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CA FOUNDATION – JAN 26 
TOP 35 QUESTIONS FOR BUSINESS LAWS 
(For Ultimate Revision couple it with STaR Sheets)  

 
Questions from the full syllabus 

 
1. Kashish was running a business of artificial jewellery since long. He sold his business to Naman. Naman made an 

agreement with Kashish not to carry on the business of artificial jewellery and real diamond jewellery in that area 
and for a period of next one year. After two months, Kashish opened a show room for real diamond jewellery. Naman 
filed suit against Kashish for closing the business of real diamond business as it was against the agreement. Whether 
Kashish is liable to close his business of real diamond jewellery following the provisions of the Indian Contract Act, 
1872? (4 Marks) 

 
2. Albert obtained 2 loans of ₹ 3,00,000 and ₹ 4,00,000 respectively from a reputed Bank. Out of these 2 loans, loan of 

₹ 3,00,000 was guaranteed by Robert. Albert sent ₹ 2,00,000 to bank but did not intimate as to how it is to be 
appropriated towards the loans. The Bank appropriated the whole of ₹ 2,00,000 to the loan of ₹ 4,00,000 (the loan 
not guaranteed). Robert objected on the decision of the Bank. He argued with bank that repayment amount should be 
first adjusted to the guaranteed loan. State with reasons, whether the Bank was correct in its decision under the Indian 
Contract Act, 1872? (3 Marks) 

 
3. State with reasons whether the following companies can be treated as Small Companies with reference to the 

provisions of the Companies Act, 2013: 
1. STS Pvt. Ltd., having a turnover of ₹ 10 crores and the paid-up capital of ₹ 1 crore (1,00,000 equity shares of 

₹ 100 each). Out of these 60,000 equity shares are held by UV Infratech Pvt. Ltd. 
2. ZX Ltd., having a paid-up capital of ₹ 3 crores and turnover of ₹ 35 crores.  (4 Marks) 

 
4. The paid-up equity share capital of ACD Ltd. is ₹ 80 crores & preference share capital of ₹ 20 crores. B Ltd. holds 

equity shares in ACD Ltd. worth ₹ 15 crores and preference shares worth ₹ 10 crores. Can B Ltd. be considered as 
an Associate Company of ACD Ltd.?               (3 Marks) 

 
5. Explain the rules laid down under the Indian Partnership Act, 1932, for the mode of settlement of partnership 

accounts after the dissolution of a firm. What is the order in which the assets of the firm are applied? (4 Marks) 
 
6. Discuss the provisions of the Indian Partnership Act, 1932 regarding the payment of firm debts and separate debts 

of partners. How are the firm’s property and the partners' separate property applied in settling such debts? 
(2 Marks) 

 
7. MNO Limited, a supplier of electronic components, entered into a contract on August 1, 2023, with PQR Enterprises 

for the sale of 1000 units of microchips. The contract specifically identified the microchips by serial numbers and 
confirmed that they were in a deliverable state, stored in MNO Limited's warehouse. The contract stipulated that the 
goods would be delivered on September 1, 2023. 
On August 10, 2023, a flood occurred, damaged the warehouse and destroyed the entire stock of microchips, 
including the 1000 units intended for PQR Enterprises. Examine, with reference to the provisions of the Sale of 
Goods Act, 1930 who shall suffer the loss? What will be your answer if the microchips are not specifically identified 
and marked for PQR Enterprises at the time of the contract? (4 Marks) 

 
8. A purchases a motorcycle from B and uses it for some time. It turns out that the motorcycle sold by B to A was a 

stolen one and had to be returned to a rightful owner.  
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A brings action against B for the return of the price. Will he succeed? Examine this with reference to the provisions 
of the Sale of Goods Act, 1930.                       (3 Marks) 
 

9. Referring to the provisions of the Companies Act, 2013, answer the following: 
"Corporate veil sometimes fails to protect the members of the company from the liability connected to the 
company's actions." Explain any three instances. (5 Marks) 

 
10. What is the effect of Memorandum and Articles when registered? (2 Marks) 

 
11. Limited Liability Partnership (LLP) gives the benefits of Limited Liability of a company on one hand and the 

flexibility of Partnership on the other. Discuss according to provisions of the Limited Liability Partnership Act, 
2008. (3 Marks) 

 
12. Raju and his friend Anil have approached you to help them to form a LLP. The object of the proposed LLP is to run 

a charitable school which provides free education to the poor children. What would be your suggestion in accordance 
of provisions of the Limited Liability Partnership Act, 2008? (3 Marks) 

 
13. Ram and Shyam are partners in a partnership firm styled as RS & Co. (the firm). Gopal, a renowned businessman, 

is their common friend. Ram introduced Gopal to Sundar, a supplier to the firm, as his newly joined partner. Gopal 
knowing that he is not a partner preferred to keep quiet on such an introduction. This information about Gopal, 
being a partner of the firm, was shared by Sundar with another businessman Madhav. Next day, Sundar supplied 
the raw material on credit and Madhav lent ₹ 5 lakhs to the firm for a short period on the understanding that Gopal 
is a partner of the firm. On due dates, the firm failed to discharge its liability towards both. Advise Gopal, whether 
he is liable to Sundar and Madhav for the aforesaid liability of the firm. (3 Marks) 

 
14. On admission as a new partner, Amar agreed to be liable for the existing debts (referred to as the old debts) of the 

firm by an agreement signed by the all partners including Amar. Examine, whether Amar will be liable in a suit 
filed by the creditor against the firm and all existing partners for recovery of the old debt of the firm.    (2 Marks) 

 
15. Suman, having 10% share in the property of ₹ 200 lakh of a firm retires from the firm on 31st March, 2023. The 

firm continues with the business thereafter without final settlement of accounts between the existing and retired 
partners and earned profits of ₹ 10 lakh during the financial year ending 31st March, 2024. Suman, in her own 
interest and in the absence of any provision in the partnership firm on this point, claimed ₹ 3 lakh from the firm 
toward the use of her share in the property and profit of the firm which was-rejected by the partners. There is no 
contract between the partners contrary to the provisions of the Act in this regard. Examine the validity of the amount 
claimed by Suman under the provisions of the Indian Partnership Act, 1932. (2 Marks) 

 
16. The Object clause of Memorandum of Association of ABC Pvt. Ltd. authorized the company to carry on the 

business of trading in property in Gurgaon. Since the company was not doing well, the Directors of the company 
in a recent board meeting planned to diversify the business and enter Construction business. For this purpose, they 
borrowed a sum of ₹ 5 crores from Magnum Finance Ltd. But the members of the company did not approve the 
decision of the board hence, company refused to repay the loan. According to provisions of the Companies Act, 
2013 what is the recourse available to Magnum Finance Ltd. for recovery of the loan? (4 Marks) 

 
17. SNM Ltd. was registered in 2021 with a share capital of ₹ 50 Lakh divided into 5 lakhs equity share of ₹ 10 each 

under Section 8 of the Companies Act, 2013 for promotion of art in Jaipur. Company earned huge profits during 
the financial year ending on 31st March 2025 due to boom in the market. On 10th May 2025, 75% members of the 
company demanded to distribute 10% dividend to the equity shareholders. For this purpose, they passed special 
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resolution in EGM. Is the resolution passed by the company in the meeting for dividend valid ?            (2 Marks) 
18. In case of breach of contract, the court may award compensation or damages. Explain the circumstances when court 

may award ordinary damages, special damages and liquidated damages under the provisions of the Indian Contract 
Act, 1872. (3 Marks) 

 
19. What are the conditions need to be fulfilled to make the following agreements valid without consideration as per 

the provisions of the Indian Contract Act, 1872? 
(A) Agreement made based on natural love and affection. 
(B) Promise to pay time-barred debts. (3 Marks) 

 
20. Raghav found gold and diamond studded wristwatch value approximately ₹ 1,00,000/- on the roadside. He picked it 

up and then advertised in the newspaper that the true owner thereof can take the watch after showing proper 
evidence. After waiting for a certain period of time, when the true owner did not tum up, he gifted that wristwatch 
to his son Mahesh. A few days later, Madhav, the true owner of watch, somehow noticed his watch on wrist of 
Mahesh. He approached him to collect the same, but Mahesh refused. In the evening, Raghav called Madhav and 
told him that he incurred of 20,000 to find the true owner if he fails to reimburse him the lawful expenses incurred 
on finding out the true owner, he will sue him for recovery thereof or retain the possession of the watch with him 
till recovery. Even he can sell the watch for recovery of expenses. Advise whether the following actions of Raghav 
were lawful according to provisions of The Indian Contract Act, 1872: 
(A) Gifting the wristwatch to his son. 
(B) Warning Madhav to sue for recovery of lawful expenses incurred in finding true owner. 
(C) Retaining the possession of wristwatch till recovery of lawful expenses. 
(D) Selling of wristwatch for recovery of expenses. (4 Marks) 

 
21. Woolen Garments Limited entered into a contract with a group of women in July, 2023 to supply various woolen 

clothes for men, women and kids like sweaters, monkey caps, mufflers; woolen coats, hand gloves etc. before the 
commencement of the winter season. The agreement expressly provides that the woolen clothes shall be supplied by 
the end of October, 2023 before starting of winter season. However, due to the prolonged strike, women group could 
tender the supplies in March, 2024 when the winter season was almost over. Analysing the situation and answer 
the following questions in light of the provisions of the Indian Contract Act, 1872: 
(A) Whether company can reject the total supply by women group? 
(B) Whether company can accept the total supply on request of women group? (3 Marks) 

 
22. "Delivery of an instrument is essential whether instrument is payable to bearer or order for effecting the 

negotiation." Discuss this statement with reference to provisions of the Negotiable Instruments Act, 1881. 
(3 Marks) 

 
23. Describe in brief about the following Regulatory bodies of the Government of India:- 

(i) Securities and Exchange Board of India 
(ii) Reserve Bank of India 
(iii) Insolvency and Bankruptcy Board of India (6 Marks) 

 
24. P sold certain antique items to Q for ₹ 3,00,000/- on 13.12.2024. As per the terms of agreement 75% of the amount 

was to be paid within a week and the balance 25% was to be paid till 31.12.2024. Q appointed his agent R to take 
delivery of the goods after payment of first installment. Q transferred a sum of ₹ 2,80,000/- in the account of P 
through NEFT on 18.12.2024 which was credited in P's account on the same date. R failed to take delivery of 
antique items due to medical emergency.By the meantime, Q failed to make payment of the second instalment till 
31.12.2024. On 10.01.2025, Q's agent came to take the delivery of goods. But, P refused to deliver the goods and 
exercised his right of lien over the goods.                (4 Marks) 

 
25. An auction takes place in Delhi for antique items. It is notified to the bidders that the sale will be completed, only 

when the hammer of the auctioneer hits the table and he announces "you are the highest bidder".  
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During the auction, L bids for an antique sculpture, worth ₹ 8 lakhs. The hammer falls, but announcement cannot 
be made as the auction suddenly stops before the auctioneer can utter any words. It is notified to everyone that there 
has been an unexpected rise in the market price for that particular sculpture, and therefore, it will not be sold on that 
particular day. L contends that the auctioneer is bound to sell the sculpture to him at the price he bid because once 
he bid at the highest price in the auction and the hammer fell, the auction sale was completed and therefore, the 
auctioneer is under a contractual obligation to sell the sculpture. The auctioneer disagrees. Discuss the validity of 
L's claim in reference to the provisions of the Sale of Goods Act, 1930. (3 Marks) 

 
26. Explain the following terms under the Indian Partnership Act, 1932: 

(1) Partner by holding out 
(2) Nominal Partner (4 Marks) 

 
27. "Dissolution of a partnership firm may occur by mutual agreement with the consent of the majority of partners, 

while compulsory dissolution requires an order from the court." Discuss this statement with reference to the relevant 
provisions of the Indian Partnership Act, 1932. (3 Marks) 

 
28. Give your opinion with reference to provisions of the Indian Contract Act, 1872: 

1. Whether Joint promisor and promisee voluntary discharge their obligation even after death? 
2. In case they won't be able to discharge their obligation, whether any of the joint promisor may be compelled? 
3. What would be the situation in case of default by any one of them? (4 Marks) 

 
29. What are the effects of Coercion? "Whether threat to commit suicide is coercion"? Elaborate with reference to 

provisions of the Indian Contract Act, 1872. (2 Marks) 
 

30. Anjali purchased various cosmetic products worth ₹ 15,000 during the last week from Sushil, a shopkeeper, on 
credit of one month. After a fortnight, she makes out a blank promissory note, signed it and delivered to Sushil who 
further endorsed it to Manish for the payment of his dues. Manish, who is holder in due course, filled up the due 
amount of ₹ 17,000 from Sushil and on maturity presented it to Anjali for payment but she refused to pay because 
the amount filled up is more than the agreed amount of ₹ 15,000. It is to be noted that the amount of ₹ 17,000 is 
covered by the stamp affixed on it. Referring to the provisions of the Negotiable Instruments Act, 1881 decide, 
whether Anjali is liable to honour the promissory note to Manish for ₹ 17,000? (4 Marks) 

 
31. Priya, a small business owner, receives a bill of exchange from her customer, Sanjay, which is due for payment on 

October 15th. On October 12th, Priya presents the bill of exchange for payment at Sanjay's office during regular 
business hours, but Sanjay is not present. Priya leaves the bill with Sanjay's assistant, requesting to be presented to 
Sanjay for payment when he returns. However, Sanjay's assistant forgot to give the bill, and Sanjay does not make 
the payment by the due date, and the bill is dishonoured. Based on the provisions of the Negotiable Instruments 
Act, 1881, examine whether Priya's presentation of the bill of exchange to Sanjay's assistant is valid under law.
 (3 Marks) 

 
32. 'Agent cannot personally enforce, nor be personally bound by, contracts on behalf of the principal' however there 

are some exceptions to this general rule, explained as per the provisions of the Indian Contract Act, 1872. 
(4 Marks) 

 
33. Whether the threat to commit suicide is coercion. Explain as per the provisions of the Indian Contract Act, 1872 

(2 Marks) 
 

34. Explain the legal rules of auction sale relating to the following points as per provisions of the Sale of Goods Act, 
1930: 
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(A) Bid by seller with or without notification 
(B) Bidder to retract from his bid 
(C) Effect of pretending bidding (4 Marks) 

 
35. Explain the provisions relating to the delivery of the wrong quantity of goods as per the provisions of the Sale of 

Goods Act, 1930. (3 Marks) 

----------------------------xx----------------------------xx--------------------------- 
Answers for the Questions 

 
1. According to Section 27 of the Indian Contract Act, 1872, an agreement by which any person is restrained from 

exercising a lawful profession, trade or business of any kind, is to that extent void. But this rule is subject to the 
following exceptions, namely, where a person sells the goodwill of a business and agrees with the buyer to refrain 
from carrying on a similar business, within specified local limits, so long as the buyer or his successor in interest 
carries on a like business therein, such an agreement is valid (goodwill is the advantage enjoyed by a business on 
account of public patronage and encouragement from habitual customers). The local limits within which the seller 
of the goodwill agrees not to carry on similar business must be reasonable. 
In the instant case, Kashish was running a business of artificial jewellery since long. He sold his business to Naman. 
Naman made an agreement with Kashish not to carry on the business of artificial jewellery and real diamond 
jewellery in that area and for a period of next one year but just after two months, Kashish opened a show room of 
real diamond jewellery. Naman sued Kashish for closing the business of real diamond business as it was against the 
agreement. 
Here, as exceptions to section 27 applicable to similar business only, agreement between Naman and Kashish will 
not be applicable on business of real diamond jewellery. Hence, Kashish can continue his business of real diamond 
jewellery. 

 
2. Section 60 of the Indian Contract Act, 1872 provides, where the debtor does not intimate and there are no 

circumstances indicating to which debt the payment is to be applied, the creditor may apply it at his discretion to 
any lawful debt actually due and payable to him from the debtor. However, it cannot be applied to a disputed debt. 
In the instant case, Albert obtained 2 loans of ₹ 3,00,000 and ₹ 4,00,000 respectively from a reputed Bank of which 
loan of ₹ 3,00,000 was guaranteed by Robert. Albert sent ₹ 2,00,000 to bank without intimating as to how it is to be 
appropriated towards the loans. The Bank appropriated the whole of ₹ 2,00,000 to the loan of ₹ 4,00,000 (the loan 
not guaranteed). Robert objected that repayment amount should be first adjusted to the guaranteed loan. 
On the basis of provisions and facts of the case, it can be said that in the absence of clear intimation about the 
appropriation of payment, it is the sole discretion of the Bank to which loan it can appropriate the amount. Hence, 
the Bank was correct in its decision under the Indian Contract Act, 1872. 

 
3. According to Section 2(85) of the Companies Act, 2013, Small company means a company, other than a public 

company– 
(i) paid-up share capital of which does not exceed four crore rupees or such higher amount as may be prescribed 

which shall not be more than ten crore rupees; and 
(ii) turnover of which as per profit and loss account for the immediately preceding financial year does not exceed 

forty crore rupees or such higher amount as may be prescribed which shall not be more than one hundred crore 
rupees: 

Exceptions: This clause shall not apply to: 
(A) a holding company or a subsidiary company; 
(B) a company registered under section 8; or 
(C) a company or body corporate governed by any special Act. In the instant case, 
(i) STS Pvt. Ltd. though is a small company taking into account its turnover and paid up share capital (i.e. ₹ 10 

crores and ₹ 1 crore respectively), but since it is the subsidiary c.ompany of UV Infratech Pvt. Ltd. (UV 
Infratech Pvt. Ltd. holds ₹ 60,00,000 equity share capital of STS Pvt. Ltd.), hence STS Pvt. cannot be considered 
as small company. 

(ii) ZX Ltd. cannot be considered as a small company since it is a public company. 
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4. As per Section 2(6) of the Companies Act, 2013, an Associate Company in relation to another company, 
means a company in which that other company has a significant influence, but which is not a subsidiary 
company of the company having such influence and includes a joint venture company. 
The term “significant influence” means control of at least 20% of total voting power, or control of or participation 
in business decisions under an agreement. 
In the given case, the paid up share capital of ACD Ltd. is ₹ 80 crores. B Ltd. holds equity share capital of ₹ 15 
crore in ACD Ltd. i.e. less than 20% significant influence. Therefore ACD Ltd. cannot be considered as an Associate 
Company of B Ltd. 
Alternate conclusion 
Since the question is asked with reference to B Ltd. who had stake of ₹ 15 crores in the ACD Ltd. to be considered 
as an associate company or not. 
So, the conclusion may be alternatively as follows: 
In the given case, the paid up share capital of ACD Ltd. is ₹ 80 crores. B Ltd. holds equity share capital of ₹ 15 
crore in ACD Ltd. i.e. less than 20% significant influence. Therefore, B Ltd. cannot be considered as an Associate 
Company. 

 
5. Mode of Settlement of partnership accounts (Section 48 of the Indian Partnership Act, 1932): In settling the 

accounts of a firm after dissolution, the following rules shall, subject to agreement by the partners, be 
observed:- 
(i) Losses, including deficiencies of capital, shall be paid first out of profits, next out of capital, and, lastly, if 

necessary, by the partners individually in the proportions in which they were entitled to share profits; 
(ii) The assets of the firm, including any sums contributed by the partners to make up deficiencies of capital, must 

be applied in the following manner and order: 
(a) in paying the debts of the firm to third parties; 
(b) in paying to each partner rateably what is due to him from capital; 
(c) in paying to each partner rateably what is due to him on account of capital; and 
(d) the residue, if any, shall be divided among the partners in the proportions in which they were entitled to 

share profits. 
 

6. Payment of firm debts and of separate debts (Section 49): Where there are joint debts due from the firm and 
also separate debts due from any partner: 
(i) the property of the firm shall be applied in the first instance in payment of the debts of the firm, and if there is 

any surplus, then the share of each partner shall be applied to the payment of his separate debts or paid to him; 
(ii) the separate property of any partner shall be applied first in the payment of his separate debts and surplus, if 

any, in the payment of debts of the firm. 
 

7. According to Section 18 of the Sale of Goods Act, 1930, where there is a contract of sale for unascertained 
goods, the property in goods cannot pass to the buyer unless and until the goods are ascertained. The buyer 
can get the ownership right on the goods only when the goods are specific and ascertained. 
According to section 20 of the Sale of Goods Act, 1930, where there is an unconditional contract for sale of specific 
goods in deliverable state, the property in the goods passes to the buyer when the contract is made, and it is 
immaterial whether the time of payment of price or the time of delivery of the goods, or both, is postponed. Here, 
the condition is goods must be ready for delivery. 
In the instant case, since the microchips were specifically identified and were in a deliverable state when the contract 
was formed on August 1, 2023, ownership (and risk) likely passed to PQR Enterprises on August 1, 2023. 
Therefore, PQR Enterprises will suffer the loss. 
Goods are not specifically identified and ascertained: 
If the microchips were not specifically identified and marked for PQR Enterprises at the time of the contract, MNO 
Limited will suffer the loss, as the risk would not have transferred to PQR Enterprises. 
 

8. As per Section 27 of the Sale of Goods Act, 1930, “no one can transfer a better title than they themselves 
have.” This means that a person who is not the owner of goods cannot convey ownership unless authorized 
by the true owner. 
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Also, Section 14(a) imposes an implied condition in every contract of sale that the seller has the right to sell the 
goods means he should be the real owner. If the seller’s title turns out to be defective, the buyer must return the 
goods to the true owner and recover the price from the seller. 
In the instant case, A will succeed in his action against B for the return of the price, as B had no title to sell the 
stolen motorcycle, and the sale was in breach of the implied condition. 

 
9. "Corporate veil sometimes fails to protect the members of the company from the liability connected to the 

company's actions." 
The following are the cases where company law disregards the principle of corporate personality or the principle 
that the company is a legal entity distinct and separate from its shareholders or members: 
(1) To determine the character of the company i.e. to find out whether co-enemy or friend: It is true that, 

unlike a natural person, a company does not have mind or conscience; therefore, it cannot be a friend or foe. It 
may, however, be characterised as an enemy company, if its affairs are under the control of people of an enemy 
country. For this purpose, the Court may examine the character of the persons who are really at the helm of 
affairs of the company. 

(2) To protect revenue/tax: In certain matters concerning the law of taxes, duties and stamps particularly where 
question of the controlling interest is in issue. 
(i) Where corporate entity is used to evade or circumvent tax, the Court can disregard the corporate entity. 
(ii) Where the company was not a genuine company at all but merely the assessee himself disguised under 

the legal entity of a limited company. 
(3) To avoid a legal obligation: Where it was found that the sole purpose for the formation of the company was 

to use it as a device to reduce the amount to be paid by way of bonus to workmen, the Supreme Court upheld 
the piercing of the veil to look at the real transaction (The Workmen Employed in Associated Rubber Industries 
Limited, Bhavnagar vs. The Associated Rubber Industries Ltd., Bhavnagar and another). 

(4) Formation of subsidiaries to act as agents: A company may sometimes be regarded as an agent or trustee of 
its members, or of another company, and may therefore be deemed to have lost its individuality in favour of its 
principal. Here the principal will be held liable for the acts of that company. 

(5) Company formed for fraud/improper conduct or to defeat law: Where the device of incorporation is 
adopted for some illegal or improper purpose, e.g., to defeat or circumvent law, to defraud creditors or to avoid 
legal obligations. 

 
10. Effect of Memorandum and Articles: As per Section 10 of the Companies Act, 2013, where the memorandum 

and articles when registered, shall bind the company and the members thereof to the same extent as if they 
respectively had been signed by the company and by each member, and an agreement to observe all the 
provisions of the memorandum and of the articles. 
All monies payable by any member to the company under the memorandum or articles shall be a debt due from him 
to the company. 

 
11. LLP gives the benefits of limited liability of a company on one hand and the flexibility of a partnership on 

the other: 
Limited Liability: Every partner of a LLP is, for the purpose of the business of LLP, the agent of the LLP, but not 
of other partners. The liability of the partners will be limited to their agreed contribution in the LLP, while the LLP 
itself will be liable for the full extent of its assets. 
Flexibility of a partnership: The LLP allows its members the flexibility of organizing their internal structure as a 
partnership based on a mutually arrived agreement. The LLP form enables entrepreneurs, professionals and 
enterprises providing services of any kind or engaged in scientific and technical disciplines, to form commercially 
efficient vehicles suited to their requirements. Owing to flexibility in its structure and operation, the LLP is a 
suitable vehicle for small enterprises and for investment by venture capital. 

 
12. The essential requirement for forming LLP is carrying on a lawful business with a view to earn profit. Thus, 

LLP cannot be formed for charitable or non-economic purpose. 
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In the instant case, Raju and Anil cannot form LLP to run a charitable school which provides free education to the 
poor children. 
In view of above it is suggested to them that they can form a section 8 company for this purpose. 

 
13. Partner by holding out (Section 28 of the Indian Partnership Act, 1932): 

Anyone who by words spoken or written or by conduct represents himself, or knowingly permits himself to be 
represented, to be a partner in a firm, is liable as a partner in that firm to anyone who has on the faith of any such 
representation given credit to the firm, whether the person representing himself or represented to be a partner does 
or does not know that the representation has reached the person so giving credit. 
 
In the instant case, since Gopal allowed himself to be represented as a partner to the RS & Co. and third parties 
acted based on this belief and therefore, Gopal is held liable to Sundar as he represented himself by his act to be a 
partner to the RS & Co. 
However, Gopal is not liable to Madhav for the liabilities incurred by the firm. Information of Gopal being a partner 
to the firm was shared by the Sundar (Supplier to the firm) which is not falling within the ambit of doctrine of 
holding out. 
Hence Gopal is liable to Sundar and not to Madhav for the liability of the Firm. 

 
14. Rights and liabilities of new partner: The new firm, including the new partner who joins it, may agree to 

assume liability for the existing debts of the old firm, and creditors may agree to accept the new firm as their 
debtor and discharge the old partners. The creditor’s consent is necessary in every case to make the 
transaction operative. Novation is the technical term in a contract for substituted liability, of course, not 
confined only to case of partnership. 
But a mere agreement amongst partners cannot operate as Novation. Thus, an agreement between the partners and 
the incoming partner that he shall be liable for existing debts will not ipso facto give creditors of the firm any right 
against him. 
In the instant case, Amar will not be liable in a suit filed by the creditor against the firm and all existing partners 
for recovery of the old debt of the firm. 

 
15. According to section 37 of the Indian Partnership Act, 1932, 

• Where any member of a firm has died or otherwise ceased to be partner, and the surviving or continuing partners 
• carry on the business of the firm with the property of the firm without any final settlement of accounts as 

between them and the outgoing partner or his estate, then, in the absence of a contract to the contrary, 
• the outgoing partner or his estate is entitled at the option of himself or his representatives 
• to such share of the profits made since he ceased to be a partner as may be attributable to the use of his share 

of the property of the firm or 
• to interest at the rate of six per cent per annum on the amount of his share in the property of the firm. 
In the instant case, Suman is entitled to claim either interest on her share in the property i.e. ₹ 1,20,000 (6% of ₹ 20 
Lakh) or a share of the profits i.e. ₹ 1 Lakh (10% of ₹ 10 Lakh) from the firm for the use of her share in the property. 
Therefore, claim of Suman of ₹ 3 Lakh is not valid. 
 

16. It is a fundamental rule of Company Law that the objects of a company as stated in its memorandum can be 
departed from only to the extent permitted by the Act, thus far and no further. In consequence, any act done 
or a contract made by the company which travels beyond the powers not only of the directors but also of the 
company is wholly void and inoperative in law and is therefore not binding on the company. 
On this account, a company can be restrained from employing its fund for purposes other than those sanctioned by 
the memorandum. Likewise, it can be restrained from carrying on a trade different from the one it is authorised to 
carry on. The impact of the doctrine of ultra vires is that a company can neither be sued on an ultra vires transaction, 
nor can it sue on it. Since the memorandum is a “public document”, it is open to public inspection.  
Therefore, when one deals with a company one is deemed to know about the powers of the company. If in spite of 
this you enter into a transaction which is ultra vires the company, you cannot enforce it against the company. 
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In the instant case, ABC Pvt. Ltd. was authorised to trade in property only, so taking loan for construction business 
was ultra virus the power of the company. 
Therefore, Magnum Finance Ltd. cannot enforce against ABC Pvt. Ltd. for recovery of the loan. But, 
(a) It can recover the money to the extent it has been utilised in meeting lawful debt of the company, then it steps 

into shoes of the debtor paid off and consequently it would be entitled to recover the loan to that extent from 
the company. 

(b) if the money is not spent, it may stop ABC Pvt. Ltd. from spending by means of injunction and recover the 
unspent amount. 

 
17. Formation of companies with charitable objects etc. (Section 8 company): Section 8 of the Companies Act, 

2013 deals with the formation of companies which are formed to 
• promote the charitable objects of commerce, art, science, sports, education, research, social welfare, religion, 

charity, protection of environment etc. 
• Such company intends to apply its profit in promoting its objects and 
• prohibiting the payment of any dividend to its members. 
 
In the instant case, SNM Ltd. cannot declare dividend @10% to equity shareholders for the year ending 31st March, 
2025 as it is a Section 8 company which are specifically prohibited from paying dividend. The profits of a section 
8 company must be applied towards promoting its objects. Therefore, the special resolution passed in the EGM to 
declare a dividend is invalid. 

 
18. Ordinary damages: When a contract has been broken, the party who suffers by such breach is entitled to 

receive, from the party who has broken the contract, compensation for any loss or damage cause to him 
thereby, which naturally arose in the usual course of things from such breach, or which the parties know, 
when they made the contract, to be likely to result from the breach of it. 
Special damages: Where a party to a contract receives a notice of special circumstances affecting the contract, he 
will be liable not only for damages arising naturally and directly from the breach but also for special damages. 
Liquidated damage is a genuine pre-estimate of compensation of damages for certain anticipated breach of 
contract. This estimate is agreed to between parties to avoid at a later date detailed calculation and the necessity to 
convince outside parties. 

 
19.  

(A) Agreement made based on natural love and affection: Conditions to be fulfilled under section 25(1) of the 
Indian Contract Act, 1872 
(i) It must be made out of natural love and affection between the parties. 
(ii) Parties must stand in near relationship to each other. 
(iii) It must be in writing. 
(iv) It must also be registered under the law. 
A written and registered agreement based on natural love and affection between the parties standing in near 
relation (e.g., husband and wife) to each other is enforceable even without consideration. 

(B) Promise to pay time barred debts: Where a promise in writing signed by the person making it or by his 
authorised agent, is made to pay a debt barred by limitation it is valid without consideration [Section 25(3)].  
 

20. Responsibility of finder of goods (Section 71 of the Indian Contract Act, 1872): A person who finds goods 
belonging to another and takes them into his custody is subject to same responsibility as if he were a bailee. 
Thus, a finder of lost goods has: 
(i) to take proper care of the property as man of ordinary prudence would take 
(ii) no right to appropriate the goods and 
(iii) to restore the goods if the owner is found. 

 
The right of finder of lost goods- may sue for specific reward offered [Section 168]: The finder of goods has 
no right to sue the owner for compensation for trouble and expense voluntarily incurred by him in finding the owner 
and preserving the goods found. But he has a right to retain the goods against the owner until he receives such 
compensation. 
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When finder of thing commonly on sale may sell it [Section 169]: When a thing which is commonly the subject 
of sale if lost, if the owner cannot with reasonable diligence be found, or if he refuses, upon demand, to pay the 
lawful charges of the finder, the finder may sell it– 
(1) when the thing is in danger of perishing or of losing the greater part of its value, or 
(2) when the lawful charges of the finder in respect of the thing found amount to two-thirds of its value. 

 
Hence, the answers are: 
(A) Gifting the wristwatch to his son Mahesh is unlawful. Raghav had no ownership rights over the watch and 

could not legally transfer it to someone else. 
(B) Warning Madhav to Sue for Recovery of Lawful Expenses: Raghav has no right to sue Madhav for the 

expenses voluntarily incurred by Raghav in finding the owner. 
(C) Retaining Possession of the Wristwatch Until Recovery of Lawful Expenses: Raghav’s action of retaining 

the wristwatch until Madhav reimburses him for lawful expenses is valid. 
(D) Selling of Wristwatch for Recovery of Expenses: the watch is not perishable, and the expenses claimed (₹ 

20,000) are far below two-thirds of the value of the watch (₹ 1,00,000). Therefore, Raghav does not have the 
right to sell the watch under these circumstances, and selling the watch would be unlawful. 

 
21. According to section 55 of the Indian Contract Act, 1872, when a party to a contract promises to do certain 

thing at or before the specified time, and fails to do any such thing at or before the specified time, the contract, 
or so much of it as has not been performed, becomes voidable at the option of the promisee, if the intention of 
the parties was that time should be of essence of the contract. 
Effect of acceptance of performance at time other than agreed upon– 
If, in case of a contract voidable on account of the promisor’s failure to perform his promise at the time agreed, the 
promisee accepts performance of such promise at any time other than agreed, the promisee cannot claim 
compensation for any loss occasioned by the non-performance of the promise at the time agreed, unless, at the time 
of acceptance, he gives notice to the promisor of his intention to do so. 
In the instant case, 
(A) Woollen Garments Limited is legally entitled to reject the goods due to the failure to meet the delivery deadline, 

as time was a crucial term of the contract. 
(B) The company cannot accept the total supply on the request of woman group but only when the company i.e. 

buyer elects to do so. In that case, the company cannot claim compensation for any loss occasioned by the non- 
performance of the promise (i.e. delay in supply) at the time agreed. 

 
22. As per Section 46 of the Negotiable Instruments Act, 1881, delivery of an instrument is essential whether the 

instrument is payable to bearer or order for effecting the negotiation. The delivery must be voluntary, and the object 
of delivery should be to pass the property in the instrument to the person to whom it is delivered. The delivery can 
be, actual or constructive. Actual delivery takes place when the instrument changes hand physically. Constructive 
delivery takes place when the instrument is delivered to the agent, clerk or servant of the indorsee on his behalf or 
when the indorser, after indorsement, holds the instrument as an agent of the indorsee. Section 46 also lays down 
that when an instrument is conditionally or for a special purpose only, the property in it does not pass to the 
transferee, even though it is indorsed to him, unless the instrument is negotiated to a holder in due course. 
 

23.  
(i) The Securities and Exchange Board of India (SEBI): 

• It is the regulatory body 
• for securities and commodity market in India 
• under the ownership of Ministry of Finance within the Government of India. 
• It was established on 12 April, 1988 as an executive body and was given statutory powers on 30 January, 

1992 through the SEBI Act, 1992. 
(ii) Reserve Bank of India (RBI): 

• It is India's Central Bank and regulatory body responsible for regulation of the Indian banking system. 
• It is under the ownership of Ministry of Finance, Government of India. 
• It is responsible for the control, issue and maintaining supply of the Indian rupee. 
• It also manages the country's main payment systems and works to promote its economic development. 



 
 

Fatafat CA Bante hai               11 

• Bharatiya Reserve Bank Note Mudran (BRBNM) is a specialised division of RBI through which it prints 
and mints Indian currency notes (INR) in two of its currency printing presses located in Nashik (Western 
India) and Dewas (Central India). 

• RBI established the National Payments Corporation of India as one of its specialised division to regulate 
the payment and settlement systems in India. 

• Deposit Insurance and Credit Guarantee Corporation was established by RBI as one of its specialised 
division for the purpose of providing insurance of deposits and guaranteeing of credit facilities to all Indian 
banks. 

(iii) Insolvency and Bankruptcy Board of India (IBBI)- 
• It is the regulator for overseeing insolvency proceedings and entities like Insolvency Professional Agencies 

(IPA), Insolvency Professionals (IP) and Information Utilities (IU) in India. 
• It was established on 1 October 2016 and given statutory powers through the Insolvency and Bankruptcy 

Code, which was passed by Lok Sabha on 5th May 2016. 
• It covers Individuals, Companies, Limited Liability, Partnerships and Partnership firms. The new code will 

speed up the resolution process for stressed assets in the country. 
• It attempts to simplify the process of insolvency and bankruptcy proceedings. 
• It handles the cases using two tribunals like NCLT (National Company Law Tribunal) and Debt Recovery 

Tribunal. 
 

24. Rights of lien (Section 47 of the Sale of Goods Act, 1930) 
An unpaid seller has a right of lien on the goods for the price while he is in possession, until the payment or tender 
of the price of such goods. It is the right to retain the possession of the goods and refusal to deliver them to the 
buyer until the price due in respect of them is paid or tendered. 
 
Exercise of right of lien: This right can be exercised by him in the following cases only: 
(a) where goods have been sold without any stipulation of credit; (i.e., on cash sale) 
(b) where goods have been sold on credit but the term of credit has expired; or 
(c) where the buyer becomes insolvent. 
In the instant case, P is still in possession of the goods and the full price was not paid by Q within the stipulated 
time i.e. till 31st December 2024. Therefore, P is an unpaid seller and can rightfully exercise lien under Section 47. 
Even though the unpaid amount is only ₹ 20,000, P’s refusal to deliver the goods is valid. Thus, P is legally justified 
in exercising right of lien. 

 
25. Legal Rules of Auction sale: Section 64 of the Sale of Goods Act, 1930 provides following rules to regulate 

the sale by auction: 
Completion of the contract of sale: The sale is complete when the auctioneer announces its completion by the fall 
of hammer or in any other customary manner. Until such announcement is made, any bidder may retract from his 
bid. 
In the instant case, the sale of sculpture to L is not complete as only hammer falls but the auctioneer did not 
announce “you are the highest bidder”. 
Therefore, L’s claim contending that the auctioneer is bound to sell the sculpture to him at the price he bid is not 
valid as the auction sale was not complete. 
 

26.  
(1) Partner by holding out (Section 28 of the Indian Partnership Act, 1932): Where a man holds himself out 

as a partner, or allows others to do it, he is then stopped from denying the character he has assumed and upon 
the faith of which creditors may be presumed to have acted. 

(2) Nominal Partner: A person who lends his name to the firm, without having any real interest in it, is called a 
nominal partner. 
He is not entitled to share the profits of the firm. Neither he invests in the firm nor takes part in the conduct of 
the business. He is, however liable to third parties for all acts of the firm. 

 
27. Dissolution by Agreement (Section 40 of the Indian Partnership Act, 1932):Section 40 gives right to the 

partners to dissolve the partnership by agreement with the consent of all the partners or in accordance with 
a contract between the partners. ‘Contract between the partners’ means a contract already made. 
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Hence, the statement ‘dissolution of a firm by the consent of the majority of the partners is not correct unless 
otherwise provided in a contract between them. 
Compulsory dissolution (Section 41): 
A firm is compulsorily dissolved by the happening of any event which makes it unlawful for the business of the 
firm to be carried on or for the partners to carry it on in partnership. Hence, the statement ‘compulsory dissolution 
requires an order from the court’ is not correct. 

 
28.  

1. According to section 42 of the Indian Contract Act, 1872, if two or more persons have made a joint promise, 
ordinarily all of them during their life-time must jointly fulfil the promise. After death of any one of them, his 
legal representative jointly with the survivor or survivors should do so. After the death of the last survivor the 
legal representatives of all the original co-promisors must fulfil the promise. 
Hence, the legal representative can jointly discharge the obligations of joint promisor and promisee, after their 
death. 

2. As per section 43, each of two or more joint promisors may compel every other joint promisor to contribute 
equally with himself to the performance of the promise, unless a contrary intention appears from the contract. 
Hence, the joint promisor may be compelled. 

3. If any one of two or more joint promisors makes default in such contribution, the remaining joint promisors 
must bear the loss arising from such default in equal shares. 

 
29. Effects of coercion under section 19 of the Indian Contract Act, 1872 

(i) Contract induced by coercion is voidable at the option of the party whose consent was so obtained. 
(ii) A person to whom money has been paid or anything delivered under coercion must repay or return it. 
Threat to commit suicide – Whether it is coercion? 
Suicide though forbidden by Indian Penal Code is not punishable, as a dead man cannot be punished. But Section 
15 declares that committing or threatening to commit any act forbidden by Indian Penal Code is coercion. Hence, 
a threat to commit suicide will be regarded as coercion. 

 
30. Section 20 of the Negotiable Instruments Act, 1881 reads as “Where one person signs and delivers to another 

a paper stamped in accordance with the law relating to negotiable instruments then in force in India, and either 
wholly blank or having written thereon an incomplete negotiable instrument, he thereby gives prima facie 
authority to the holder thereof to make or complete, as the case may be, upon it a negotiable instrument, for 
any amount specified therein and not exceeding the amount covered by the stamp. 
The person so signing shall be liable upon such instrument, in the capacity in which he signed the same, to any 
holder in due course for such amount. Provided that no person other than a holder in due course shall recover from 
the person delivering the instrument anything in excess of the amount intended by him to be paid thereunder”. 
In the instant case, Anjali is not liable to honour the promissory note to Manish for ₹ 17000. She is liable only for 
₹ 15000. 
 

31. Presentment for payment [Section 64 of the Negotiable Instruments Act, 1881] 
As per section 64 of the Negotiable Instruments Act, 1881, promissory notes, bill of exchange and cheques must 
be presented for payment to the maker, acceptor or drawee thereof respectively, by or on behalf of the holder as 
hereinafter provided. 
In default of such presentment, the other parties thereto are not liable thereon to such holder. 
So, presentment for payment must be made to the person primarily liable on the instrument, or in their absence, at 
the proper place during the usual business hours. 
In this case, Priya presented the bill at Sanjay’s office during regular business hours, but since Sanjay was not 
present, she left the bill with his assistant. 
While leaving the bill with the assistant might be considered a practical step, it does not fulfil the strict legal 
requirement of presenting the bill directly to the drawee (Sanjay) or his authorised representative for payment. 
Therefore, the presentation of the bill by Priya to Sanjay’s assistant is not valid under law. 
 

32. Agent cannot personally enforce, nor be bound by, contracts on behalf of principal. 
 
 



 
 

Fatafat CA Bante hai               13 

EXCEPTIONS: In the following exceptional cases, the agent is presumed to have agreed to be personally bound: 
(1) Where the contract is made by an agent for the sale or purchase of goods for a merchant resident 

abroad/foreign principal: – When an agent has entered into a contract for the sale or purchase of goods on 
behalf of a principal resident abroad, the presumption is that the agent undertakes to be personally liable for the 
performances of such contract. 

(2) Where the agent does not disclose the name of his principal or undisclosed principal; (Principal 
unnamed): when the agent does not disclose the name of the principal then there arises a presumption that he 
himself undertakes to be personally liable. 

(3) Non-existent or incompetent principal: Where the principal, though disclosed, cannot be sued, the agent is 
presumed to be personally liable. 

(4) Pretended agent– if the agent pretends but is not an actual agent, and the principal does not rectify the act but 
disowns it, the pretended agent will be himself liable. 

(5) When agent exceeds authority– When the agent exceeds his authority, misleads the third person in believing 
that the agent he has the requisite authority in doing the act, then the agent can be made liable personally for 
the breach of warranty of authority. 

 
33. Whether the threat to commit suicide is coercion? 

Suicide though forbidden by Indian Penal Code is not punishable, as a dead man cannot be punished. But Section 
15 of the Indian Contract Act, 1872 declares that committing or threatening to commit any act forbidden by Indian 
Penal Code is coercion. Hence, a threat to commit suicide will be regarded as coercion. 

 
34. Section 64 of the Sale of Goods Act, 1930 provides following rules to regulate the sale by auction: 

(A) Bid with notification: Right to bid may be reserved expressly by or on behalf of the seller and where such a 
right is expressly reserved, but not otherwise, the seller or any one person on his behalf may bid at the auction. 
Bid by seller without notification: Where the sale is not notified to be subject to a right to bid on behalf of 
the seller, it shall not be lawful for the seller to bid himself or to employ any person to bid at such sale, or for 
the auctioneer knowingly to take any bid from the seller or any such person; and any sale contravening this 
rule may be treated as fraudulent by the buyer. 

(B) Bidder to retract from his bid: The sale is complete when the auctioneer announces its completion by the 
fall of hammer or in any other customary manner. Until such announcement is made, any bidder may retract 
from his bid. 

(C) Effect of pretending bidding: If the seller makes use of pretended bidding to raise the price, the sale is 
voidable at the option of the buyer. 
 

35. Delivery of wrong quantity [Section 37 of the Sale of Goods Act, 1930]: Where the seller delivers to the buyer 
a quantity of goods less than he contracted to sell, the buyer may reject them, but if the buyer accepts the 
goods so delivered he shall pay for them at the contract rate. [Sub-section (1)] 
Where the seller delivers to the buyer a quantity of goods larger than he contracted to sell, the buyer may accept the 
goods included in the contract and reject the rest, or he may reject the whole. If the buyer accepts the whole of the 
goods so delivered, he shall pay for them at the contract rate. [Sub-section (2)] 
Where the seller delivers to the buyer the goods he contracted to sell mixed with goods of a different description 
not included in the contract, the buyer may accept the goods which are in accordance with the contract and reject, 
or may reject the whole. [Sub-section (3)] 
The provisions of this section are subject to any usage of trade, special agreement or course of dealing between the 
parties. [Sub-section (4)] 

 

----------------------------xx----------------------------xx--------------------------- 
The End 


