day, celebrated on September 5 
every year. Teachers are the greatest influence in our lives after 

parents. They are our guiding angels who help sculpt our personality, 
our character and sometimes our interests. They not only open the 
window to the world, illuminate our lives by disseminating knowledge 
but also impart vital life lessons that keep guiding us during challenging 
times. In a way, teachers create beautiful and enlightened minds. 
Education is one of the strong pillars that form the basis of an 
empowered and empathetic community that respects and values 
basic human rights and principles. Hence, educating the upcoming 
and young generation is a profound service rendered by teachers 
towards building a civic, inclusive, liberal society and a progressive 
nation. 
Similar to teachers, our esteemed members train and guide you during 
practical training to apply the concepts and theoretical principles to 
real life client problems and issues as well as foster ethical principles 
of integrity and transparency. They also render essential life skills such 
as communication, articulation, presentation and interpersonal skills, 
enabling you to metamorphose into a confident, competent and a 
committed professional with a pleasing personality and impeccable 
demeanour. As mentors, they not only motivate you to do/give your 
best but also infuse a strong will to work persistently to realise your 
immediate and long-term goals and fulfil your aspirations. This day 
gives you an opportunity to express gratitude towards them, applaud 
them and rededicate yourself to their counsel and guidance. 

Get psyched for December 2021 examination  
As you gear up to prepare for the forthcoming examination, you should 
give due consideration to the subject matter entailing details, concepts and 
topics. On a macro level, list the concepts that are common across more 
than one/ multiple subject/s.  Refer to the context, usage and application 
vis-a-vis the subject to comprehend the type of questions that can be 
asked about the concept. On a micro level, you can enumerate the topics 
in each chapter of a subject to segregate the theoretical and practical 
portions and how they relate with each other. You can prepare the 
theoretical concepts by reading the concept several times to understand 
the terminology used followed by carefully interpreting the concept and 
finally understanding its application. Prepare notes/mind-maps to jot 
down the important aspects. These can be used later for revision closer 
to the examination. Practical portion can be best prepared by analysing 
each problem down to the basic steps in its solution and understanding 
the underlying formulae used for problem solving. You must then 
practice problems from several sources other than the study material like 
Revision Test papers for the current and previous years. This will help 
to gradually maximise your accuracy while minimising the time taken. 
I earnestly advise you to view the on-going Free Virtual Coaching 
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CA FINAL - PAPER 6F - MULTIDISCIPLINARY CASE STUDY

Students electing this Paper 6F Multidisciplinary Case Study are advised to refer the study material of the core subjects 
at the Final (New) level. Students need to keep in mind that this paper involves application of all the core papers, thus, 
conceptual understanding of each and every topic is required in detail to answer the questions in an efficient and effective 
manner.

CASE STUDY 1
CA Arvind Kapoor, the founder of Kapoor & Co., is a member 
of the Institute of Chartered Accountants of India who initially 
set up his practice in Delhi. Kapoor & Co. has rich experience 
of more than 35 years in almost every field and served a diverse 
clientele from individual taxpayers to conglomerates. Their 
audit approach is pragmatic, relying on a risk-based audit 
methodology, built on extensive planning and client input, and 
is fully supported by the latest technology and tools. As a result, 
the firm’s audit practice has grown continuously and has earned 
specialization in core areas like direct taxation, indirect taxation, 
internal audit etc. 
CA Arvind Kapoor, CA Rajesh Dhamija, CA Piyush Makkar 
and CA Gaurav Satija are four partners of the firm. They all 
are specialized in their own niche. They all met on common 
event and there they decided to start their own firm. With their 
combined efforts and dedication, the firm has accumulated an 
enormous amount of knowledge capital that has been built with 
the passing of every year. This results in association of various 
valuable clients with the firm.
One of the valuable client of Kapoor & Co. is Vallabh Cotton 
Limited which is a listed company. Vallabh Cotton Limited is 
leading manufacturer of Cotton. There are some issues going on 
in the Company in respect of appointment of Small Shareholders’ 
director. The Company gets its all the finance related work done 
from CA Gaurav Satija. When the management discussed this 
matter with CA Gaurav Satija, he praised about the work of 
his partner CA Rajesh Dhamija who is expert in company law 
matters & has been practicing in this area since 15 years. Hence, 
the management of Vallabh Cotton Limited approached CA 
Rajesh Dhamija for seeking advise on appointment of Small 
Shareholders’ Director and appointment of woman director in 
the Company. Company has 500 small shareholders. Majority 
(400) of the small shareholders want  to appoint Mr. Brijesh as a 
director as their representative on the Board of directors of the 
said company. Mr.Brijesh already holds 1000 equity shares in the 
said company. 
One sister concern of Vallabh Cotton Limited is Aggarsain 
Spinners Private Ltd. Earlier Aggarsain Spinners Private Ltd. was 
in the business of trading of yarns. Now, gradually the Company 
wants to go forward in the area of manufacturing as well. Last 
year, the company had made capital investment in construction 
of building. This year, the company purchased a machinery on 
1st April, 2020 for ` 10 crore. The Company had paid from their 
own funds 30% and balance 70% by availing loan facility from 
Syndicate bank @ 12% per annum. The machine was required 
for extension of the business of the company and was put to use 
into effective production on 1st February, 2021. The accountant 
of the Company wants to take advise from CA Arvind Kapoor 
who is specialised in Direct taxation regarding the amount of 
depreciation that can be claimed by the company under the In 
Income-tax  Act.
The management of the company also wants to discuss with CA 
Arvind Kapoor regarding the applicability of TDS provisions on 
the following payments made for job work (excluding material 
cost) to Khushi Ltd for the financial year 2020-21 towards work 
done under different contracts:

Contract no Date of payment Amount (R)
1 15.05.2020 22000
2 04.06.2020 15000
3 08.07.2020 23000
4 09.09.2020 25000
5 26.01.2021 18000

The partners and staff of Kapoor & Co usually meet on every 
Saturday over coffee and there they discuss the topics which 
require partners’ deliberations and this exercise also makes their 
staff updated as well. In this meeting they discussed the issues 
related to blocked input credit and credit admissible under GST 
Law. In this meeting they also discussed about the remedy that 
would be available if incorrect input tax credit is taken. All of a 
sudden, CA Piyush Makkar, having created his expertise under 
GST law, expressed his willingness to handle a renowned client, 
like IGT Private Limited, having good volume of turnover to 
practice in his forte.
IGT Private Limited is in the business of manufacturing of textile 
products. The accounts team of the Company is not much aware 
about the GST Law. Earlier, GST work of the Company was being 
taken care by some other professional, Ryan & Co., till Jan 2021. 
In Feb, 2021, the proprietor of Ryan & Co. had shifted abroad. 
Hence, the management approached Kapoor & Co. relating to 
their GST work for which CA Piyush Makkar curiously came 
forward to support. The accountant of the Company has correctly 
taken all other input tax credit related to Company’s purchases, 
but he was confused in respect of availment of input tax credit 
on following inputs purchased in the month of February, 2021:

Particulars Input Tax 
paid (R)

Goods purchased without invoice 40,000
Goods purchased from Balbir & Co. (Full payment 
made by IGT Private Limited but tax has not been 
deposited by Balbir & Co.)

1,25,000

Purchase of goods not to be used for business purpose 20,000
Purchase of goods from Sethi Lal & Sons (Invoice of 
Sethi Lal & Sons received in the month of February, 2021 
but goods were received in the month of March, 2021)

    28,000

Pollution control Equipment used in the factory 
capitalized in the books

1,50,000

Motor Lorries used for transportation of goods 
capitalized in the books

2,50,000

Electrical Transformers used in the factory capitalized 
in the books

2,25,000

Capital goods to be used as parts purchased from 
supplier paying tax under the composition scheme and 
such composite tax has not been collected from IGT 
Private Limited by the supplier.

25,000

Moulds and dies used in the factory        65,000
The company buys cement, tiles and avail the services 
of an architect for the construction of its office building 

1,68,000

Total 10,96,000
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QUESTIONS
Part A- Multiple Choice Questions 
1. With reference to information given in the Table regarding 

payments on account of job work to Khushi Ltd.,  which one 
of the below option is correct in respect of the amount on 
which TDS is required to be deducted under the provisions 
of Income-tax Act, 1961 :
(a) TDS is not required to be deducted as each contract 

amount does not exceed the threshold limit
(b) TDS is only required to be deducted on Contract 5 i.e 

R18000 
(c) TDS is required to be deducted on the whole amount  i.e 

R103000
(d) TDS is required to be deducted only on R3000.

2. Credit of tax paid on almost every input and input service 
used for supply of taxable goods and/or services is allowed 
under GST except a list of items provided under CGST Act. 
Thus, ITC on such items is not allowed even though the same 
may qualify as inputs, input services & capital goods and are 
used in the course or furtherance of business. Considering the 
relevant GST Law, which of the following ITC is admissible 
under GST:
(a) Goods lost, stolen, destroyed, written-off or disposed-off 

by way of gift or free samples.
(b) Service of general insurance of motor vehicles for 

transportation of persons having approved seating 
capacity of 7 persons (including driver).

(c) Health services provided to employees working in the 
factory under statutory obligation.

(d) Food and beverages procured from Mohan Caterers for 
being used in Dealer’s meet.

3. According to provisions of the Companies Act ,2013, a 
listed Company may have one Director elected by small 
shareholders. The provision enables the small shareholders 
to place their representative on the Board of Directors of a 
listed company so that their voice is also listened effectively. 
The small shareholders are entitled to give a notice to the 
company requiring the company to make appointment 
of a Small Shareholders’ Director. Whether the 400 small 
shareholders of Vallabh Cotton Limited are in position to 
propose appointment of Mr. Brijesh as Small Shareholders’ 
Director. 
(a) Yes, the notice may be given by at least 1,000 small 

shareholders or 1/10th of the total number of small 
shareholders, whichever is lower.

(b) No, the notice may be given by at least 1,000 small 
shareholders or 1/10th of the total number of small 
shareholders whichever is higher

(c) No, the notice may be given by at least 1,000 small 
shareholders.

(d) Yes, the notice may be given by at least 6/10th of the total 
number of small shareholders

4. Compute the interest on Machinery that is allowed as 
deduction under Income-tax Act to Aggarsain Spinners Pvt. 
Ltd.
(a) 70,00,000
(b) 84,00,000
(c) 0
(d) 14,00,000

5. As the management of Vallabh Cotton Limited approached 
CA Rajesh Dhamija for seeking advise on appointment of 
woman director in the Company, which one of the following, 
CA Rajesh Dhamija, should have suggested regarding the 
same as per law relating to companies? 
(a) That all companies need to appoint a woman director.
(b) That every listed company or every other public company 

having paid up share capital equal to or more than R100 
crores or turnover equal to or more than R300 crores.

(c) That every listed company or every other public company 
having paid up share capital equal to or more than R10 
crores or turnover equal to or more than R100 crores.

(d) That the requirement of a woman director is applicable 
only for private companies.

Part B- Descriptive Questions
6. Describe in the light of provisions contained in the 

Companies Act, 2013, whether the proposal to appoint Mr. 
Brijesh as a Small Shareholders’ Director can be adopted by 
the company and also brief the law relating to appointment 
of small shareholders’ director. What would be your 
answer if Mr. Brijesh is already holding a position of Small 
Shareholders’ Director in two companies.

7. Advise Aggarsain Spinners Private Ltd. on the treatment 
of interest payment made on the loan and depreciation 
allowable for the Assessment Year 2021-22. Assume that this 
machine is the only machine in the related block of assets.

8. Compute the Input Tax credit admissible under GST law 
to IGT Private Ltd. in respect to various inputs purchased 
during the month of February, 2021.

SUGGESTED ANSWERS / HINTS
Part A
1.  (c) As per Section 194C(5), tax  has to be deducted at source 

where amount credited or paid or likely to be credited or paid 
to contractor or sub -contractor exceeds R30,000 in a single 
payment or R1,00,000 in aggregate during the Financial year .

 Therefore, in the given case, even though the value of each 
individual contract does not exceed R30,000, the aggregate 
amount exceeds R1,00,000. Hence tax is required to be 
deducted at source on the whole amount RRs 1,03,000 
from the last payment of R18000 on account of which the 
aggregate amount exceeded  R1,00,000.

2. (c) Health services provided to Employees working in the 
factory under statutory obligation.

 Reason: As per Section 17(5)(b) of CGST Act, ITC on food 
or beverages / health services is specifically disallowed unless 
the same is used for making outward taxable supply of the 
same category or as an element of the taxable composite 
or mixed supply or where it is obligatory for an employer 
to provide the same to its employees under any law for the 
time being in force. Hence the input tax credit is available on 
health services provided to employees working in the factory, 
since same is provided under statutory obligation. Sec 17(5) 
also restricts the input tax credit on motor vehicles for 
transportation of persons having approved seating capacity 
of not more than 13 persons (including driver). Goods lost, 
stolen, destroyed, written off or disposed of by way of gift or 
free samples also covered under Sec 17(5)(h).
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3. (a) Yes, the notice may be given by at least 1,000 small 

shareholders or 1/10th of the total number of small 
shareholders, whichever is lower.

 Reason: As per the Companies (Appointment and 
Qualification of Directors) Rules, 2014, the small shareholders 
are entitled to give a notice to the company requiring the 
company to make appointment of a Small Shareholders’ 
Director. The notice shall be given by at least –

 1000 small shareholders; or 
 1/10th of the total number of small shareholders, 
 whichever is lower.

4. (d) 14,00,000
 Reason: As per proviso to section 36(1)(iii), interest paid in 

respect of capital borrowed for acquisition of an asset for 
the period beginning from the date of borrowing of loan for 
acquiring the asset till the date on which such asset is first 
put to use is not allowable as deduction. Therefore, interest 
@12% p.a for a period of 2 months from 1st February, 2021 
to 31st March, 2021 on R 7crores is allowable as deduction 
under Income-tax Act.

5. (b) That every listed company or every other public company 
having paid up share capital equal to or more than R 100 
crores or turnover equal to or more than R 300 crores.

 Reason: Rule 3 of the Companies (Appointment and 
Qualification of Directors) Rules, 2014 provides the following 
classes of companies shall appoint at least one women 
director:

 1) every listed company,
 2) every other public company having-
  a. paid up share capital of R100 crores rupees or  

  more or
  b. turnover of R300 crore rupees or more.

Part B
6.  Small Shareholders’ Director: The provisions relating to 

appointment of directors by small shareholders are contained 
in section 151 of the Companies Act,2013 read with Rule 
7 of the Companies (Appointment and Qualification of 
Directors) Rules, 2014.

 The legal position 
 1.  The provisions contained in section 151 read with Rule 7 

are applicable to listed companies only.
 2.  The small shareholders are entitled to give a notice to the 

company requiring the company to make appointment 
of a Small Shareholders’ Director. The notice shall be 
given by at least –

  i. 1000 small shareholders; or 
  ii. 1/10th of the total number of small shareholders, 

 whichever is lower.
 3. The notice shall be signed by all the small shareholders 

proposing the appointment of Small Shareholders’ 
Director.

 4.  A person shall not hold the position of Small 
Shareholders’ Director in more than 2 companies at the 
same time.

Facts of the case and analysis
 In the given case, M/s Vallabh Cotton Limited is a listed 

company. Some small shareholders have given a notice 
to the company requiring the company to appoint a Small 

Shareholders’ Director.
 The small shareholders eligible to give notice for appointment 

of Small Shareholders’ Director shall be –
 a) 1,000 small shareholders ; or 
 b) 1/10th of 500 , i.e. 50 small shareholders,
  whichever is lower.
 Since lower of 1,000 and 50 is 50, the notice for appointment 

of Small Shareholders’ Director has to be given by at least 50 
small shareholders. 

Conclusions
 As in the given case, 400 of the small shareholders are 

interested in appointing small shareholders’ director, the 
company shall adopt the procedure given in Rule 7 for 
appointment.

 Neither section 151 nor Rule 7 state any eligibility criteria for 
appointment of a person as a Small Shareholders’ Director to 
be a small shareholder himself or not. Thus Mr. Brijesh may 
be appointed as a Small Shareholders’ Director.

 If Mr. Brijesh already holds position of Small Shareholders’ 
Director in 2 companies, then, he cannot be appointed as a 
Small Shareholders’ Director in M/s Vallabh Cotton Limited.

7. (i) Interest on term loan for purchase of machinery 
 As per proviso to section 36(1)(iii), interest paid in respect 

of capital borrowed for acquisition of an asset for the period 
beginning from the date of borrowing of loan for acquiring 
the asset till the date on which such asset is first put to use is 
not allowable as deduction.

 Interest for such period has to be capitalised, by adding 
the same to the cost of the asset. Therefore, interest @12% 
p.a. for a period of 10 months from 1st April, 2020 to 31st 
January, 2021 on R 7crores, being the amount of loan, has to 
be capitalised.

Particulars Amount (R)
Cost of machinery 10,00,00,000
Interest [12% x 10/12 x R7,00,00,000] 70,00,000 
Actual Cost of machinery  10,70,00,000

 Interest @ 12% for two months (February, 2021 & March, 
2021) R14,00,000 after the asset put to use is allowable as 
deduction under section 36(1)(iii) [12% x 2/12 x R7,00,00,000]

 (ii) Depreciation
Particulars Amount (R)
Since the machinery is put to use for less 
than 180 days in the previous year 2020-21, 
the depreciation would be restricted to 50% 
of the amount calculated at the prescribed 
percentage of 15%. Therefore, depreciation 
is 50% x [15% x ` 10,70,00,000]

80,25,000

Additional depreciation of 20%, for being 
engaged in the manufacturing of cotton and 
purchasing new machinery, would also be 
restricted to 50% of the amount calculated.  
Therefore, additional depreciation= 50% x 
[20% x 10,70,00,000]

1,07,00,000

Total Depreciation 1,87,25,000

 However, balance additional depreciation of R1,07,00,000 
shall be allowed under section 32(1)(iia) in Previous year 
2021-22.

8. Computation of input tax credit admissible to IGT Private 
Ltd. in respect to various inputs purchased during the 
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month of February, 2021
S.
No.

Particulars Input Tax 
Credit (R)

1 Goods purchased without invoice 
(working note 1)

nil

3 Purchase of Goods not to be used for 
business purpose (working note 2)      

nil

4 Purchase of Goods from Sethi Lal 
& Son’s (Invoice of Sethi Lal & Son’s 
received in the month of February, 2021 
but goods were received in the month of 
March, 2021) (working note 3)

nil

5 Pollution control Equipment used in the 
factory (working note 4)

1,50,000

6 Motor Lorries used for transportation of 
goods (working note 6)

2,50,000

7 Electrical Transformers used in the 
factory (working note 4)

2,25,000

8 Capital goods used as parts purchased 
from supplier who paid tax under the 
composition scheme and the composite 
tax has not been collected from IGT 
Private Limited (working note 5)

nil

9 Moulds and dies used in the factory 
(working note 4)

65,000

10 The company buys cement, tiles and 
avail the services of an   architect for 
the construction of its office building 
(working note 7)

nil

Eligible ITC 6,90,000
Goods purchased from Balbir & Co. (Full 
payment made by IGT but tax has not 
been deposited by Balbir & Co.) (working 
note 8)

34,500

Total ITC that can be claimed 7,24,500

 Working Notes-
1) No Input tax credit will be available since IGT Private 

Limited is not in possession of valid tax paying document.
2) A registered person shall be entitled to take the input tax 

credit on goods which are used or intended to be used in the 
course or furtherance of his business. Since the company 
has purchased the goods for non-business purpose, hence 
no credit will be available on such purchases.

3) Input tax credit is admissible only when registered person 
has received such goods. Hence, when goods received in 
the month of March, 2021 input tax credit cannot be 
taken in the month of February, 2021.

4) As per section 2(19), ”Capital goods” means goods, the 
value of which is capitalized in the books  of accounts of 
the person claiming input tax credit and which are used 
or intended to be used in the course or furtherance of 
business. Hence:

 a) Electrical Transformers
 b) Moulds and dies
 c) Pollution control Equipment
 which are used or intended to be used in the course or 

furtherance of business are eligible for ITC as capital 
goods.

5) As per Section 17(5)(e), input tax credit shall not be 
available in respect of goods or services or both which tax 
has been paid under sec 10. Thus, no ITC shall be allowed 
of tax paid under composition scheme by the supplier.

6) In respect of motor vehicle used for the purpose of 
transportation of goods, the same is not covered under 
the ambit of blocked credit, hence ITC shall be admissible 
in respect of motor vehicles.

7) As per Section 17(5)(c), ITC is blocked on input or input 
service relating to construction activity like construction 
of office building, factory building etc.

8)  As per Section 16(2), no registered person shall be 
entitled to the credit of any input tax in respect of supply 
of goods unless the tax charged in respect of such supply 
has been actually paid to the Government. 

 However, as per Rule 36(4) of the CGST Rules, provisional 
ITC for invoices not reflected in GSTR-2B can be claimed 
by the recipient in the GSTR-3B to the extent of 5% of 
eligible ITC reflected in the GSTR-2B. Accordingly, IGT 
Private Limited can claim a provisional ITC of 5% of the 
eligible ITC reflected in its GSTR-2B i.e. 5% of R6,90,000 
= R 34,500

CASE STUDY 2

M/s Parv fabrics, a partnership firm, registered under GST, 
having partners Mr. Parth and Mr. Aarav, is in business of 
manufacturing of designed and printed fabric and its plant 
is located on the outskirts of a mofussil town near Varanasi 
in state of Uttar Pradesh. The main raw material consisting 
of raw plain fabric is supplied by two companies i.e. Costa 
Industries Pvt. Ltd. and Zosta Industries Pvt. Ltd. located 
in UT of Daman on the western coast of India. The firm is a 
profit-making concern and gist of some of its main financial 
indicators/information is as under:-
Particulars Financial 

year ending 
31/03/2020

Financial 
year ending 
31/03/2021

Capital 3,25,00,000 5,05,00,000
Machinery term loans 
from bank

1,50,00,000 1,25,00,000

Overdraft facility from 
Bank

10,00,00,000 2,50,00,000

Unsecured loans 2,50,00,000 3,25,00,000
Inventories 7,50,00,000 2,00,00,000
Trade Receivables 8,35,00,000 9,50,00,000
Other current assets  40,00,000 45,00,000
Trade payables 4,00,00,000 2,00,00,000
WDV of Fixed Assets in 
Balance Sheet

5,00,00,000 XXXXXXX

Turnover 60,00,00,000 45,00,00,000 
PBT 1,80,00,000 XXXXXXX
Gross Margin ratio  10%  10%
WDV of block consisting 
of Building @10%

1,25,00,000 XXXXXXX

WDV of block consisting 
of Machinery@15%

3,00,00,000 XXXXXXX
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Way back in the year 2010, a fire broke in the night at factory 
premises which led to loss of inventory, furniture turning into 
ashes, building premises covered in smoke. The fire department 
was informed as soon as the fire was seen by the passer-by, but 
it was too late to save the loss suffered. Recollecting that day of 
fire, Mr. Parth, partner in M/s Parv fabrics, understood the need 
of considering fire insurance policies for their fabric business. 
He understood, although one may take great caution using 
latest technologies at the premises, possibility of accidents can’t 
be entirely mitigated. He understands the safety risk a textile 
business faces and how an insurance policy could help cover their 
losses. He believes it is better to be safe than sorry. Mr. Parth 
explains Mr. Aarav the following importance of fire insurance for 
the business:
(i) Coverage for damage of stock and premises due to smoke 

caused by fire and water used to extinguish the fire.
(ii) Coverage for funds due to financial loss.
(iii) Fire insurance may also cover natural calamities like 

lightening, explosion, etc.
(iv) Business may be started again using claim amount.
(v) Coverage for building, plant, machinery, furniture along 

with stock.

Mr. Parth further explained the options/ coverage available for 
investing in different types of fire insurance policies:
(i) Valued Policy - An agreement is framed for a particular 

property and the insurer pays in the event of destruction of 
property by fire.

(ii) Specific Policy- It insures a risk for a specific amount. The 
compensation is provided under the limit of determined 
amount.

(iii) Average Policy - A policy where property is insured for a 
smaller value than the value of the property. 

(iv) Floating policy- It covers good lying at various locations for 
one amount and one premium. 

(v) Blanket Policy- It covers fixed as well as current assets 
under one policy.

(vi) Comprehensive Policy- It covers risks such as riots, strikes, 
burglary etc., along with fire.

(vii) Consequential Loss Policy- A policy covering against loss 
of profit caused by fire-outbreak.

(viii) Replacement Policy- It covers compensation at market 
value for the loss of property due to fire.

(ix) Reinstatement Policy- It is a policy where insurer pays 
sufficient compensation to reinstate property destroyed.

Considering the benefits and compensation covered in fire 
insurance policies, Mr. Aarav agrees to go for coverage of risk and 
have insurance policy for the purpose. They together, in the name 
of firm, opted a policy covering loss for building, machinery and 
inventories due to fire and approached a PSU insurer for the 
same.
Unfortunately, a major fire had occurred on 06/01/2021 in plant 
of the firm resulting in damages to its building, machinery and 
inventories. A major part of inventories consisting of raw material 
comprising raw plain fabric and finished goods comprising 
designed and printed fabric was affected and damaged in this 
sudden incident. Stock worth ` 8.80 crores was damaged and 
affected during fire consisting of raw material and other inputs 
such as dyes & chemicals, etc., costing ` 2 crores and finished 
goods costing ` 6.80 crores. 

Further, out of above damaged stock of finished goods of 
` 6.80 crores, stock worth ` 0.50 crores was smoke affected only 
and remaining stock of ` 6.30 cores was completely burnt and 
destroyed. It was decided to get smoke cleaned and removed 
by availing third party services at a cost of ` 10 lacs. The firm 
has received ` 8 crores as insurance compensation against loss 
of such stock. ITC of the third party services has been availed. 
The unit is selling finished goods at prescribed GST rate of 5%. 
Besides, certain information regarding ITC availment and output 
liability of GST, for the month of January, 2021, is as under:-

ITC availed on raw material and other inputs 
destroyed during fire ` 15.00 lacs
ITC availed on inputs contained in smoke 
affected stock ` 3.00 lacs
ITC availed on inputs contained in destroyed 
finished stock ` 35.00 lacs
Output liability of GST in respect of smoke 
affected stock ` 2.50 lacs
Output liability of GST in respect of normal 
finished stock ` 31.5 lacs

Besides, substantial part of building (WDV as on 31/03/2020 
` 0.95 crores) was damaged and needed extensive reconstruction 
works. It is also provided that ` 1.75 crore is needed for extensive 
reconstruction of damaged building. However, firm has incurred 
` 15.00 lacs up-to 31/03/2021 for reconstruction works. The firm 
received ` 0.75 crores as insurance compensation against the 
damages to its building.
Further, main machinery feeding about 75% capacity of plant was 
also gutted (WDV ` 2.10 crore as on 31/03/2020). The cost of 
new machinery with the same capacity and build up is ` 2.50 
crore. The orders of new machinery are yet to be placed. Against 
loss of machinery, it received insurance compensation of ` 1.80 
crores.
Further, the firm has purchased plain raw fabric from M/s Costa 
Industries Pvt. Ltd. vide bill dated 27/03/2021 having quantity 
of 50,000 metres valuing ` 10 lacs. Besides, IGST of ` 0.50 lacs 
is charged in the bill. The said goods were received in plant on 
02/04/2021. M/s Costa Industries Pvt. Ltd. has filed its GSTR-
1 for the month of March 2021 well before its due date and 
therefore IGST of ` 0.50 lacs is also reflected in GSTR-2A of M/s 
Parv Fabrics before filing its GSTR-3B of March 2021.

QUESTIONS
Part A- Multiple Choice Questions
1. In light of information provided above pertaining to 

inventories damaged and affected during fire, which of the 
following statements is MOST LIKELY to be true regarding 
GST?
(a) The taxpayer firm is required to reverse ITC of ` 50.00 

lacs in GSTR-3B and also simultaneously reduce output 
liability of ` 31.50 lacs.

(b)  The taxpayer firm is required to reverse ITC of ` 53.00 
lacs in GSTR-3B and also simultaneously reduce output 
liability of ` 34.00 lacs.

(c) The taxpayer firm is required to reverse ITC of ̀  50.00 lacs 
in GSTR-3B and there would no effect on output liability.

(d)  The taxpayer firm is required to reverse ITC of ` 53.00 
lacs in GSTR-3B and there would be no effect on output 
liability.
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2.  What would be impact on profits of the firm on account 
of damage of stock due to fire and receipt of insurance 
compensation towards such loss while computing income 
under the head “Profits and gains from business or 
profession” under the Income-tax Act, 1961?
(a)  The profits of firm would be reduced by ` 0.40 crores, 

being the difference between cost of damaged stock and 
insurance compensation.

(b) The profits of firm would be reduced by ` 8.30 crores 
and insurance compensation would be taxable under the 
head “Capital Gains”.

(c)  The profits of firm would be reduced by ` 0.80 crores, 
being the difference between cost of damaged stock and 
insurance compensation.

(d) There would be no impact on profits as the firm has 
received insurance compensation.

3. The firm has sent its smoke affected stocks of ` 0.50 crore to 
third party in Varanasi for cleaning and removal of smoke. 
In light of provisions of GST and rules made thereunder, 
consider the following statements:

 Statement I- The firm can send goods to third party by 
raising a proper tax invoice and after performing necessary 
services, the third party can send goods back to the firm 
under the cover of proper tax invoice. The firm shall disclose 
output liability in GSTR-3B and avail ITC on services availed 
from third party.

 Statement-II – The firm can send goods to third party under 
the cover of delivery challan without charging GST and third 
party can also return the goods under delivery challan. The 
third party can, thereafter, raise tax invoice in respect of 
services performed and the firm can avail ITC on services 
availed from third party. . However, firm has to file form ITC-
03 on GST portal for quarter ending March, 2021.

 Statement-III – The firm can send goods to third party 
under the cover of delivery challan without charging GST 
and third party can also return the goods under delivery 
challan. The third party can, thereafter, raise tax invoice in 
respect of services performed and the firm can avail ITC on 
services availed from third party. . However, firm has to file 
form ITC-04 on GST portal for quarter ending March, 2021.

 Statement-IV- The firm can send goods to third party under 
the cover of delivery challan without charging GST and third 
party can also return the goods under delivery challan. The 
third party can, thereafter, raise tax invoice in respect of 
services performed and the firm can avail ITC on services 
availed from third party. The filing of a separate statement 
is not mandated in such a case as firm has availed ITC on 
services rendered by third party and third party has also 
discharged its tax liability.

 Which of the above statements is in accordance with 
provisions of law and rules made thereunder?
(a) Statement II 
(b)  Statement III
(c)  Statement IV
(d)  Statement I

4.  While preparing e-way bill for movement of goods to third 
party for cleaning and removal of smoke, the accountant of 
the firm is in dilemma regarding its preparationWhat would 
be most likely correct position in this regard?

(a)  Value of goods on e-way bill portal should be reflected as 
` 0.50 crores..

(b)  Value of goods on e-way bill portal should be reflected as 
` 0.40 crores..

(c)  Value of goods on e-way bill portal should be reflected as 
` 0.10 crores..

(d)  Value of goods on e-way bill portal should be reflected as 
` 0.30 crores..

5.  What would be the most likely impact on financial 
statements and availment of ITC by the firm for year ending 
31st March,2021, in respect of the plain raw fabric purchased 
from M/s Costa Industries Pvt. Ltd. on 27/03/2021?
(a)  The profits of firm would be reduced by ` 10.00 lacs and 

ITC of ` 0.50 lacs can be availed.
(b)  The profits of firm would be reduced by ` 10.00 lacs and 

ITC of ` 0.50 lacs cannot be availed.
(c)  There would be no impact on profits of firm and ITC of 

` 0.50 lacs cannot be availed.
(d)  There would be no impact on profits of firm and ITC of 

` 0.50 lacs can be availed.

Part B- Descriptive Questions
6.  The firm had lodged its claim with PSU insurer consisting 

of damages to building, machinery and stocks. Besides, the 
firm had also included in its claim bill lodged with insurers 
certain un-incurred estimated expenses for debris removal 
amounting to `5.00 lacs as on 31st March, 2021. Kindly 
suggest how these expenses should be treated in financial 
statements of the firm for year ending 31st March, 2021 
along with reasons therefor.    
  

7.  In light of provisions of Income-tax Act, compute the amount 
of depreciation allowable as deduction on building and plant 
& machinery for the previous year 2020-21.   
     

8.  Analyse working capital position of the firm vis-à-vis last 
year by discussing each component of working capital cycle 
and overall working capital requirements of firm including 
effect of incident of fire on its working capital requirements. 

SUGGESTED ANSWERS / HINTS
Part A
1.  (c) The taxpayer firm is required to reverse ITC of ̀ 50.00 lacs 

in GSTR-3B and there would no effect on output liability.
 Reason: As per provisions of section 17(5)(h) of CGST Act, 

2017, input tax credit is not available in respect of goods 
stolen, lost, destroyed or written off.  Fire occurred in plant 
of the firm on 6/1/21. ITC availed on destroyed raw material 
and inputs is `15 lacs. Further, ITC on inputs in finished 
stocks destroyed is `35 lacs. Hence, ITC on inputs in stock 
destroyed is `50 lacs. Since, the stocks have been destroyed, 
ITC on inputs contained in these destroyed stocks is not 
available and, is, therefore liable to be reversed in GSTR-
3B of January 2021. However, smoke affected stock is not 
destroyed and is reusable after cleaning. Hence, there is no 
reason for reversal of ITC on inputs contained in such stocks. 
Further, destruction of stocks due to fire does not lead to 
change in output tax liability as stocks have been destroyed 
due to reason of fire and there is no supply.
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2. (a) The profits of firm would be reduced by `0.40 crores, 

being the difference between cost of damaged stock and 
insurance compensation.

 Reason: Since value of stock destroyed is `8.30 crores plus 
cost incurred for removal of smoke amount to `. 0.10 crores 
(total `8.40 crores) against which `8 crores are received as 
insurance compensation, loss valuing `0.40 crores would be 
allowable as deduction while computing Income under the 
head “Profits and gains from business or profession”. 

3. (b) Statement III.
 Reason: It pertains to statement III which is in accordance 

with provisions of law and rules made thereunder. The firm 
can send goods for cleaning which is a kind of job work 
activity under the cover of delivery challan without charging 
GST in accordance with rule 45 of CGST rules. The services 
supplying concern can raise tax invoice thereafter. Further, 
detail of such goods showing challan number and other 
particulars have to be furnished in form ITC-04 quarterly on 
the GST portal in accordance with rule 45.

4. (b) Value of goods on e-way bill portal should be reflected as 
`0.40 crores. 

 Reason: The value of goods has to be filled on e-way bill 
portal. It is provided that value of smoke affected finished 
stocks is `0.50 crores. However, as stock has been affected 
by smoke, its value has been reduced by `0.10 crores which 
is the extra cost to be incurred for removing smoke. Hence, 
value of these goods at the time of movement from premises 
of the firm is `0.40 crores. 

5. (c) There would be no impact on profits of firm and ITC of 
`0.50 lacs cannot be availed.

 Reason: The firm has purchased raw material vide invoice 
dated 27/03/2021. However, it has still not been received 
by the firm as on close of financial year. Therefore, these 
are goods in transit without impacting profits. Further, as 
per provisions of section 16(2)(b), to claim ITC, the goods 
should have been received. In the given scenario, the goods 
consisting of raw material have not been received up to 
31/03/2021.  Hence, the firm cannot claim ITC in GSTR-
3B for March 2021. It can claim ITC of the same while filing 
GSTR-3B for April 2021. It is immaterial that supplier has 
filed its return in time and said invoice is reflecting in GSTR-
2A for March 2021 as goods have not been received.

Part B
6.  The firm has included certain un-incurred estimated 

expenses on account of debris removal amounting to 
`5.00 lacs in its claim bill lodged with insurance company. 
In the given scenario, costs on account of debris removal 
expenses are not incurred up to 31.03.2021. Although 
these have been included by firm in claim bill lodged with 
insurance company, these are not to be recognized in 
financial statements for 2020-21 as these are not incurred. 
Hence, no treatment of such expenses is required in 
financial statements.

 It is in accordance with fundamental accounting assumption 
of accrual according to which revenue and costs are accrued 
that is recognised as they are earned or incurred.

7.  Computation of depreciation on Building

WDV as at beginning of year 1,25,00,000
Less:  Insurance compensation for 
building destroyed in fire   75,00,000

=========
  50,00,000

Depreciation on `50 lacs @ 10% 5,00,000

 Depreciation would be available on `50 lacs for full year 
@ 10% amounting to `5 lacs only. As reconstruction of 
building is in progress as on 31/03/2021, it implies that 
reconstructed part of building on which `15 lacs has 
been incurred is not put to use by 31/03/2021. Hence, 
depreciation is not available on `15 lacs.

 Computation of depreciation on Plant & Machinery
WDV as at beginning of year 3,00,00,000
Less: Insurance compensation for 
machinery destroyed in fire 1,80,00,000

=========
1,20,00,000

Depreciation on `120 lacs @ 15% 18,00,000
  
8.  The working capital position and requirement of firm 

as on 31.03.2020 and 31.03.2021 are as under:-
 (`crore)

Particulars 31.03.2020 31.03.2021
Inventories 7.500 2.000
Trade receivables 8.350 9.500
Other Current assets 0.400 0.450
Total current assets 16.250 11.950
Less: 
Trade payables 4.000 2.000
Working capital 
requirement

12.250 9.950

 As reflected in above table, working capital requirements 
of the firm have reduced from `12.25 crore as on 
31.03.2020 to `9.95 crore as on 31.03.2021. The break-
up of different components of working capital cycle are 
discussed below in a comparative manner:-

 Inventories
 Inventories have reduced from `7.50 crores as on 

31.03.2020 to `2.00 crore on 31.03.2021. This is mainly 
due to destruction of major part of inventories due to fire 
and probable consequent hampering of operations of the 
firm.

 Trade receivables
 Trade receivables have increased from `8.35 crores as on 

31.03.2020 to `9.50 crore on 31.03.2021. It shows that 
payments from debtors are stuck up and not coming fast 
enough. Further, turnover of the firm has reduced mainly 
due to hampering of operations due to fire. However, trade 
receivables have increased leading to longer realisation 
period.

 Other Current assets
 Other current assets have marginally increased from `0.40 

crores as on 31.03.2020 to `0.45 crores as on 31.03.2021. 
 Trade Payables
 Trade payables have decreased from `4.00 crore as on 
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31.03.2020 to `2.00 crore as on 31.03.2021 meaning faster 
payment to creditors. 

 The working capital requirements of the firm have 
declined on year-to-year basis from `12.25 crores as on 
31st March 2020 to `9.95 crores as on 31st March 2021. 
It reflects lower working capital requirement due to 
hampering of business operations caused by fire incident. 
Volume of inventories have reduced as compared to last 
year because of destruction of major part of inventories 
due to fire. Since insurance claim has been received, it has 
gone on to reduce overdraft facility from the bank. It also 
shows that claim has probably been received at fag end 
of the year and firm has yet to kick start its operations 
completely by purchasing raw material inventories.

of the issues at the branch, they also went through the previous 
year’s LFAR.
Finally, the detailed audit was started on time with proper 
planning and during the course of audit, following were observed 
by engagement team of Dalmia & Associates conducting audit of 
Kolkata branch of Eastern Bank of India: -
[i]  As per instructions of Head office, there exists a system in 

the bank for obtaining reports on stock audits in respect of 
borrowers sanctioned fund-based facilities exceeding `5.00 
crores. It was noted that one borrower was having overdraft 
facility amounting to `2.75 crore, term loan of `1.00 crore, 
packing credit facility of `0.75 crore, inland letter of credit 
facility of `0.35 crore and foreign bill purchased facility of 
`0.40 crore. The stock audit of said borrower was not 
carried out during the year.

[ii]  It was also observed during the course of audit that 
advances of branch stood at `350.00 crore as on 31St 
March 2021. Out of advances of `350.00 crore, advances 
pertaining to foreign exchange portfolio stood at `200.00 
crore. Due to high foreign exchange portfolio, auditors 
have assessed many potential risk areas which might lead 
to perpetuation of fraud. However, upon applying extensive 
audit procedures as required by Standards on Auditing, the 
auditors have not found any instance of fraud during the 
course of audit.

[iii]  During the course of audit, it was observed that branch 
is dealing with many exporters who are enjoying credit 
facilities from branch. Some of the exporters are exporting 
to Nepal whereas others are exporting to Bangladesh due to 
proximity of both countries to Kolkata.  

[iv]  During the course of audit, it was also observed that one 
company had an amount of `25.00 crore stuck up with one 
of its overseas clients based in US to whom it had exported 
goods last year as apparent from the financial statements of 
the company.  The company had availed duty drawback in 
respect of such export in accordance with the Customs Act 
and its rules.  The turnover of company for financial year 
2019-20 was Rs. 30.00 crores. It has prompted auditors to 
undertake detailed checking of all credit facilities enjoyed 
by the company.

[v]  It was further observed that M/s Poriborton Industries 
is enjoying credit facilities to the tune of `20.00 crore 
consisting of cash credit limit and outstanding balance as 
on 31.03.2021 is `19.98 crore. It is also observed that there 
is inadequate drawing power on the basis of latest available 
stock statement for the month of February, 2021. The 
borrower was having adequate drawing power in previous 
months of the year.

[vi] It was also observed by the engagement team members that 
there have been instances of “quick mortality” in some of 
cash credit accounts.

QUESTIONS
Part A- Multiple Choice Questions
1.  How the matter concerning stock audit is to be reported by 

branch auditors in LFAR ?
(a)  The matter should be reported by branch auditors in 

CASE STUDY-3

Dalmia & Associates, a practising CA firm, submitted its 
application to ICAI for carrying out the bank audit for 
nationalised banks. After following the designated procedures 
and approvals required for appointment of bank auditors, the 
firm was appointed as branch auditor of Eastern Bank of India, 
a public sector bank headquartered in Kolkata. The audit offered 
was for branch located in Kolkata for year ending as on 31st 
March, 2021.
Before commencing the audit, the teammates of the firm decided 
to first understand the nature of activities carried out at the 
bank branch. Besides the core business of bank of accepting 
deposits and sanctioning advances, newer banking products are 
being periodically introduced. The teammates discussed about 
the basics of the core business of the bank and the products 
offered at the branch to have the complete knowledge of the 
same. They studied the financial implications of all the products 
offered at the branch along with the types of facilities provided 
to borrowers and the Standard Operating Procedures (SOP) 
followed. The teammates acquainted themselves with the basic 
understanding of the core banking solution (CBS) used by the 
bank and understood the authority levels. Based on the features 
of the products offered, the teammates also need to draw up 
a suitable audit plan to verify the transactions of the activities 
being provided by the Bank. They also carried out the risk 
assessment based on clear understanding of the business profile 
of the Bank. They assessed the resource requirements for audit 
to be completed within the stipulated timeline. Based on the 
volume and nature of transactions executed at branch, staff were 
deployed. The leader of the audit team updated his teammates 
with banking law and regulations and RBI Guidelines.
The audit firm sent detailed requirement letter seeking 
information from branch management so that necessary 
information is received during the planning stage and accordingly 
proper audit plans could be prepared. The audit firm also called 
for previous year’s inspection and other important reports so that 
beforehand they could be aware of the past key issues. They also 
looked at the previous period’s report of the previous statutory 
auditors and its compliance status. To gain an understanding 
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LFAR in advances section.

(b)  The matter should be reported by branch auditors 
in general matter section under the sub-heading 
“Management Information System.”

(c)  The matter should be reported by branch auditors 
in general matter section under the sub-heading 
“Miscellaneous section.”

(d)  It does not require reporting at all in LFAR by branch 
auditors.

2.  What is the duty cast upon branch auditor as far as reporting 
of matters regarding fraud is concerned in LFAR?
(a)  The auditors have not found any instance of fraud. 

Hence, no reporting is to be made on potential risk areas. 
However, suspected fraud cases reported by branch, if 
any, to higher office during the year are to be stated along 
with details and status of investigation.

(b)  The auditors have not found any instance of fraud. 
Hence, no reporting is to be made on potential risk areas. 
However, suspected fraud cases reported by branch, if 
any, to higher office during the year are to be stated along 
with details and status of investigation. Besides, frauds 
detected/classified at branch but whose confirmation of 
reporting to RBI is not available from records of branch 
are also to be stated.

(c) The potential risk areas which might lead to perpetuation 
of fraud are to be reported. Further, suspected fraud 
cases reported by branch, if any, to higher office during 
the year are to be stated along with details and status 
of investigation. Besides, frauds detected/classified at 
branch but whose confirmation of reporting to RBI is not 
available from records of branch are also to be stated.

(d)  The potential risk areas which might lead to perpetuation 
of fraud are to be reported. Further, suspected fraud 
cases reported by branch, if any, to higher office during 
the year are to be stated along with details and status 
of investigation. Besides, frauds detected/classified at 
branch but whose confirmation of reporting to RBI is not 
available from records of branch need not be stated.

3.  In the context of foreign exchange transactions dealt in by 
the branch, identify which of the following statement is likely 
to be most appropriate?
(a) The auditor has to obtain from branch management a 

list of all “VOSTRO” accounts maintained/operated by 
branch.  A VOSTRO account is an account that a bank 
holds in foreign currency in another bank.

(b) The auditor has to obtain from branch management a 
list of all “NOSTRO” accounts maintained/operated by 
branch.  A NOSTRO account is an account that a bank 
holds in foreign currency in another bank.

(c) The auditor has to obtain from branch management a 
list of all “VOSTRO” accounts maintained/operated 
by branch.  A VOSTRO account is an account in local 
currency of the bank where money is being held.

(d) The auditor has to obtain from branch management a 
list of all “NOSTRO” accounts maintained/operated 
by branch.  A NOSTRO account is an account in local 
currency of the bank where money is being held.

4.  In the context of export procedures, which of the following 

statements is correct?
(a)  The terms “Shipping bill” and “Bill of export” are used 

interchangeably. There is no distinction between the two 
terms. Let Export Order (LEO) date cannot be before 
shipping bill date.

(b)  The terms “Shipping bill” and “Bill of export” have 
different purposes. Let Export Order (LEO) date can be 
before shipping bill date.

(c)  The terms “Shipping bill” and “Bill of export” have 
different purposes. Let Export Order (LEO) date cannot 
be before shipping bill date.

(d)  The terms “Shipping bill” and “Bill of export” have 
different purposes. Let Export Order (LEO) date can be 
either before or after shipping bill date.

5.  In terms of customs procedures, exporters and importers 
have to get themselves registered on a portal for filing various 
documents online. Which of the following statements is 
correct in this regard?
(a)  The importers and exporters have to get registered 

on portal of CBIC. It provides host of services like 
electronic filing of bill of entry, shipping bills and a web 
based common signer utility for signing all customs 
documents.

(b)  The importers and exporters have to get registered 
on portal of DGFT. It provides host of services like 
electronic filing of bill of entry, shipping bills and a web 
based common signer utility for signing all customs 
documents.

(c)  The importers and exporters have to get registered on 
portal of ICEGATE. It provides host of services like 
electronic filing of bill of entry, shipping bills and a web 
based common signer utility for signing all customs 
documents.

(d)  The importers and exporters have to get registered on 
portal of CBIC. It provides host of services like electronic 
filing of bill of entry, shipping bills and a web based 
common signer utility for signing all customs documents 
and facility of document tracking status.

Part B- Descriptive Questions
6.  What shall be the consequences for the company in respect 

of amount of `25.00 crore stuck up with one of its clients in 
an export trade for which duty draw back had been availed 
under Customs laws?

7.  The auditors want to change asset classification from 
“Standard” to “Sub-Standard” for M/s Poriborton Industries. 
Discuss.     
 

8.  Discuss what is understood by “quick mortality” and also 
list out reporting requirements in respect of such accounts 
in LFAR to be submitted by the auditor.  What could be 
probable significance of such reporting?

SUGGESTED ANSWERS / HINTS
Part A
1.  (d) It does not require reporting at all in LFAR by branch 

auditors.
 Reason: There is system in bank for stock audit of borrowers 

having sanctioned fund-based facility exceeding `5.00 crore. 
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However, inland letter of credit facility does not fall under 
fund-based facilities. Therefore, aggregate of fund-based 
facilities sanctioned to the borrower is `4.90 crore. Hence, 
stock audit is not applicable as per instructions laid down 
by Head office. There is no deviation and no reporting is 
required in LFAR.

2.  (c) The potential risk areas which might lead to perpetuation 
of fraud are to be reported. Further, suspected fraud cases 
reported by branch, if any, to higher office during the year 
are to be stated along with details and status of investigation. 
Besides, frauds detected/classified at branch but whose 
confirmation of reporting to RBI is not available from records 
of branch are also to be stated.

 Reason: As per LFAR reporting requirement relating to 
fraud discovered during the year under audit.

3.  (b) The auditor has to obtain from branch management a list 
of all “NOSTRO” accounts maintained/operated by branch.  
A NOSTRO account is an account that a bank holds in 
foreign currency in another bank.

 Reason: In respect of branches dealing in foreign exchange 
transactions, auditor has to obtain a list of NOSTRO accounts 
maintained/operated by branch. A NOSTRO account is an 
account that a bank holds in foreign currency in another bank. 

4.  (c) The terms “Shipping bill” and “Bill of export” have 
different purposes. Let Export Order (LEO) date cannot be 
before shipping bill date.

 Reason: The term “shipping bill” is used in case of export 
through air/sea. However, in case of export through land, 
term “Bill of export” is used. Let Export Order (LEO) date 
cannot be before shipping bill date. LEO date means the date 
on which custom clearance procedures have been completed 
with customs by filing shipping bill and other necessary 
documents with customs.

5.  (c) The importers and exporters have to get registered on 
portal of ICEGATE. It provides host of services like electronic 
filing of bill of entry, shipping bills and a web based common 
signer utility for signing all customs documents.

 Reason: The exporters and importers are registered on 
national portal of ICEGATE for filing shipping bills and other 
documents etc. 

Part B
6.  It is given in situation that company has not been able to 

realize `25.00 crore stuck up with overseas client based in 
US. 

 Under Rule 18 of Customs and Central Excise Duties 
Drawback Rules, 2017, where duty drawback has been paid 
to an exporter but the sale proceeds in respect of such goods 
have not been realised within period allowed under the 
FEMA, 1999, including any extension of such period, such 
draw back shall be recovered from such exporter.   

 Further in terms of Section 75A of Customs Act, 1962, 
interest at rate fixed under section 28AA shall also be 
recoverable along with duty drawback amount. The amount 
of interest shall have to be paid for the period beginning from 
the payment of duty drawback to the claimant till the date of 
recovery of such amount.

7.  As per RBI master circular relating to prudential norms on 
income recognition, asset classification and provisioning 
related to advances, the classification of an asset as NPA 
should be based on record of recovery. Bank should not 
classify an advance account as NPA merely due to existence 
of some deficiencies which are temporary in nature such as 
non-availability of drawing power based on latest available 
stock statement, balance exceeding limit temporarily, 
non-renewal of limits on due dates etc. In the case of M/s 
Poriborton Industries, drawing power is inadequate on 
basis of stock statement of February 2021 only. Hence, it is 
nature of temporary deficiencies. Hence, proposed action of 
auditors is not in line with above norms.

8. “Quick mortality” means that credit facilities sanctioned 
to a borrower have become non-performing within a short 
period time from date of its first sanction.  Such accounts 
where facility became non-performing within 12 months 
from date of first sanction are to be specifically reported in 
LFAR under “credit appraisal”.  The account number, account 
name and balances as at year end in respect of such accounts 
have to be reported.

 Its significance lies in the fact that it helps in highlighting 
and understanding serious short comings in credit appraisal.  
It means that credit appraisal may not have been carried 
out diligently leading to quick slippage of sanctioned credit 
facility to non-performing asset.

CASE STUDY-4

1) As from last many years, it has been observed that people are 
returning back to their own country. India, as evidenced by 
economists all over the world, is not only the world’s largest 
democracy but a country with untapped and unlimited 
economic potential. As there is a rising trend of companies 
in sectors such as pharmaceutical, manufacturing, 
automobiles, healthcare  shifting more and more research 
and development work to India .This trend is leading many 
Indians to return from overseas to lead prime projects. 

2) This situation is called as “reverse brain drain”. It is form 
of brain drain where human capital moves in reverse from 
a more developed country to a less developed country that 
is developing rapidly. People returning back to their home 
country may accumulate savings, earn skills as well as 
knowledge which can be used in their home country. This 
became possible in India only due to strategies and long-
term planning implemented by the Government to reverse 
the migration.

3) NRIs knowledge as well as experience can be applied in 
Indian context in numerous ways across all sectors whether 
it be managing MNC’s, new business start -ups, domestic 
industries etc. For attracting NRIs, developing countries like 
India always endeavour to create an environment which will 
provide ample rewarding opportunities for those who have 
earned knowledge and skills from overseas.
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4) Similarly, Mr. Pardeep, an NRI, had left India in 2004. He was 

living in U. K since then and finally moved back to India on 12th 
June 2020, where he had spent substantial part of his life. Mr. 
Pardeep was a non- resident in 9 years preceding the previous 
year 2020-21 but he visited India on various occasions and 
stayed in India for a total period amounting to 630 days during 
last 10 years preceding the previous year 2020-21. Mr Pardeep 
wants to spend rest of his life in his home country.

  He returned with one of his close friend Mr John. Mr John, 
a foreign national & a cricketer came to India as a member 
of England cricket team. Mr. John stayed in India for 59 days 
during the P.Y. 2020-2021. Mr John received R5 Lakhs for 
participation in matches in India. He also received Rs 1 Lakh 
for an advertisement of a product on TV. He contributed 
articles in a newspaper for which he received R10,000. When 
he stayed in India, he also won a prize of R10,000 from horse 
racing in Mumbai. He has no other income in India during 
the year.  

5) After reaching India, Pardeep visited one of his close friend 
Anuj who is Chartered Accountant by profession and he 
discussed all his details of income for the Financial Year 
2020-21:

 (i) Rental Income from the flat situated in London which 
was deposited in a bank there. The flat was given on rent 
by him after his return to India since July, 2020.

 (ii) Dividends on the shares of three German companies 
which are being collected in a bank account in London. 
He proposes to keep the dividend on shares in London 
with the permission of Reserve Bank of India. 

 (iii) He has got two sons, one of whom is of 12 years and 
other son is major. Both his sons are staying in London 
and not returning to India with him. Each of his sons is 
having income of R75,000 in U.K. (not received in India) 
and of R20,000 in India. 

 (iv) During the preceding accounting year when he was 
a non-resident, he had sold 1,000 shares which were 
acquired by him in British Pound Sterling and the sale 
proceeds were repatriated. The profit in term of British 
Pound Sterling on sale of these 1,000 shares was 175% 
of the cost at R37,500 while in term of Indian Rupees it 
was R50,000

6) Mr. Pardeep came back to his parental house in Punjab where 
his parents were staying with Pardeep’s younger brother, Mr. 
Gulshan. With the grace of god and blessings of parents, Mr 
Gulshan is also well settled in India. Presently, Mr Gulshan 
is managing a company i.e. Technologies Ltd being a director 
of company. Presently Technologies Ltd. has 9 directors. 
Company’s Board of Directors desire to increase the number 
of directors from 9 to 16. But the Company Secretary of 
the company informed the company’s Board of Directors 
that as per provisions of Companies Act, 2013, every public 
company shall have x number of minimum and y number of 
maximum directors. But if the company wants to appoint 
more than the specified limit i.e y , it can do so only  after 
passing special resolution

7) Technologies Ltd. has 2 divisions: Laptops and Mobiles. 
Division Laptops has been making constant profits while 
division Mobiles has been invariably suffering losses. The 

company called a meeting for the discussion on financials of 
the company.

 On 31st March, 2021, the division-wise draft extract of the 
Balance Sheet was:

 (R in crores)
Laptops Mobiles Total

Property, Plant and 
Equipment cost

500 1000 1500

Depreciation (450) (800) (1250)

Net Property, Plant and 
Equipment  
(A)

    50   200   250

Current assets: 400 1000 1400

Less: Current liabilities   (50) (800) (850)

(B)   350   200   550

Total
(A+B)

  400   400   800

Financed by:

Loan funds - 600 600

Capital : Equity Rs10 
each

50 - 50

Surplus 350 (200)  150

400   400 800

 The management has taken the decision to sell Division 
Mobiles along with its assets and liabilities for R50 crores to 
Mobize Ltd.  a new company, who will allot 2 crore equity 
shares of R10 each at a premium of  R15 per share to the 
members of Technologies Ltd. in full settlement of the 
consideration, in proportion to their shareholding in the 
company. One of the members of the Technologies Ltd. was 
holding 52% shareholding of the Company.

QUESTIONS
Part A- Multiple Choice Questions
1.  Tax liability of Mr. John for Assessment year 2021-22 would 

be:
(a)  R1,25,000
(b) R1,30,000
(c) R1,22,000
(d) R1,70,000

2.  With reference to information given in point (4),Income 
earned by Mr John in India would be subject to TDS. Income 
constituting R5,00,000 for participation in matches in India, 
R1,00,000 for an advertisement of a product on TV & R10,000 
from articles contributed in newspaper would be subject to 
TDS at the rate ………… (excluding health & education cess) 
& R10,000 from horse racing in Mumbai would be subject to 
TDS at the rate ………. (excluding health & education cess)
(a) 20%, Nil
(b) 20%, 20%
(c) 30%, 30%
(d) 30%, 20% 

3.  What would be the residential status of Mr. Pardeep for A.Y. 
2021-22?
(a) Non-Resident
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(b) Resident but ordinarily Resident
(c) Resident but not ordinarily Resident
(d) Resident because he is from Indian origin

4.  Business combinations involving entities or businesses 
under common control shall be accounted for using the 
pooling of interest method. The pooling of interest method is 
considered to involve the following:

 i. The assets and liabilities of the combining entities are 
adjusted to bring them to fair values 

 ii. The assets and liabilities of the combining entities are 
reflected at their carrying amounts 

 iii. The financial information in the financial statements 
in respect of prior periods should be restated as if 
the business combination had occurred from the 
beginning of the earliest period presented in the 
financial statements, irrespective of the actual date of 
the combination. However, if business combination had 
occurred after that date, the prior period information 
shall be restated only from that date.

 iv. The identity of the reserves shall be preserved and shall 
appear in the financial statements of the transferee in 
the same form in which they appeared in the financial 
statements of the transferor

 v. The reserves of transferor shall not be preserved and 
shall not appear in the financial statements of the 
transferee.

 vi. The difference, if any, between the amount recorded as 
share capital issued plus any additional consideration 
in the form of cash or other assets and the amount of 
share capital of the transferor shall be transferred to 
capital reserve.

 vii. The difference, if any, between the amount recorded as 
share capital issued plus any additional consideration 
in the form of cash or other assets and the amount of 
share capital of the transferor shall be transferred to 
Goodwill/General Reserve

 In the above context, which of the following is correct 
combination :
(a) (i), (iii),(iv),(vi)
(b) (ii),(iii),(iv),(vi)
(c) (ii),(iii),(iv),(vii)
(d) (i),(iii),(iv),(vi)

5.  With reference to information given in para (6),   x &  y  
equals to
(a) 2,12
(b) 2,15
(c) 3,15
(d) 3,12

Part B: Descriptive Questions
6.  Mr. Pardeep provides the sources of his various income 

earned during the P.Y. 2020-21 and seeks your opinion 
to know about his income tax liability thereon in India in 
assessment year 2021-22 assuming that he does not want to 
opt for the provisions of Section 115BAC.

7. With respect to sale of Mobiles Division to Mobize Ltd. 
and assuming that there are no other transactions, you are 

required to :
(a) Pass journal entries in the books of Technologies Ltd.
(b) Prepare the Balance sheet of Technologies Ltd after the 

entries in (a)
(c) Prepare the Balance sheet of Mobize Ltd.

Answers
1) b) R1,30,000
 Reason: Computation of tax liability of Mr John for the 

A.Y. 2021-22
Particulars R R

Income taxable under 
section 115BBA
Income from the participation 
in matches in India

5,00,000

Advertisement of product on 
TV

1,00,000

Contribution of articles in 
newspaper

   10,000 6,10,000

Income taxable under section 
115BB
Income from Horse races      10,000
Total Income 6,20,000
Tax @ 20% under section 115 
BBA on R6,10,000

   1,22,000

Tax @ 30% under section 115 
BB on income of R10,000 from 
Horse races

      3,000

Total 1,25,000
Add Health & Education cess 
@ 4%

        5,000

Total Tax Liability of Mr John 
for the A.Y. 2021-22

   1,30,000

2) a) 20%, Nil
 Reason: Income referred to in Section 115BBA (i.e., 

R6,10,000, in this case) is subject to tax deduction at 
source @ 20% under section 194E.

 Income referred to in section 115BB (i.e., R10,000, in this 
case) is not subject to tax deduction at source since it 
does not exceed R10,000.

3) C) Resident but not ordinarily Resident
 Reason: Mr Pardeep returned to India on 12th June 2020 

for permanently residing in India after staying in UK for 
16 years. During the P.Y, 2020-21, he stayed in India 
for 293 days. Since he has stayed in India for a period 
of 182 days or more during the previous year 2020-21, 
he would be a resident in India for the A. Y. 2021-
22. However, he would be a resident but not ordinarily 
resident because he was a non -resident in nine out of 
ten previous year preceding the P.Y 2020-21 or his stay 
in India during the 7 previous years is less than 730 days. 
The residential status of Pardeep for A.Y. 2021-22 is, 
therefore, Resident but not Ordinarily Resident.

4) Answer (b)  (ii),(iii),(iv),(vi)
 Reason: Business combinations involving entities or 

businesses under common control shall be accounted 
for using the pooling of interest method .The pooling of 
interest method is considered to involve the following:
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 (a) The assets and liabilities of the combining entities 

are reflected at their carrying amounts.
 (b) The financial information in the financial statements 

in respect of prior periods should be restated as 
if the business combination had occurred from 
the beginning of the earliest period presented in 
the financial statements, irrespective of the actual 
date of the combination. However, if business 
combination had occurred after that date, the prior 
period information shall be restated only from that 
date.

 (c) The identity of the reserves shall be preserved 
and shall appear in the financial statements of the 
transferee in the same form in which they appeared 
in the financial statements of the transferor

 (d) The difference, if any, between the amount 
recorded as share capital issued plus any additional 
consideration in the form of cash or other assets 
and the amount of share capital of the transferor 
shall be transferred to capital reserve.

5)  c) 3,15
 Reason: As per Section 149(1) of Companies Act, 2013 

every public company shall have
   Minimum Directors -3
 and Maximum directors -15
 However, the company can appoint more than 15 

directors by passing special resolution.

Descriptive Answers
6) As per section 5(1), only income which is received/ 

deemed to be received/ accrued or arisen/ deemed to 
accrue or arise in India is taxable in case of resident but 
not ordinarily resident. Income which accrues or arises 
or received outside India shall not be included in his total 
income.

 (i) Rental income from a flat in London which was 
deposited in a bank there shall not be taxable in the 
case of a resident but not ordinarily resident, since 
both the accrual and receipt of income are outside 
India.

 (ii) Dividends from shares of three German companies, 
collected in a bank account in London, would also 
not be taxable in the case of a resident but not 
ordinarily resident since both the accrual and receipt 
of income are outside India. 

 (iii) As per section 64 (1A), all income accruing or 
arising to a minor child is includible in the hands of 
the parent, after providing for deduction of R1,500 
per child under section 10 (32)

  Accordingly, income of R20,000 accruing to his 
minor son, aged 12 years, in India is includible in 
the income of Pardeep, after providing a deduction 
of R1,500. Therefore, R18,500 is includible in the 
income of Pardeep. Income accruing to the minor 
child outside India (which is also received outside 
India) is not includible in the income of Mr Pardeep. 

As given, his other son is a major son and hence, his 
income is not includible in the income of Pardeep
 (iv) Repatriation of sale proceeds of 1,000 shares sold in 

the preceding accounting year, when Pardeep was 

a non- resident, is not taxable in the A.Y. 2021-22 
since it is not the income of the P.Y.2020-21.

 Consequently, only the income includible under section 
64 (1A) would form part of the total income of Mr. 
Pardeep for A.Y. 2021-22. Since his total income (i.e., 
R18,500) is less than the basic exemption limit, there 
would be no liability to income-tax for A.Y. 2021-22.

7) Journal of Technologies Ltd.
(R in crores)
Dr. Cr.

(1) Loan Funds                           Dr. 600
Current Liabilities                Dr. 800
Provision for Depreciation  Dr. 800
     To Property, Plant 
      and Equipment

1000

      To Current Assets 1000
      To Capital Reserve 200
(Being division Mobiles along 
with its assets and liabilities 
sold to Mobize Ltd. for R50 
crores)

Notes :
1) In the given scenario, this demerger will meet the 

definition of common control transaction. Accordingly, 
the transfer of assets and liabilities will be derecognized 
and recognized as per book value and the resultant loss 
or gain will be recorded as capital reserve in the books of 
demerged entity (Technologies Ltd).

 Technologies Ltd.
Balance sheet after reconstruction (R in crores)

ASSETS Note 
No.

Amount 

Non-current assets
 Property, Plant and 
                  Equipment

50

Current assets
 Other current assets 400 
     450
EQUITY AND LIABILITIES
Equity
 Equity share capital (of 
                   face value of Rs 10 each)

50

 Other equity (Surplus) 1 350
Liabilities
Current liabilities
 Current liabilities     50

 450

Notes to Accounts
(R in crores)

1. Other Equity 
Surplus (350-200) 150
Add: Capital Reserve on 
reconstruction  

200

350

 Notes to Accounts: Consequent on transfer of Division 
Mobiles to newly incorporated company Mobize Ltd., 
the members of the company have been allotted 2 crore 
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equity shares of R10 each at a premium of  R15 per share 
of Mobize  Ltd., in full settlement of the consideration in 
proportion to their shareholding in the company.

Balance Sheet of Mobize Ltd.
(R in crores)

ASSETS Note 
No.

Amount 

Non-current assets
 Property, Plant and 
                  Equipment

200

Current assets
 Other current assets 1000 
     1200
EQUITY AND LIABILITIES
Equity
 Equity share capital (of 
                   face value of Rs 10 each)

1 20

 Other equity 2 (220)
Liabilities
Non-current liabilities
 Financial liabilities
 Borrowings 600
Current liabilities
 Current liabilities     800

 1200

Notes to Accounts

(R in crores)

1. Share Capital:

Issued and Paid-up capital

2 crore Equity shares of  Rs 10 
each fully paid up

20

(All the above shares have been 
issued for consideration other 
than cash, to the members of 
Technologies Ltd. on takeover 
of Division Mobiles from 
Technologies Ltd.) 

2 Other Equity:

Securities Premium 30

Capital reserve [50- (1200 – 
1400)]

(250)

(220)

Working Note:
In the given case, since both the entities are under common 
control, this will be accounted as follows:
a) All assets and liabilities will be recorded at book value.
b) Identity of reserves to be maintained.
c) No goodwill will be recorded.
d) Securities issued will be recorded as per the nominal 

value.

neWs UPDAtes  
ECONOMIC UPDATES  

•	 Depositors	to	get	up	to	Rs	5	lakh	within	90	days	if	bank	
under moratorium. The Union Cabinet has cleared the 
Deposit Insurance and Credit Guarantee Corporation 
(DICGC) Bill, 2021, which will allow depositors to 
withdraw up to Rs 5 lakh in 90 days.

 Source:https://www.business-standard.com/article/
economy-policy/depositors-to-get-up-to-rs-5-lakh-within-
90-days-if-bank-under-moratorium-121072801218_1.
html

•	 IMF	Cuts	India’s	FY	22	forecast	to	9.5%	from	12.5%	citing	
the severe second Covid-19 wave during March-May. The 
global growth forecast remained unchanged at 6% for the 
calendar 2021. 

 Source:https://www.thehindu.com/business/Economy/
imf-cuts-indias-gdp-growth- forecast-to-95-for-fy22/
article 35564592.ece

•	 Reserve	bank	of	India	announces	Digital	Payment	Index	
(RBI-DPI Index) from from March 2021. The RBI-DPI has 
been constructed with March 2018 as the base period, i.e., 
DPI score for March 2018 is set at 100. Going forward, 
RBI-DPI shall be published on RBI’s website on a semi-

annual basis from March 2021 onwards with a lag of 4 
months.

 Source:https://www.rbi.org.in/Scripts/BS_PressRelease 
Display.aspx?prid=50901

•	 Corporate	 houses	 spend	 a	 huge	 sum	 on	 Corporate	
Social Responsibility (CSR) for the welfare of workers 
and local people in the country. Rs 21,231 crore spent by 
21,349 companies on CSR funds in 2019-20. As per the 
Act, financial statements and board report containing 
disclosure about CSR, for the ongoing financial year 2021-
22, are required to be filed only after the end of financial 
year.  

 Source:https://pib.gov.in/PressReleaseIframePage.
aspx?PRID=1736935

•	 The	 Finance	 ministry	 has	 introduced	 Taxation	 Law	
(Amendment) Bill 2021 to do away with retrospective tax 
demand provisions. It also proposes to refund the amount 
paid by companies facing trial in these cases without 
interest thereon. 

 Source:https://timesofindia.indiatimes.com/business/
india-business/centre-introduces-bil l - to-scrap-
retrospective-tax-law/articleshow/85069433.cms



 20   September 2021  The Chartered Accountant Student

 ADVAnCeD ACCoUntIng   
CA INTERMEDIATE  - PAPER 5 - ADVANCED ACCOUNTING

ChAPTER 4: BUYBACk OF SECURITIES AND EqUITY ShARES wITh DIFFERENTIAL RIGhTS

In a pursuit to provide quality academic inputs to the students to help them in grasping the intricate aspects of the subject, 
Board of Studies bring forth a crisp and concise capsule on Paper 5 'Advanced Accounting’ at Intermediate level. The significant 
points of the topics of Buy-back of Securities and Equity shares with differential rights; Amalgamation of companies and 
Accounting for reconstruction of companies have been covered in this Capsule through pictorial presentations. The capsule 
has been prepared keeping in view the new and revised scheme of Education and Training of ICAI, however the students of 
earlier scheme may also be benefitted from it. This capsule, though, facilitates the students in undergoing quick revision, 
under no circumstances, such revisions can substitute the detailed study of the material provided by the Board of Studies.

Buy-Back of Shares

Buy-back of shares means

 When shares are bought back by a company, they have to 
be cancelled by the company.

 Thus, shares buy-back results in decrease in share capital 
of the company.

A company cannot buy its own shares for the purpose of 
investment.

A company having sufficient cash may decide to buy-back 
its own shares.

•	 purchase	of	its	own	shares
•	 by	a	company

Objectives of buy-back of shares

(a) to increase earnings per share if there is no dilution 
in company’s earnings as the buy-back of shares 
reduces the outstanding number of shares.

(b) to increase promoters holding as the shares 
which are bought back are cancelled.

(c) to discourage others to make hostile bid to take 
over the company as the buy-back will increase the 
promoters holding.

(d) to support the share price on the stock exchanges 
when the share price, in the opinion of company 
management, is less than its worth, especially in the 
depressed market.

(e) to pay surplus cash to shareholders when the company 
does not need it for business.

The Companies Act, 2013 
permits companies to buy-back 
their own shares and other 
specified securities out of:
(i) its free reserves; or
(ii) the securities premium 

account; or
(iii) the proceeds of the issue of 

any shares or other specified 
securities.

Note: No buy-back of any kind of shares or other specified securities 
shall be made out of the proceeds of an earlier issue of the same kind 
of shares or same kind of other specified securities. 

Important provisions of the Companies Act relating to the buy-back 
are:
(1) No company shall purchase its own shares or other specified 

securities unless—

(a) the buy-back is authorised by its articles;

(c) the buy-back must be equal or less than twenty-five per cent 
of the total paid-up capital and free reserves of the company; 
(Resource Test)

(d) further, the buy-back of shares in any financial year must not 
exceed 25% of its total paid-up capital and free reserves; (Share 
Outstanding Test)

(e) the ratio of the debt owed by the company (both secured and 
unsecured) after such buy-back is not more than twice the total 
of its paid-up capital and its free reserves; (Debt-Equity Ratio 
Test)

 Note: Central Government may prescribe a higher ratio of the 
debt than that specified under this clause for a class or classes 
of companies. Debt here should include both long-term debt as 
well as short term debt.

(b) a special resolution has been passed in general meeting of the 
company authorising the buy-back;

 However, the above provisions do not apply where the buy-
back is ten percent or less of the paid-up equity capital + free 
reserves and is authorized by a board resolution passed at a 
duly convened meeting of the directors. Hence, in case the buy-
back is up to 10% of paid up equity + free reserves, the same 
may be done with the authorization of the Board Resolution 
without the necessity of its being authorized by the articles of 
association of the company and by a special resolution of its 
members passed at a general meeting of the company.
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(f) all the shares or other specified securities for buy-back are fully 
paid-up;

(g) the buy-back of the shares or other specified securities listed 
on any recognised stock exchange is in accordance with the 
regulations made by the Securities and Exchange Board of 
India in this behalf;

(h) the buy-back in respect of shares or other specified securities is 
in accordance with the guidelines as may be prescribed.

 Provided that no offer of the buy-back under this sub section 
shall be made within a period of one year reckoned from the date 
of closure of a previous offer of buy-back if any.

(2) Every buy-back shall be completed within twelve months from 
the date of passing the special resolution, or the resolution 
passed by the board of directors.

(3) The buy-back may be—

(a) from the existing security holders on a proportionate 
basis; or

(b) from the open market; or

(c) by purchasing the securities issued to employees of 
the company pursuant to a scheme of stock option or 
sweat equity.

(4) Where a company purchases its own shares out of the free 
reserves or securities premium account, a sum equal to the 
nominal value of shares so purchased shall be transferred to the 
Capital Redemption Reserve Account and details of such account 
shall be disclosed in the Balance Sheet.

(5) The shares or other specified securities which are proposed to 
be bought-back must be fully paid-up.

(6) The Capital Redemption Reserve Account may be applied by 
the company in paying up unissued shares of the company to be 
issued to members of the company as fully paid bonus shares.

•	 As	 per	 the	 Companies	 Act	 2013,	 companies	 can	 issue	 equity	
shares with differential rights subject to the fulfilment of certain 
conditions. Companies (Share Capital and Debentures) Rules, 
deals with equity shares with differential rights.

•	 Differentiation	 can	 be	 done	 by	 giving	 a	 superior	 dividend	 /	
Superior voting right / diluted voting right to a class of equity 
shareholders.

(7) Premium (excess of buy-back price over the par value) paid on 
buy-back should be adjusted against free reserves and/or securities 
premium account. Revaluation reserve represents unrealized profit 
and hence it cannot be used for buy-back of securities.

(8) No company shall directly or indirectly purchase its own shares 
or other specified securities—

(a) through any subsidiary company including its own subsidiary 
companies; or

Definitions
(a) Specified Securities

(b) Free Reserves

Issue of Equity Shares with Differential Rights

“Free reserves*” means such reserves which, as per the latest 
audited balance sheet of a company, are available for distribution 
as dividend: 

Provided that- (i) any amount 
r e p r e s e n t i n g 
unrealised gains, 
notional gains 
or revaluation of 
assets, whether 
shown as a reserve 
or otherwise, or

(ii) any change in carrying 
amount of an asset or 
a liability recognised in 
equity, including surplus in 
profit and loss account on 
measurement of the asset 
or the liability at fair value, 
shall not be treated as free 
reserves.

“specified securities” includes

 other securities as may be notified by the Central 
Government from time to time

 employees’ stock option or

Share capital 
is of two types 
– equity and 
preference. 

Preference share 
capital with 

reference to any 
company limited 

by shares, 
means that part 

of the issued 
share capital of 
the company 

which carries or 
would carry a 

preferential right 
with respect to

(i) Payment of dividend, either as 
a fixed amount or an amount 
calculated at a fixed rate, which 
may either be free of or subject 
to income-tax; and

(ii) Repayment, in the case of a 
winding up or repayment of 
capital, of the amount of the 
share capital paid-up or deemed 
to have been paid-up, whether 
or not, there is a preferential 
right to the payment of any 
fixed premium or premium on 
any fixed scale, specified in the 
memorandum or articles of the 
company.

(b) through any investment company or group of investment 
compa nies; or

(c) if a default is subsisting, in repayment of deposit or interest payable 
thereon, redemption of debentures or preference shares or payment of 
dividend to any shareholder or repayment of any term loan or interest 
payable thereon*.

(i) With voting rights; or
(ii) With differential rights as to dividend, voting or otherwise 

in accordance with such rules as may be prescribed

The Companies Act, 2013 defines equity share capital to include two 
types viz.,
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Voting Rights

According to the provisions of the Companies Act:

(i) Every member of a company 
limited by shares and holding 
equity share capital therein, 
shall have a right to vote on 
every resolution placed before 
the company; and

(ii) His voting right on a poll 
shall be in proportion to his 
share in the paid-up equity 
share capital of the company.

Normally preference shareholders have superior financial rights 
but less management control rights. Every member of a company 
limited by shares and holding any preference share capital therein 

shall, in respect of such capital, have a restrictive right to vote 
only on resolutions placed before the company:

a . W h i c h 
directly affect 
the rights 
attached to 
his preference 
shares or

b. Any 
resolution for 
the winding 
up of the 
company or

c. For the 
repayment or

d. Reduction 
of its equity 
or preference 
share capital.

Amalgamation means an amalgamation pursuant to the provisions of 
the Companies Act 2013 or any other statute which may be applicable 
to companies and includes merger. 
•	 Amalgamation	 refers	 to	 the	 process	 of	merger	 of	 two	 or	more	

companies into a single entity or where one company takes over 
the other by outright purchase. 

The accounting for amalgamation depends on whether amalgamation 
is in the nature of merger or in the nature of purchase.

The accounting for amalgamation depends on whether amalgamation 
is in the nature of merger or in the nature of purchase.

Companies Act defines “voting right,” as the right of a member of 
a company to vote in any meeting of the company or by means of 
postal ballot.

Equity shares have a general voting right, whereas preference 
shares have restrictive voting rights.

ChAPTER 5: AMALGAMATION OF COMPANIES

the term 
‘amalgamation’ 

contemplates two 
kinds of activities: 

two or more 
companies join 
to form a new 
company or

absorption and 
blending of one by 

the other. 

In amalgamation we have 
generally two companies called as 

Types of Amalgamation

Vendor or Transferor 
Company

Amalgamation in the 
nature of merger 

Vendee or Transferee 
Company

Amalgamation in the 
nature of purchase

The concept given above can be understood from the following table of differences-

Basis Amalgamation Absorption External Reconstruction

Meaning Two or more companies are wound 
up and a new company is formed to 
take over their business.

In this case an existing company 
takes over the business of one or 
more existing companies.

In this case, a newly formed company 
takes over the business of an existing 
company.

Number of new 
resultant companies

Only one resultant company 
is formed. Two companies are 
wound up to form a single resultant 
company.

No new resultant company is 
formed.

Only one resultant company is 
formed. Under this case a newly 
formed company takes over the 
business of an existing company.

Objective Amalgamation is done to cut 
competition & reap the economies 
in large scale.

Absorption is done to cut 
competition & reap the 
economies in large scale.

External reconstruction is done to 
reorganize the financial structure of 
the company.

AS 14 defines the term purchase consideration as the “aggregate of the shares and other securities issued and the payment made in 
the form of cash or other assets by the transferee company to the shareholders of the transferor company”. 

In simple words, it is the price payable by the transferee company to the transferor company for taking over the business of the 
transferor company.  

Purchase Consideration
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It is important to note that the amount paid towards the equity shareholders and preference shareholders is only considered as part of the 
purchase consideration as per the definition under AS-14. Hence, it should be noted that purchase consideration does not include the sum 
which the transferee company will directly pay to the debenture-holders or creditors of the transferor company. If a certain liability of the 
transferor company has not been taken over by the transferee company it will be discharged by the transferor company.

The purchase consideration can be computed in the following methods-

• The transferee company agrees to pay a lumpsum/fixed amount to shareholders of the transferor 
company.

• The transferee company makes individual payments to the equity shareholders and preference 
shareholders either by way of cash, issue of shares and debentures.

• The purchase consideration is arrived based on the value of the assets less the outside liabilities 
(excluding share capital and reserves) taken over by the transferee company. As per AS 14, the value 
of the assets and liabilities shall be at the value as agreed between the two parties. If there is no value 
agreed, then assets and liabilities taken at the book value. 

• Under this method, the purchase consideration is calculated at the intrinsic value of shares of the 
transferor or transferee company. The ratio of shares to be issued is computed and multiplied with 
intrinsic value.

Lumpsum method

Net payment 
method

Net assets method

Intrinsic value 
method 

Any of the methods or a combination of the above methods can be used by the companies to calculate the purchase consideration.

There are two main methods of accounting for amalgamation viz,

The first method is used in case of amalgamation in the nature of merger where the conditions as per AS-14, required are fulfilled and the second 
method is used in case of amalgamation in the nature of purchase.

Methods of Accounting for Amalgamations

Methods of accounting for Amalgamation

Pooling of interests 
method Purchase method

Amalgamation in the nature of merger is an amalgamation which satisfies all the following conditions. 
(i) All the assets and liabilities of the transferor company become, after amalgamation, the assets and liabilities of the transferee 

company. 
(ii) Shareholders holding not less than 90% of the face value of the equity shares of the transferor company (other than the equity 

shares already held therein, immediately before the amalgamation, by the transferee company or its subsidiaries or their nominees) 
become equity shareholders of the transferee company by virtue of the amalgamation. 

(iii) The consideration for the amalgamation receivable by those equity shareholders of the transferor company who agree to become 
equity shareholders of the transferee company is discharged by the transferee company wholly by the issue of equity shares in the 
transferee company, except that cash may be paid in respect of any fractional shares. 

(iv) The business of the transferor company is intended to be carried on, after the amalgamation, by the transferee company. 
(v) No adjustment is intended to be made to the book values of the assets and liabilities of the transferor company when they are 

incorporated in the financial statements of the transferee company except to ensure uniformity of accounting policies. 
Amalgamation in the nature of purchase is an amalgamation which does not satisfy any one or more of the conditions specified above. 
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In case of pooling method- the amount to be adjusted against the reserves- can be computed in the following 3 steps- 

Purchase Method

Step I- Equity Share 
capital + Preference 
share capital issued+ 
any other additional 

consideration in form of 
cash and other assets by 
the Transferee Company.

Step II- Existing Equity 
share capital + Existing 

Preference share 
capital in the books of 
Transferor Company.

Step III- Step I- Step II= 
amount to be adjusted 

from the reserves of 
Transferee company.

Assets and 
Liabilities

• Assets and liabilities of the trans feror company should be incorporated at 
their existing carrying amounts or the purchase consideration should be 
allocated to individual identifiable assets and liabilities on the basis of their 
fair values at the date of amalgamation. 

In case of purchase method- the amount to be transferred to capital reserve or to be recorded as Goodwill- can be computed as

Find out the Net assets 
amount using the 

following formula- Total 
assets- Outside liabilities 
(Non-current liabilities + 

Current Liabilities)

Compute the purchase 
consideration using 
any of the methods 

as given under 
Purchase consideration 

computation

If Step I- Step II= Positive amount- then it is capital 
reserve- since the assets received more than the amount 

paid as purchase consideration to acquire them.

If Step I- Step II= Negative amount- then it is to be 
recorded as Goodwill (intangible asset) - since the 

amount paid for acquiring business is more than the net 
assets, which is technically due to its goodwill.

Step IIStep I Step III

Treatment of reserves under purchase method-

No reserves, other than statutory reserves, of the transferor company 
should be incorporated in the financial statements of transferee-company. 

The balance of Profit and Loss account, general reserves of the transferor company are not recorded at all.

1. Though, normally, in an amalgamation in the nature of purchase, the identity of reserves is not preserved, an exception 
is made only in respect of statutory reserves and such reserves shall retain their identity in the financial statements of the 

transferee company in the same form in which they appeared in the financial statements of the transferor company, till 
the time their identity is required to be maintained to comply with the relevant statute. 

2. ‘Amalgamation Adjustment Reserve’ is debited to bring in the statutory reserves of the transferor company. This is 
represented as deduction from the reserves of the transferee company after amalgamation. 

3. This exception is made only in those amalgamations where the requirements of the relevant statute for recording 
the statutory reserves in the books of the transferee company are complied with. Statutory reserves of the transferor 
company should be incorporated in the balance sheet of transferee company by way of the following journal entry.

Amalgamation Adjustment Reserve A/c Dr.
         To Statutory Reserves

4. Once after the time period to show such statutory reserves is over, both the reserves and the aforesaid account are 
reversed. Amalgamation Adjustment Reserve’ has to be shown as a separate line item - which implies, that this debit 

"cannot be set off against statutory reserve taken over" and therefore, the presentation will be as follows

Pooling of Interest Method
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Reserves
Description Amount (Current year) Amount (Previous Year)
Statutory Reserve (taken over from transferor company)
General Reserve
Retained Earnings
Amalgamation Adjustment Reserve (negative balance) (--) (--)

Journal Entries to close the books of Vendor Company

In case of amalgamation under 
any of the above methods, 

there shall be an accounting 
treatment both in the books of 
vendor (transferor) and vendee 

(transferee) companies.

Since the books of the 
vendor will be closed upon 
amalgamation- the assets 

and the liabilities at the book 
values are transferred to a 

separate account called as the 
“Realization account”.

The purchase consideration 
receivable is credited to the 

Realization account. On the receipt 
of the purchase consideration, it is 
debited to equity shareholders and 
preference shareholders’ account. 
The balance of realization account 
(either profit/loss) is transferred to 
the equity shareholders’ account.

3. Debit purchasing company and credit Realization Account with the purchase consideration.
4. On receipt of the purchase consideration debit what is received (cash, debentures, shares etc.) and credit the purchasing company. 
5. Expenses of Liquidation-

Those assets and liabilities which are not taken over by vendee company but settled by the vendor company are shown in the books of the 
vendor only. 
1. Open Realization Account and transfer all assets at book value.

Exception: If cash is not taken over by the purchasing company, it should not be transferred.

Note: Profit and Loss Account (Dr.) and expenses not written off are not assets and should not be transferred to the Realization 
Account.

  
2. Transfer to the Realization Account the liabilities which the purchasing company is to take over. 

In case of the provisions, the portion 
which represents liability expected to 

arise in future should be so transferred 
and the portion which is not required 

should be treated as profit. 

For liabilities not taken over by the 
purchasing company, the profit or loss 
on discharge of such liabilities shall be 

transferred to Realization Account

Expenses of liquidation 
have to be dealt with 

according to the 
circumstances of each case. 

If vendor company has to 
bear and pay

Realization Account should be debited 
and Cash Account credited.

It may be ignored in the books of the 
vendor company.

If the expenses are to be paid first by 
the vendor company and afterwards 

reimbursed by the purchasing company, 
the following two entries will be passed:

Debit Purchasing company 
and credit Cash Account when 
expenses are paid by the vendor 
company; and

Debit Cash Account and credit 
purchasing company (on the 
expenses being reimbursed). 

If the expenses are to be borne 
by the purchasing company, the 

question may be dealt within one 
of the two ways mentioned as
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In the books of the purchasing/ vendee/ transferee company, the assets and liabilities which are taken overs are recorded at the agreed values 
and where there is no agreed value then at the book values. 
1. Debit Business Purchase Account and Credit Liquidator of the vendor company with the account of the purchase consideration. 
2. 

3. On the payment to the vendor company the balance at its credit, the entry to be made for payment of cash and issue of shares in satisfaction 
of purchase consideration.

4. If the purchasing company is required to pay the expenses of liquidation of the vendor company, the amount should be debited to the 
Goodwill or Capital Reserve Account, as the case may be. 

Entries in the books of Purchasing Company

Debit assets acquired (except goodwill) at the value placed on them by the 
purchasing company;

Credit liabilities taken over at agreed values and credit Business Purchase 
Account with the amount of purchase consideration; and

If the credit as per (ii) above exceed debits as per (i) above, the difference 
should be debited to Goodwill Account, in the reverse case, the difference 
should be credited to Capital Reserve.

i.

ii.

6.  Liabilities not assumed by the purchasing company, have to be paid off. On payment, debit the liability concerned and credit cash. Any 
difference between the amount actually paid and the book figure must be transferred to the Realization Account. 

7. Credit the preference shareholders with the amount payable to them, debiting Preference Share Capital with the amount shown in the 
books, transferring the difference between the two, if any, to the Realization Account.

• In the absence of any indication to the contrary, prefer ence shareholders will be entitled only to the capital contributed by them. 
But if funds available after paying off creditors are not sufficient to satisfy the claim of preference shareholders fully, they will have 
to suffer a loss to the extent of the deficit.

8. Pay off preference shareholders by debiting them and crediting whatever is given to them. 
9. Transfer equity share capital and account representing profit or loss (including the balance in Realization Account) to Equity Shareholders 

Account. This will determine the amount receivable by the equity shareholders.
10. On satisfaction of the claims of the equity shareholders, debit their account and credit whatever is given to them.

Typical adjustments which shall be noted while working out the problems-

Inter Company-owing

• If the purchasing company owe an amount to the vendor company or vice versa, the amount will be included 
in the book debts of one company and trade payables of the other. This should be adjusted by the entry:

• Trade payables Dr.
 To Trade receivables 
• The entry should be made after the usual acquisition entries have been passed. At the time of preparing the 

Realization Account and passing the business purchase entries, no attention need be paid to the fact that 
the two companies involved owed money mutually.

Adjustment of the value 
of stock 

• Inter-company owings arise usually from purchase and sale of goods; it is likely, therefore, that at the time, 
of the sale of business, the debtor company also has goods in stock which it purchased from the creditor 
company - the cost of the debtor company will include the profit made by the creditor company. After the 
takeover of the business it is essential that such a profit is eliminated. The entry for this will be made by the 
purchasing company. If it is the vendor company which has such goods in stock, at the time of passing the 
acquisition entries, the value of the stock should be reduced to its cost to the company which is acquiring the 
business; automatically goodwill or capital reserve, as the case may be, will be adjusted. But if the original 
sale was made by the vendor company and the stock is with the company acquiring the business, the latter 
company will have to debit Goodwill (or Capital Reserve) and credit stock with the amount of the profit 
included in the stock.

Inter-company Loans

• Where there is any loan taken by the transferor company from the transferee company then the amount of 
the loan shall be taken over by the transferee company and adjustment entry to be passed as follows-

• Loan (liability of Transferor co) A/c Dr XXX
 To Loans and advances (assets)  XXX
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Internal Reconstruction

External reconstruction

Meaning of Reconstruction

Reconstruction is a process by which affairs of a company are reorganized by revaluation of assets, 
reassessment of liabilities and by writing off the losses already suffered, by reducing the paid-up value of 
shares and/or varying the rights attached to different classes of shares. 

The object of reconstruction is usually to reorganize capital or to compound with creditors so that 
company can be bailed out from present situation without winding up the existing company. 

Types of 
Reconstruction

ChAPTER 6 INTERNAL RECONSTRUCTION

For properly deploying the process of internal reconstruction, following methods are generally employed or used simultaneously: 

Methods of Internal Reconstruction

Difference Between Internal and External Reconstruction

Basis Internal Reconstruction External Reconstruction
Liquidation and formation 
of new company

The existing company is not liquidated rather the 
capital and debt structure is changed.

The existing company is liquidated to form a new company 
in which the existing shareholders become shareholders of 
new company as well.

Reduction of capital and 
varying rights

There is certain reduction of capital and sometimes 
the outside liabilities like debenture holders may 
have to reduce their claim in this scheme.

There is no reduction of capital. In fact, there may be 
addition of fresh share capital of the company. The 
shareholders need not vary their rights in company

Methods of Internal Reconstruction

Alteration of 
Share Capital

Sub-division and 
Consolidation of 

Shares

Variation of 
Shareholders’ rights

Conversion of 
share into stock 

or vice-versa

Reduction of 
Share Capital

Compromise/ 
Arrangement

Surrender of 
Shares
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According to the Companies Act 2013, a limited company can alter its share capital, if so authorized by its Articles, by passing a resolution in 
the general meeting.

Sub-division and Consolidation of Shares

Conversion of Fully Paid Shares into Stock and Stock into Shares

Alteration of Share Capital

The existing share capital can be sub-divided or consolidated into the shares into those of a smaller or higher denomination than 
that fixed by the Memorandum of Association, so long as the proportion between the paid up and unpaid amount, if any, on the 
shares continues to be the same as it was in the case of the original shares.

According to the provisions of the Companies Act, 2013, a company can convert its fully paid shares into stock and reconversion 
of stock into shares. If authorized by its Articles, a company may, in a general meeting by passing an ordinary resolution, can 
convert its fully paid shares into stock and reconversion of stock into shares. Stock is the consolidation of the share capital into 
one unit divisible into parts. 
A company can convert its fully paid shares into stock. Upon the company converting its shares into stock, the book-keeping 
entries merely record the transfer from share capital account to stock account.

The Companies Act, 2013 lays down the procedure in respect of 
reduction of share capital. Subject to confirmation by the Tribunal 
on an application by the company, a company may, by a resolution, 
reduce the share capital in the following manner-

Generally, reduction in share capital is followed when a company has 
been suffering losses continuously for a long time and capital is not 
truly represented by its assets. In such a case, any scheme for capital 
reduction should write-off that portion of capital which is already 
lost

This reduction is a sacrifice by the shareholders and the amount of 
reduction or sacrifice is credited to a new account called Capital 
Reduction Account (or Reconstruction Account). Reconstruction 
account is a new account opened to transfer the sacrifice made by 
the shareholders for that part of capital which is represented by lost 
assets.

Reduction of Share Capital
• The Companies Act, 2013 provides that 

when a company has issued different 
classes of shares with different rights or 
privileges attached to such shares e.g. 
rights as to dividend, voting rights etc., 
any of such right may be changed in any 
manner.

Variation of 
Shareholders 

Rights

The company may

Change rate 
of dividend on 

preference shares

convert cumulative 
preference shares 

into non-cumulative 
preference shares 

(a)Debit (Old)% Cum. Pref. 
Share Capital Account

Credit (New)% Cum. Pref. 
Share Capital Account

(b)Debit …% Cum. Pref. 
Share Capital Account

Credit …% Non-cum. Pref. 
Share Capital Account

without changing the amount of share capital by passing the following 
journal entries:

Extinguishing or reducing the liability of the 
shareholders in respect of unpaid amount on the 
shares held by them

Paying off any paid-up share capital which 
is in excess of its requirements

Cancelling any paid-up share capital which 
is lost or is unrepresented by available assets
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The accounting treatment is as follows:

(a) When liability 
of the shareholders 
is extinguished or 
reduced in respect 
of unpaid amount 
on the shares held 

by them: 

(b) When excess 
paid up capital is 

paid off: 

(c ) When the 
paid up capital 
which is lost or 

not represented is 
cancelled: 

Here the 
shareholders 
are not called 
upon to pay 
the unpaid 
amount on 

shares held by 
them in future. 
For example, 
a company 
decides to 

reduce ` 10 
per share, into 
` 7.5 per share 

fully paid up, by 
cancelling the 

unpaid amount 
of ` 2.5 per 

share. 

When it is not 
possible for 

the company 
to employ 

profitably its 
paid up capital, 

then in such case 
it may decide 
to refund the 

excess capital to 
its shareholders. 
For example, a 

company having 
fully paid-up 
share of ` 10 

each, decides to 
pay-off ` 2 per 
share to make 
it of ` 8 fully 

paid-up. 

Reduction in 
paid up value 
only- Here the 
nominal value 

of the share 
remains the same 
and only the paid 
value is reduced. 

For example, 
the shareholders 

may agree to 
reduce the paid 
capital of ` 100 

per share to paid 
value of ` 10 per 

share. 

Reduction in 
both nominal 
and paid up 

values- In 
this case, both 

the paid up 
capital and 

nominal value 
of the shares are 

reduced. 

A scheme of compromise and arrangement is an agreement 
between a company and its members and outside liabilities when 
the company faces financial problems. Such an arrangement 
therefore also involves sacrifices by shareholders, or creditors or 
debenture holders or by all of them. 
Accounting treatment for some of the cases is as follows:
When equity shareholders give 
up their right over the reserves 
and accumulated profits of the 
company:

Reserves Account Dr. (With the 
amount of reserves) 

To Reconstruction Account

Settlement of outside 
liabilities at lesser 
amount: Liabilities such as 
sundry creditors may agree 
to accept less amount in 
lieu of final settlement. 
Treatment will be as 
follows:
Outside Liabilities Account 
Dr.  (With the  
amount of  sacrifice)
Provision Account (if any) 
Dr. 
To Reconstruction Account 

Compromise/Arrangement

Entries in case of internal reconstruction

In this, shares are divided into shares of smaller denominations 
and then the shareholders are made to surrender their shares 
to the company. These shares are then allotted to debenture 
holders and creditors so that their liabilities are reduced. 
The unutilized surrendered shares are then cancelled by 
transferring them to Reconstruction Account.

On a scheme of internal reconstruction being adopted the accounting treatment of the different situations and the entries to be passed are as 
follows:

While preparing the balance 
sheet of a reconstructed 
company, the points to be 
kept in mind:

• Alteration of share capital and varying of the shareholders rights do not involve the capital reduction/reconstruction account.

• Under reduction of share capital, unrepresented reserves, compromise/ arrangements with the outsiders liabilities and surrender of 
shares, there shall be capital reduction/reconstruction account used to which the unrepresented assets/liabilities will be transferred as 
per the arrangement.

• Eliminate debit balance of profit and loss account and over-valuation of assets by crediting the accounts concerned and debiting the Capital 
Reduction (or Reconstruction) Account. For this purpose, any reserve appearing in the books of the company may be used. If any balance 
is left in the Capital Reduction (or Reconstruction) Account, it should be transferred to the Capital Reserve Account.

• An appreciation in the value of an asset or reduction in the amount of a liability should be debited to the account concerned and credited 
to Capital Reduction Account (or Reconstruction Account).

(a) After the name of the 
company, the words “and 

Reduced” should be added only if 
the Court so orders.

b) In case of fixed assets, the 
amount written off under the 

scheme of reconstruction must be 
shown for five years.

Surrender of Shares

Corrigendum to the CA Intermediate – Paper 5 – Advanced Accounting Capsule 
June 2021 issue of Students’ Journal  “The Chartered Accountant Student”

Students are advised to note the following correction in the Paper 5 – Advanced Accounting Capsule published in June 2021 issue of 
Students Journal:
Chapter 2: Partnership Accounts
Distinction between an ordinary partnership firm and an LLP (Page 22 of the Journal)
Under the heading partnerships, number of partners to be read as Minimum 2 and Maximum 50 in point no. 7.
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The capsule presents an outline of the topics along with vital aspects about the concepts covered in all four parts of the 
curriculum. It also discusses: 
•	 Types	of	questions	asked	in	the	examination	from	each	of	the	chapters.		
•	 Handy	tips/cues	for	preparation	as	well	as	presentation	of	answers	in	an	effective	manner.	
•	 A	list	of	prescribed	Do’s	and	Don’ts	to	reinforce	important	points	to	be	remembered	from	examination’s	standpoint.				

CA FOUNDATION - PAPER 2B - Business Correspondence and Reporting

As you would know, the syllabus has been divided into 4 Parts. The table below indicates the relevant details

S.No Part Name Chapters Covered Weight-Age in marks Skill level*

1. Part-I Communication 1 5-6 Level-I
2. Part-II Sentence Types and Vocabulary 2,3 9-10 Level-II
3. Part-III Comprehension and Note Making 4,5 10 Level-II
4. Part-IV Developing Writing Skills 6 to13 15 Level-II

Level-I: Knowledge and Comprehension
Level-II: Application
Each Part elucidates one of the significant aspects of Business 
Correspondence. 

Part-I Communication
Overview:
Communication forms the basis of any interaction. It is the process 
of exchange of ideas, thoughts and opinions through a verbal or 
non-verbal medium, between two or more people intending to 
communicate or correspond with each other or in a group. 
Chapter-1 broadly discusses the essential aspects of the process 
of communication, its types, mediums, characteristics of effective 
communication and barriers. 
Types of Questions
The questions that can be asked from this chapter can be both direct 
and indirect in nature.
•	 Direct	 questions	 can	 be	 from	 any	 topic/concept	 as	 mentioned	

above.
	 What is network in communication? (1 Mark)
  Define non-verbal communication. What are its various 

types?   (2 Marks)
•	 Indirect	questions	check	the	student’s	level	of	understanding	of	the	

concept. These can be in the form of statements where comments 
or brief explanations are sought on these. Student is expected to 
answer with appropriate justification or supporting statement or 
argument. For example: 

  Specify the kind of a formal business setting where ‘Star 
Communication Network’ cannot be applied. (1 Mark)

  Body language can sometimes be deceptive. Comment. 
(2 Marks)

  Physical barriers are a result of our surroundings. Discuss.
  (2 Marks)
NOTE: The questions above have been taken from past year 
question papers. Answers are available as part of Suggested 
Answers. 
Both the type of questions can be for 1 or 2 marks each. 
One mark questions should be answered very precisely with clarity.
Two mark questions may include 
•	 brief	description	of	the	topic/concept	covering	major	points	with	

examples/illustrations, 
•	 comments	with	apt	reason/argument/justification	

How to Prepare (Tips and Cues)
You are advised to read, comprehend and memorize definitions, 
concepts and nuances of each topic. Understanding the concepts 
is essential to be able to make out what is being asked as questions 
are sometimes paraphrased in a manner to test the examinee’s 

comprehension or expression.Students can ask themselves simple 
definitions, pointers, examples while studying the chapter to reinforce 
the concept.

Part-II Sentence Types and Vocabulary (Word Power)
Overview
Sentences and Vocabulary are the basic building blocks of all formats 
and language constructs. While sentence construction determines 
and enhances the coherence,clarity and progression in any piece of 
writing; vocabulary lends a meaning, describes its connotation with 
precision at the same time enriching the language. 
Chapter 2 Sentence Types comprises the basic sentence structure, 
subject, predicate, dependent and independent clauses and types of 
sentences: simple, compound, complex and complex-compound, 
subject-verb agreement, types of speech: direct indirect; active-
passive voice.
Types of Questions
All questions carry one mark, include:
•	 Rewrite	a	sentence	from	direct	to	indirect		speech	and	vice	versa
•	 Rewrite	a	sentence	from	active	to	passive		voice	and	vice	versa
•	 Identify	 the	 type	 of	 sentence	 (compound/complex/compound-

complex)
How to Prepare (Tips and Cues)
You are required to:
•	 Develop	a	habit	of	reading	newspaper	articles	on	myriad	themes	

and subjects, fictional content or reviews. 
•	 They	can	try	to	identify	different	sentence	structures,	dependent	

and independent clauses and types to observe the writing style 
used to state/describe ideas, opinions and suggestions. 

•	 Comprehend	the	rules	to	convert	a	sentence	from	direct	to	indirect	
speech and vice versa 

•	 Comprehend	the	rules	to	convert	a	sentence	from	active	to	passive		
voice and vice versa

•	 Practise	extensively	to	convert	sentences.
These will not only help to understand the usage/application of the 
various sentence types but also enable you to hone your verbal and 
written expression during group discussions and presentations as well 
as answering questions during  the examination. 
Chapter-3 Vocabulary 
Includes jargon words/phrases, synonyms-antonyms, roots of words, 
prefix-suffix, phrasal words, collocations and idioms.
Types of Questions
All questions carry one mark, include:
•	 MCQs	based	on	synonyms,	antonyms,	idioms	and	collocations.	
•	 MCQs	as	fill	ups	based	on	phrasal	verbs
How to Prepare (Tips and Cues)
Building a good vocabulary requires regular reading to learn new 
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words. It can be enhanced gradually by:
•	 Judiciously	 following	 a	 daily	 habit	 of	 learning	 at	 least	 5	 new	

words with their meanings, both in English and Hindi or in the 
vernacular/ native language.

•	 Carrying	 pocket	 dictionaries	 (English	 to	 English	 and	 English	 to	
Hindi/native language)  always 

•	 Noting	at	least	one	synonym	and	antonym	for	each	of	these	words	
to understand how these words could be used interchangeably. 

•	 Identifying	 words	 used	 in	 colloquial	 English	 or	 frequently	 used	
words in different types and styles of conversations such as debates, 
interviews, lectures, formal speech/address etc. 

•	 Inculcating	 the	 habit	 of	 noting	 down	 unfamiliar/new	 words	
encountered while reading books, studying, attempting questions 
from exercises or watching any audio/video content.

•	 Using	these	words	extensively	in	oral	and	written	communications	
for retention. 

•	 Preparing	a	personalized	lexicon	for	ready	reference.
These activities/exercises would help to remember the precise 
meaning of the word, its origin, different connotations thereby, 
providing more clarity on the usage with respect to the context.

Part-III Comprehension passages and Note Making
Chapter-4 Comprehension Passages
Overview
Comprehension passages are an integral part of any language 
curriculum and most competitive/language exams. Reading without 
understanding is inconsequential, as it does nothing beyond 
phonetics. The exercise aims at enhancing vital language skills such 
as Reading, Writing, Listening and Speaking by enabling you to 
understand whatever is written in terms of its context and connotation 
thus helping you to make out ideas, thoughts, opinions, suggestions 
from plane words. It also hones your analytical skills. The passages 
in questions can have academic or general content and style and may 
include topics from a variety of fields including arts, sciences, social 
sciences, etc. You may or may not be familiar to the topic. However, 
an underlying assumption is that the passage is exhaustive and the 
answers to the questions can be retrieved /derived from within the 
passage only. 
The chapter describes strategies for attempting these passages in a 
stepwise manner covering:
•	 Enhancing	reading	skills	by	improving	reading	speed
•	 Developing	higher	order	thinking	skills	through	Bloom’s	Taxonomy	

to improve comprehension skills. 
Types of Questions
Part-III is important because there is a compulsory question from 
the section having two parts with one question each based on 
Comprehension passage and Note Making carrying 5 marks each.
In Comprehension Passages, there may be 4 to 5 questions (for 1 or 2 
marks) based on a given text/passage/excerpt that primarily include:
•	 Multiple	Choice	Questions
•	 Subjective	questions	to	be	answered	in	1-2	sentences
These can be:
Main idea questions:Test the understanding of the whole passage 
rather than the individual paragraphs/sections of the passage. 
Specific detail questions: Based on the facts/details/events presented 
in the passage.
Inference questions: Ask to draw a logical conclusion from what is 
said in the passage. 
Vocabulary based questions: Ask the meaning of a word or phrase 
within the context of the passage.  
How to Prepare (Tips and Cues)
After a cursory reading of the passage and the questions, try to 
comprehend the passage verbatim. Thereafter, you must attempt to:
•	 Find	 /locate/identify	 same/similar/associative	 words	 from	 the	

question in the passage.
•	 Ask	questions	like	What, When, Where, How and seek answers in 

the passage about the keywords, subjects or procedures identified 

earlier. Record the answers.
•	 Figure	out	the	central	idea	or	the	theme	of	the	given	passage.	This	

has to be a noun i.e. a person, place, idea, or a thing. Mostly, the 
main idea of a passage is stated in the first sentence of the first 
paragraph. Sometimes it is mentioned at the end of the paragraph 
and rarely, anywhere else in the paragraph. In cases where the 
passage is taken from middle or end of a larger text, the central 
idea may not be stated at all, but simply implied.

•	 Read	the	opening	and	closing	statement	of	each	paragraph.
•	 Differentiate	 between	 the	 relevant	 and	 irrelevant	 information	 in	

the passage. 
•	 Mark	keywords,	 these	can	be	 subjects	or	entities	 (nouns),	 about	

which something is described, procedures(action verbs) explained, 
conjunctions between clauses, events/incidents narrated.

 These may be:
 Reason words – because, due to, owing to, in view of, reason being
 Cause-and-effect words – thus, as a result, therefore, leading to, 

culminating into
 Time words – meanwhile, before, after, at the same time, 

simultaneously
 Contrast words – contrary, contrarily, in contrast, conversely, 

Unlike, opposite to
 Addition words – also, in addition to, As well as, as well
 Emphasis words – note, more/most importantly, remember, 

moreover

•	 Identify	 logical	sequence	of	events	and	supporting	details	across	
the entire passage describing the central theme.

•	 Mark	 specific	 words	 and	 phrases.	They	 help	 to	 understand	 the	
relationship between the ideas in a paragraph or paragraphs.

•	 Note	 the	 context	 and	 sentence	 structure	 for	 clues	 in	 case	 of	
vocabulary based questions specifically, if the answer is not known. 

•	 Identify	 logical	sequence	of	events	and	supporting	details	across	
the entire passage describing the central theme.

•	 Read	 through	 the	 passage	 and	 identify	 statements, arguments 
and inferences or conclusions.

Chapter 5 Note Making 
Overview
Note Making is significant to learning, revision and retention. It is 
an essential skill to be developed so as to prepare skimmed and 
summarized subject material for revision. Notes essentially comprise 
important points, numerous categories and different aspects of the 
subject/entity/idea succinctly without omitting the vital details. As a 
student, it is highly relevant for you, as you are required to retain and 
recall voluminous subject contents  during examinations and  in other 
academic pursuits and even later in your profession while making 
speeches and presentations. 
The chapter enables students to:
•	 Prepare	extensive	notes	in	a	structured	manner	spanning	through	

the text without skipping any detail complete with indentation and 
abbreviations.

•	 Write	summary	comprising	pertinent	details.
It highlights the significance of the topic for students and elucidates 
a step wise process to prepare notes for a given text material in a 
sequential manner comprising:
•	 Strategies	of	effective	Note	Making
•	 Difference	between	Note	Making	and	Note	Taking
•	 Linear	Note	Making
•	 Steps	for	Linear	Note	Making
  Format
  Indentation
  Abbreviations/Acronyms
Types of Questions
Question in Note Making has 2 parts 
•	 To	prepare	Notes	
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•	 To	write	Summary
How to Prepare (Tips and Cues)
You need to:
•	 Read	the	passage	intently	at	least	twice.
•	 Select/Frame	an	appropriate	heading	based	on	the	central	theme	

of the passage.
•	 Mark	the	key	sentences	that	help	to	develop	the	main	idea	or	the	

central theme, these may include entities (nouns), activities (verbs), 
details (descriptions) and other aspects such as cause, effect, types, 
categories etc. to prepare subheadings and sub subheadings to 
present these in a logical sequence as given in the passage.

•	 Not	write	 complete	 sentences,	 just	 the	 keywords	 such	 as	 nouns	
and verbs.

•	 Ensure	that	indentation	is	duly	maintained.
•	 Abbreviate	long	words	to	prepare	the	key.
•	 Collate	 the	 aforesaid	 points	 and	 ideas	 in	 a	 logical	 sequence	 to	

prepare the summary of the passage. Prepare the notes first, and 
then draft the summary elaborating the note pointers.

•	 Note	that	summary	must	be	less	than	half	the	size	of	the	passage	
and present the vital points in the given passage. However, the 
order of details presented may be altered.

Part-IV: Developing Writing Skills
Overview
This part comprises eight chapters from Chapter 6 to 13. It constitutes 
the biggest and the most important portion in the curriculum, 
carrying the maximum weight-age (15 marks). It encompasses:
•	 Major	writing	constructs	such	as	Précis,	Articles	and	Reports.
•	 Inter-office	 and	 intra-office	 business	 communication/

correspondence constructs such a Letters, Mails (both inter-
office), Memos and Circulars (both intra-office).

•	 Preparing	a	Resume	with/without	a	cover	letter;	Agendas,	Minutes	
and Action Taken Report (ATR) of a Meeting. 

These constructs are frequently used in the process of information 
exchange, and formal correspondence in day-to-day business 
operations. It is therefore important for you to familiarize yourself 
with these constructs to be able to communicate effectively in formal 
corporate settings.    
Chapters 7 to 13 discuss each one of these constructs including their 
formats, types, forms and versions complete with numerous examples 
illustrations and exercises. 
Types of Questions
•	 Write	 a	Précis	 for	 the	given	passage	 /	Article	or	Report	 	 on	 the	

given topic subject or event /  Letter or Mail to a recipient
•	 Prepare		a	Resume	/	Agenda,	Minutes	and	ATR	of	a	Meeting
How to Prepare (Tips and Cues)
(I) Generic
You must be conversant with the basic format and essential details 
corresponding to each of these constructs. While attempting, you must:
•	 Prepare	a	rough	skeleton	structure	or	a	template	of	the	construct.
•	 List	down	essential	details	such	as	date,	subject,	time,	salutations,	

item code / order number/ cheque details/ name and main body, 
concluding message, designation and names of participants etc.

•	 Prepare	the	main	body	and	sub	sections	of	the	construct	and	vital	
pointers with respect to the subject matter to be included for these. 

•	 Fill	in	the	details	to	complete	it.	
•	 Edit	the	first	draft	to	ensure	appropriate	words	are	used	with	the	

correct connotation/context and do not use overtly long sentences 
which makes it cumbersome for the examiner to read.

(II) Specific 
(A) Chapter-7 Précis Writing
You should:
•	 Read	the	text	carefully	to	understand	its	central	theme/idea.
•	 Give	a	suitable	title	around	the	central	theme
•	 	Mark	keywords	such	as	nouns,	verbs,	adjectives	and	adverbs	 to	

identify entities, activities/processes and descriptions.

•	 Skim	out	any	redundant	and	insignificant	details	from	the	passage/
text.

•	 Shorten	 the	 sentences	 to	 simplify	 the	 information	by	converting	
overtly long complex and complex-compound sentences to simple 
and compound sentences. 

•	 Always	 write	 in	 third	 person,	 indirect	 reported	 speech	 in	 past	
tense.

•	 State	the	relevant	details	briefly	around	the	central	theme,	without	
missing out any data.

•	 Ensure	that	the	sequence	of	events	is	maintained	as	narrated	in	the	
passage.

•	 Adhere	 to	 the	 thought	 process/view-point	 of	 the	 author	 in	 the	
given passage/text. Refrain from making any contrary remark, 
comment or suggestion.

•	 Ensure	that	the	précis	does	not	exceed	more	than	one	third	of	the	
given passage.

•	 Re-iterate	 the	 complete	 process	 to	 further	 omit	 unnecessary	
words/sentences, or re-frame the sentences to prepare a final 
edited version.

(B) Chapter-8 Article Writing
Format
Title illustrating the idea/subject - In the first line 
By: Name of the author –Second line
Writing Tips/Cues
•	 Structure	the	contents	 into	2-3	paragraphs,	each	with	a	different	

central idea.
•	 Introduction (Paragraph-1): 
  Begin with a striking first sentence, a quote, proverb or idiom a 

popular newspaper headline that goes with the title/theme. 
  Follow it up with a brief introduction/overview.
•	 Main Body (Paragraph-2): 
  Mention related facts/figures/practices 
  Major aspects; Key stakeholders; Comparison with a similar 

concept (major similarities/dissimilarities); Origin/Source; 
Nature, Types and Forms; Major Causes and Effects on 
different entities;

•	 Main Body (Paragraph-3): 
  Mention proposed precautions measures/solution; Merits/

demerits; Advantages/Disadvantages;
  Past/Present/Future perspectives, 
  Conclusion/Inference; Final comment/opinion/recommen-

dations.
•	 Collate	your	ideas	in	rough	as	pointers	as	per	the	structure	above.	

Frame the pointers in sentences. 
•	 Use	 adjectives/adverbs/phrases/idioms	 to	 make	 it	 engaging/

riveting for the reader.
•	 Adhere	to	the	word	limit
(C) Chapter-9 Report Writing
Format
Title : Brief description of the incident/event  In the first line 
By: Name of the author –Second line
Writing Tips 
•	 Delineate	the	report	into	2-3	paragraphs,	comprising	different	set	

of details in each paragraph.
•	 Write	in	third	person,	indirect	reported	speech	and	in	past	tense.
•	 Adhere	to	the	word	limit.
•	 Paragraph-1: 
  Give first-hand description of the incident /event as a live 

witness/viewer. 
  Begin with a striking opening sentence followed by brief 

description. including date, time and place of the incident/
event;

  Name of the event, institution/
  People involved / Organizers
  Objective
  Chief Guest/ Guest of honour, Audience 
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•	 Paragraph-2: 
  Narrate the event in a chronological manner, stating minute yet 

significant details. 
  List down the programmes/activities entailed and brief 

description of each of them / Causes of the incident, 
  State relevant facts/figures; include / description by eye 

witnesses/ audience feedback.
•	 Concluding Paragraph-3:
  Future perspectives, plans; important implications, major 

repercussions; concluding remarks/comments.

(D) Chapter-10 Formal Letters and Official Communication
(i) Letter
Format with tips
Sender’s Address
Date:
Addressee’s Address
Salutation
Subject: A one line statement crisply citing the purpose of the letter 
that catches the attention of the recipient and makes the intent aptly 
clear.
•	 Introduction (Paragraph-1)
  Briefly mention the reason/objective for writing in 2-3 

sentences.
•	 Main Body (Paragraph-2)
  Pertinent details about the subject matter and key points to be 

conveyed in 3-4 sentences. .
  Include Item/cheque/order/complaint number; 
  Product/Order/Cheque/Complaint specifications or any other 

supporting document
  In case of a complaint/request for replacement, specify the 

person in-charge /entity who will visit to address the issue. 
•	 Concluding Paragraph-3
  Re-iterate the objective; 
  State appropriate action to be taken(if, any) by the recipient; 
  Expected timeline/(timely delivery, quality, specific 

requirements). 
  Essential terms and conditions to be adhered to
  Close the letter on a positive note, hoping for a favourable 

response within the designated time period.
•	 Complimentary	Close:	Warm	Regards/Thanking	You/Yours	truly/

Yours sincerely
•	 Sender’s	Name	&	Designation	

(D)(ii) Official Communication: Circulars
These are formal communications (One to many) to be propagated 
amongst a large target audience such as office employees, students in 
an institution or members of a club/consortium/organization 
Format
Circular No. xxxxx Date:
   Title in 2-3 words : Office Transport Rules/
   Working Hours;School Vacations/ Trip;
   Club timings/rules; Party Meetings etc.

For all employees/students/members,
•	 Paragraph-1 
  Objective of the communication should be clearly stated 

unambiguously, with relevant details.
•	 Paragraph-2 
  If any action or response is requested, specify the name of 

the employee/teacher/member with complete details such as: 
designation, department, official E-mail, telephone number 
etc. 

Name of the Person (Optional)
Designation with Department (Mandatory)

(D)(iii) Official Communication: Memos OR Memorandums 

These are reminders, formal communications (One to many) to be 
communicated amongst a limited target audience of a particular office 
departments/staff members of an institution or a specific group of 
members of a club or organisation, informing/apprising them about 
a specific decision.
Format

Name of the organization/institution/club
Inter Departmental Memo

Date:
To: Employees of a Department/ Teachers of a class or department/
Senior Members of a club
From: Name with Designation and Department
Subject: Objective clearly stated such as: Purchase/Issuance of 
equipment such as Laptops Mobile Phones/ Tablets; Suspension/
Dismissal of Mr. X; 
•	 Paragraph-1 
  Information/Decision with stringent norms/penal action if 

required, clearly stated. 

(E) Writing Formal E-Mails: These are most commonly used means 
of instant one to one OR one to many communication.  E-mails are 
used/exchanged to share information, issue instructions, demand 
action, elicit response, request details or any other purpose where 
some interaction is needed.   
Format
To: E-mail address (es) of the recipient(s).
Cc: Copy to: E-Mail addresses of the other stakeholders concerned 
with the communication 
Subject: Purpose of sending the mail clearly stated such as:  Payment 
to a vendor for bill number xxx; Confirmation of Order Number xxx; 
Status of application for registration to CA Foundation/Intermediate/
Final etc.
•	 Main Body 
 Salutations: Dear/Respected Sir/Madam
•	 Paragraph-1 
  Brief description in 1-2 sentences, about the purpose of the 

mail with reference to the subject.
•	 Paragraph-2 
  Pertinent details including recent correspondence such as 

policy decision, data gathered about the issue, any other 
information 

  Specific action expected from the recipient. Clear and concise 
instructions should be given. 

  Enclose necessary annexures/ attachments (if, required) 
•	 Paragraph-3  
  Express hope for a favourable response from the recipient 

within the stipulated time period. 
•	 Complimentary Closure: Regards/Warm or Best Regards
Name and designation of the sender
Telephone Number: Landline, Mobile (optional)

(F) Resume Writing
•	 Chronological Resume: Resume is a formal document that 

comprises complete information about the antecedents of an 
incumbent including personal, academic and training(Information 
Technology & Soft skills) related details to be presented to the 
prospective employer in accordance with a specific post/profile in 
a specific chronological sequence. This format is most commonly 
used by students who intend to apply for formal training 
programmes as part of professional courses such as article-ship as 
part of the Chartered Accountancy Course. 

Format (Chronological Resume)
•	 Name	and	Contact	Details
•	 Career	Objective
•	 Academic	achievements/antecedents	in	a	chronological	sequence
•	 Co-curricular	Achievements
•	 Previous	trainings	completed	/	conducted	
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•	 Technical/soft	skills	
•	 Interests/Hobbies	(optional)
•	 Personal	Details
•	 Declaration	about	the	details	mentioned	in	the	resume	document	

being true.
•	 Date:		 	 	 																												Name	and	Signature

(F)(ii) Functional Resume:
This emphasises your skills and achievements. Previous experience is 
of little importance. The format is ideal for professionals who intend 
to join their respective profession after a gap/sabbatical or those who 
have numerous gaps in their career due to whatever reasons.
Format
•	 Name	and	Contact	Details
•	 Career	Objective
•	 Skills
•	 Technical	Training/s
•	 Achievements
•	 Experience
•	 Academic	details	
•	 Personal	details
•	 Declaration	about	the	details	mentioned	in	the	resume	document	

being true.
•	 Date:		 	 	 	 									Name	and	Signature

(F)(iii) Combination Resume: 
This presents a combination of the incumbent’s skills along with 
professional and academic antecedents. This format is used to 
highlight past employment history and specific skill-sets suitable for 
a given job profile while applying for the same. It is written in reverse 
chronological sequence with the recent job profile coming first and 
so on.
Format
•	 Name	and	Contact	Details
•	 Career	Objective
•	 Summary	of	experience	gained
•	 Experience	details	in	reverse	chronological	sequence
  Name of the Organisation/Company
  Position/Designation held
  Responsibilities
  Appreciation/Promotions/Rewards if, any
•	 Technical/soft	skills	
•	 Academic	achievements/antecedents	in	a	chronological	sequence
•	 Co-curricular	Achievements
•	 Previous	trainings	conducted	
•	 Personal	Details
•	 Declaration	about	the	details	mentioned	in	the	resume	document	
being true.
•	 Date:		 	 			 																														Name	and	Signature

(F)(iv) Cover Letter: It is a formal letter to express interest for a 
specific job profile/position advertised by an organization. It must 

highlight the reason for applying, strengths and requisite skill set vis 
a vis the position so as to evoke employer’s interest in the applicant / 
incumbent. 
Format
Sender’s Address
Date:
Designation/Name of the Addressee:
Address: 
Salutation:
Subject:
•	 Paragraph-1 
  Introduction with name and position against which applied; 
mention the source of information
•	 Paragraph-2
  Explain the incumbent’s interest in the job profile
  Highlight relevant skills and experience most suited  for the job 

profile.
  Make specific associations between capabilities and job 

requirements as mentioned in the job description. 
  Project the skills and experience to make the incumbent most 

suitable for the job.
  Exhibit awareness about the organisation’s affairs.
•	 Concluding Paragraph-3
  Hope for a favourable response 
  Ask for follow up details and tentative dates for the subsequent 

interview/interaction.
•	 Complimentary Closure
  Yours Sincerely/Thanks & Regards/Best Regards/Warm 

Regards
Signature
(Name)

(G) Meetings: It can be defined as an assembly of individuals in a 
formal environment such as a corporate set-up to deliberate/debate 
upon certain issues/problems in order to conclude matters, in most 
cases take decisions. Meetings are mostly preordained, to be held at a 
fixed time, date and venue with a fixed agenda entailing issues/items 
to be discussed.
Agenda: It is prepared in advance, with items (including requisite 
annexures) contributed by or prepared with the consent of some of 
the key participants.  Once prepared, the draft Agenda is circulated/
propagated amongst the participants/attendees. The Agenda defines/
determines and ensures:
•	 Objective	of	a	meeting
•	 Issues/topics	to	be	discussed
•	 Specific	time	slot	allocated	to	each	speaker
•	 Sequence	in	which	the	issues	will	be	taken	up	during	the	meeting.	
•	 Meeting	is	focused	and	speakers	do	not	deviate	from	the	issues.

(G)(i) Tabular Agenda
Format

Time Topic/Item Attendees Speaker Duration

10 AM Strategy for launch 
of a new product/
service/initiative

Name and designations of the 
participants such as Head of 
Production, Head of Sales, Head 
of marketing, Head of Finance, 
Managing Director etc.

Name of the official who 
presents the issue/ item

Time( in minutes ) allotted for 
presentation/discussion for eg.

30 minutes

10:30 AM Market Trends 30 minutes

11 AM Tea Break 15 minutes
Subsequent 
Items

2 PM Vote of thanks  Director 2 minutes
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(G)(ii) Minutes of a Meeting: These entail comments/opinions/
suggestions put forth by each of the speaker/participant on a 
particular item/issue and the subsequent decision taken, stated 
unambiguously in a sequential manner. These are documented and 
duly filed/maintained as a compilation for future reference.
Format
Date:
Time:
Venue:
Meeting started in time
Mr. X, Director Operations (Convenor) gave an Introduction
Mr. Y, the Product Head explained the new product and its salient 
features.
Mr.Z , the Marketing Head gave a detailed presentation about the 
marketing strategy for various media. The details have been captured 
in Annexure-A. Suggestions were sought from the members. 
Individual reports to be submitted by (specified dates)
Mr.A the Sales Head along with a team member explained the sales 
strategy in upcoming as well as existing markets. Details are provided 
in Annexure-B. Suggested to recruit more staff to scale up the sales 
operations.
Mr. B the HR Head, proposed for a separate meeting to be held within 
a week’s time to discuss the modalities of the recruitment process.
Mr. C the Managing Director declared the house open for suggestions 
and thanked the participants.
Concluding Remarks:
Proposal for fresh recruitments 
Marketing Team to collate the suggestions from participants  and  
prepare a detailed report.
Marketing Team to initiate the tendering process to identify media 
partners to advertise the new product.
Action Taken Report to be submitted by the Marketing and Sales 
Team by (specified date)

(G)(iii) Action Taken Report: Detailed Report to be submitted by 
an official or team on the ground work done/action taken arising out 
of the discussions held during a meeting. It is important to gauge the 
progress on the respective item/issue discussed during the previous 
meeting.
Format

Action Taken Report nth Meeting of Department Heads
XYZ Ltd.

As per the meeting held on date: ,  at : venue; the following have been 
reported:
•	 Marketing	team	compiled	the	suggestions	and	tendering	process	

initiated  the tendering process Annexure-I
•	 The	HR	team	prepared	the	modalities	for	the	recruitment	process.	

Detailed report submitted as Annexure-II
Undersigned
Director, Operations (Convenor)

Dos and Don’ts 
•	 Do	practise	questions	in	Part-III	and	Part-IV	from	Revision	Test	

Papers (RTPs), previous year question papers and Mock Test 
Papers (MTPs). 

•	 Do	write	complete	words,	do	not	use	abbreviations	unless	required	
(in Note Making)  

•	 Do	 use	 different	 types(Simple,	 Compound	 and	 Complex)	 of	
sentences((Simple, Compound and Complex); Direct/Indirect; 
Active /Passive)  to highlight your  writing skills, specifically while 
attempting questions form Part-IV 

•	 Do	not	exceed	the	word	limit	(	250-300	words)	and	time	limit	(15-
18 min each) specifically for writing exercises (Part-IV). 

•	 Do	not	use	unfamiliar	words.	
•	 Do	not	write	overtly	long	sentences	with	multiple	clauses.	
•	 Do	not	repeat	the	same	point	to	increase	the	length	of	the	answer	
•	 Do	not	repeat	a		word	in	an	answer;	use	synonyms	to	highlight	your	

vocabulary. 
•	 Revise	your	answers	and	if	time	permits,	edit	it.
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ACROSS
1. Intrusive software that is designed to damage 

and destroy computers and computer systems 
7.   A product that holds high market share in 

a market experiencing high rates of growth 
would be considered what type of product 
according to the BCG matrix? 

11.  ___ is devoted to promoting social justice 
and internationally recognised human and 
labour rights, pursuing its founding mission 
that social justice is essential to universal and 
lasting peace.

12.  A multinational news-based pay television 
channel headquartered in Atlanta, United 
States. 

13. A National University of Argentina.
14. The oldest higher education institution in 

Singapore
15. This office coordinates the statistical activities 

in the country and evolves statistical standards.
16.  __supports adults with mental health, 

substance abuse, and homelessness issues in 
Northern Virginia. 

17. A database and transaction management system. 
18. A ___is an official, in a variety of sports and 

competition, responsible for enforcing the 
rules of the sport.

19.  ‘1001 in Roman numerals’. 
20. A __ is a pool of money set aside for a specific 

purpose. 
22. Symbol for Manganese, a chemical element.
23. __ is an intergovernmental organisation aiming 

to maintain international peace and security, 
develop friendly relations among nations. 

24. __ is a decentralised cryptocurrency built on 
Ethereum stabilised to the value of U.S. dollars.

25.  __ is a complexity class used to classify 
decision problems. 

27. ___ refers to a division, facility, or department 
of an organisation. 

28.  ___address is a unique ID assigned to every 
internet-connected machine that allows it to 
be identified when connected to a specific 
network. 

30. ___ is a benchmark interest rate at which 
major global banks lend to one another in 
the international interbank market for short-
term loans. 

32.  ‘The’ in French.
33.  A test that uses sound waves to make pictures 

of heart’s muscle and chambers.
35.  Abbre: Scientific and Industrial Research 

Organisation.

36.  A company help in designing and 
developing a cohesive technology platform 
across diverse process industries to 
eliminate data and process silos. 

38.  ___promotes international financial stability 
and monetary cooperation.

39. __ refers to a form of digital data 
transmission in which the binary low and 
high states, represented by numerals 0 and 
1, are transmitted by voltage pulses having 
certain characteristics. 

41.  __ is the process through which an 
organisation improves its internal capacity 
to meet its current and possible future 
requirements.

42. Abbre: Volume Unit Meter
44.  An American multinational finance and 

insurance corporation with operations 
in more than eighty countries and 
jurisdictions. 

45.  Law governs the remedies for civil wrongs. 
46. Internet country code top-level domain for 

Lithuania.
47. ____exam aims to develop knowledge and 

skills in the understanding and application 
of accounting standards and the conceptual 
and regulatory frameworks of accounting 
to the preparation of financial statements 
of single and group entities, analyse and 
interpret financial statements.

48. Largest urban economy in the world by 
gross domestic product.

49.  Primarily responsible for providing a 
comfortable room stay.

         
DOwNwARD
1. Sum of the squares of the deviations about 

mean is. 
2. Combined, alloyed, or caused to react with 

aluminium
3. The state of no longer having something. 
4. Income and expenditure account adopted 

by not-for-profit concerns is prepared by 
following which principle. 

5. The official news provider as designated by 
the Financial Conduct Authority 

6. Drone-tech start-up 
7. The swell of the sea that breaks upon the 

shore. 
8. Therapy Network is one of the largest 

networks dedicated exclusively to 
occupational, speech and physical therapy.

9. The computer program converts assembly 
program to machine language___.

10. Margin of safety is the difference between break- 
even point and ________.

20.  A financial instrument that provides safe and 
guaranteed return on investment. FD

21.  A management Institute.
25.  A measure of expected average utilization of 

productive capacity over a span of years is ___
capacity. 

26.  The pricing method that establishes selling prices 
based on total costs and expense per unit is ___
margin pricing.

29.  The person who is ultimately accountable for a 
company’s business decisions. 

31.  A Taiwanese singer, songwriter, and actor. 
34.  A visiting representative sent from one nation to 

another. 
36.  The manager of a _____centre is responsible for 

producing a quality product or service at reasonable 
but minimal cost. 

37.  Monetary unit and currency of the European 
Union: 

40.  Sum of the deviations about mean is ____
43.  A telecommunications and Internet service 

provider: 
45.  A graphical user interface toolkit that takes 

developing desktop applications to a higher level 
than conventional approaches: 

47.  A one-year period that companies and governments 
use for financial reporting and budgeting: 
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