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DECEMBER 2020

INFORMATION TECHNOLOGY AND SYSTEMS AUDIT
Time allowed : 3 hours

Maximum marks : 100

NOTE : Answer ALL Questions.
Question 1
Alpha Ltd. company is a large retailer with more than 16000 employees, having
outlets at different locations in India. The company is offering computers, its peripheral
products and its services. Their business growth is badly affected due to competitive
environment. It has also come to the notice of the management that there is a
significant dissatisfaction of customers in the matter of servicing. Alpha Limited
expressed a need for high capacity, high bandwidth network to meet their evolving
business requirements and to serve their customers in better ways. Company also
decided to subscribe for cloud computing services and also desired to adopt Mobile
commence for conducting financial and promotional activities.
As an IT expert, management of the company has sought your advice on the following
issues : What advice would you give ?
(a) What are the key components of M-Commence Applications ?
(b) What strategies would you suggest to follow for effective success of Extranet ?
(c) What is Protocol ? How Post Office Protocol Version 3 (POP3) and Simple Mail
Transfer Protocol (SMTP), Protocols are used in transmitting e-mail across the
internet ?
(d) What is cloud computing ? What are the different categories of services offered
by public cloud provider to the company ?
(5 marks each)
Answer 1(a)
Key Components of M-commerce Applications
i. Mobile storefront modules are an integral part of M-commerce apps, where all
commodities and services are categorized and compiled in catalogues for
customers to easily browse through the items on sale and get essential
information about the products.
ii. Mobile ticketing module is an M-commerce app component that is closely linked
to promotional side of commercial business and enables vendors to attract
customers by distributing vouchers, coupons and tickets.
iii. Mobile advertising and marketing module empowers merchants to leverage Mcommerce channels in order to manage its direct marketing campaigns, which
are reported to be very effective especially when targeted at younger
representatives of digital information consumers.
1
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iv. Mobile customer support and information module is a point of reference for
information about a particular retailer, its offerings and deals. The news about
the company, current discounts, shop locations and other information is either
pushed to users’ m-commerce apps or can be found in M-commerce app itself.
v. Mobile banking is inextricably linked to selling process via M-commerce apps,
because no purchase can be finalized without a payment. There are various
options for executing mobile payments, among which are direct mobile billing,
payments via sms, credit card payments through a familiar mobile web interface,
and payments at physical POS terminals with NFC technology.
vi. Customer communities and engagement module is a component which supports
customer engagement and improves customer interactions with reference to
any product or service being offered.
Answer 1(b)
Some of the important strategies necessary for success of Extranet are discussed
as under:
1. Understand the return on investment : The business should develop its extranet
with specific goals in mind, such as improving customer satisfaction, reducing
operating costs, increasing sales, or any other goal. Companies must establish
clear goals and work toward them because extranets are expensive.
2. Select your audience and meet its needs : Extranets are designed to cater to
the external entities of a business, such as customers, suppliers, government
regulators, and stockholders. The company should carefully select the entity or
entities that it wants the extranet to serve. Once a decision is made about the
audience for the extranet, the next step is to carefully identify specific information
problems the extranet will address.
3. Be willing to change : An Extranet is a work in progress. Companies must
continue to invest in the extranet if it is to meet the changing needs of its
audience. Otherwise, the extranet will become quickly outdated, defeating its
purpose.
4. Keep things simple : People want clean, crisp, easy-to-click on applications,
because many visitors may not be proficient with the Internet, it is important to
make extranets intuitive and easy to use. Users do not want to spend an enormous
amount of time on clerical functions, so such functions, in particular, should be
easy to use.
5. 24 hours a day : Extranets should be up and running 24 hours a day, 7 days a
week. Visitors should be able to access the extranet anytime from anywhere. In
the case of global companies, this becomes imperative, given the time difference
between different countries.
6. Work with end users : When IT staffs try to build an extranet without help, the
project's chances of success sharply diminish. Successful extranets are a joint
venture between IT and the business end users.
7. Create a partnership : An extranet requires solid communication between human
resources and the vendor supplying or managing data. Designing an easy-to-
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use interface is a good start, but data must flow back and forth smoothly and
transparently.
8. Manage content/provide value : The interactive capabilities of the Web are one
of its greatest strengths. An extranet allows employees to view accounts realtime and model data in ways that weren’t possible just a few years ago.
Employees will use an extranet only if they see value in it- not because it
reduces costs for company. That means content must revolve around the needs
of employees and not the desires of the organization.
Answer 1(c)
Protocol : It is a standard set of rules and procedures for the control of communication
and network. Protocols determine how data are transmitted between computing devices and
over networks. The protocol determines the following: type of error checking to be used data
compression method (if any), how the sending device will indicate that it has finished a
message and how the receiving device will indicate that it has received the message.
POP3 and SMTP protocols : Email requires its own set of protocols and there are
a variety, both for sending and for receiving mail. The most common protocol for sending
mail is Simple Mail Transfer Protocol (SMTP). When configuring email clients, an Internet
address for an SMTP server must be entered. The SMTP first checks the postage
address to figure out where to send the mail. The SMTP needs a computer friendly IP
address to locate and deliver the message to the recipient. To locate the IP, the SMTP
contacts the DNS server (the internet phone book) to translate the recipients email
address, simon@example.com to an IP address like "45.789.56.89". Once the associated
IP has been found, it can determine if that domain has any Mail Exchanges Servers
(MX) which detail any additional information about where the message should be routed
to. This is just like checking if the recipient uses a mailbox or a PO box to receive their
mail in real life.
The most common protocol used by PCs for receiving mail is Post Office Protocol
(POP). It is now in version 3 so it is called POP3. POP3 downloads the email from a
server to a single computer, then deletes the email from the server. Email clients require
an address for a POP server before they can read mail. The SMTP and POP3 servers
may or may not be the same address. Both SMTP and POP3 use TCP for managing the
transmission and delivery of mail across the Internet. POP3 gives an email user access
to their emails stored in their user account on that server. One don’t need to stay online
for the emails to come through. Someone just need to leave a copy of an email on the
server to access it.
Answer 1(d)
Cloud Computing : Cloud Computing is a general term for anything that involves
delivering hosted services over the Internet. It is therefore is a term used to describe a
new class of network based computing that takes place over the Internet. Cloud computing
in other words is the delivery of different services through the Internet. These resources
include tools and applications like data storage, servers, databases, networking, and
software. Cloud services are broadly divided into three categories: Infrastructure-as-aService (IaaS), Platform-as-a-Service (PaaS) and Software-as-a-Service (SaaS).
1. Infrastructure-as-a-Service : It includes Amazon Web Services that provides
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the customer with virtual server instances and storage, as well as Application
Program Interfaces (APIs) that allow the customer to start, stop, access and
configure their virtual servers and storage. This model allows a company to pay
for only as-much capacity as needed, and bring more services online as soon as
required because this pay-for-what-you-use model resembles the way electricity,
fuel and water are consumed, it’s sometimes referred to as utility computing.
2. Platform-as-a-service : It is defined as a set of software development tools
hosted on the provider's infrastructure. Developers create applications on the
provider's platform over the Internet. PaaS providers may use APIs, website
portals or gateway software installed on the customer’s computers. Force.com
and Google App are examples of PaaS.
3. In the software-as-a-service : Under this cloud model, the vendor supplies the
hardware infrastructure, the software product and interacts with the user through
a front-end portal. SaaS is a very broad market. Services can be anything from
Web-based email to inventory control and database processing. Because the
service provider hosts both the application and the data, the end user is free to
use the service from anywhere.
(Attempt all parts of either Q. No. 2 or Q. No. 2A)
Question 2
(a) What are the constraints of operating a Management Information System?
(b) What do you understand by Program Development Life Cycle (PDLC)? Briefly
discuss three steps with procedure and its description of PDLC.
(c) Explain any two different characteristics of Data Warehouse. How is it different
from the Data base.
(d) Discuss the essential functions of an Operating System.

(4 marks each)

OR (Alternate question to Q. No. 2)
Question 2A
Distinguish between the following :
(i) Mainframe computer and Micro computer
(ii) Online and Real Time Processing
(iii) Top-down and Bottom-up approach in MIS development
(iv) Data Description Language (DDL) and Data Manipulation Language (DML)
(4 marks each)
Answer 2(a)
Major constraints which come in the way of operating a Management Information
System are the following:
1. Non-availability of experts, who can diagnose fully the objectives of the
organisation and give a desired direction needed for operating management
information system.
2. Difficulty usually faced by experts, in selecting the sub-systems of MIS, to be
designed and operated upon first.
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3. Source of availability of experts for running MIS effectively, is not always known
to the management.
4. Due to varied objectives of business concerns, the approach adopted by experts
for designing and implementing MIS is non-standardised one.
5. Non-availability of cooperation from staff.
6. Non-availability of heavy financial resources required for running the MIS
effectively.
7. Turnover of experts is quite high.
8. It is difficult to quantify the benefits of MIS, so that it can be easily comparable
with cost.
9. Perception problems as its utility are not readily perceptible by many users.
Answer 2(b)
Program Development Life Cycle (PDLC) is an outline of each of the steps used to
build software applications. Similarly to the way the System Development Life Cycle
(SDLC) guides the systems analyst through development of an information system, the
program development life cycle is a tool used to guide computer programmers through
the development of an application. The program development life cycle consists of six
steps.
Step

Procedure

Step Procedure Description

1.

Analyze the problem

Precisely define the problem to be solved, and write
program specifications - descriptions of the program’s
inputs, processing, outputs, and user interface.

2.

Design the program

Develop a detailed logic plan using a tool such as
pseudocode, flowcharts, object structure diagrams, or
event diagrams to group the program’s activities into
modules, devise a method of solution or algorithm for
each module and test the solution algorithms.

3.

Code the program

Translate the design into an application using a
programming language or application development tool
by creating the user interface and writing code, include
internal Documentation- comments and remarks within
the code that explain the purpose of code statements.

4.

Test and debug the
program

Test the program, finding and correcting errors
(debugging) until it is error free and contains enough
safeguards to ensure the desired results.

5.

Formalize the solution

Review and, if necessary, revise internal
documentation, formalize and complete end-user
(external) documentation.
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Maintain the program
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Provide education and support to end users, correct
any unanticipated errors that emerge and identify userrequested modifications (enhancements). Once errors
or enhancements are identified, the program
development life cycle begins again at Step 1.

Answer 2(c)
Characteristics of data warehouse
i. Subject oriented : A data warehouse is organized around major subjects such
as customer, products, sales etc. Data is organized according to subject instead
of application. For example, an insurance company using a data warehouse
would organize their data by customer, premium and claim instead of by different
product like auto, life etc. The data organized by subject obtains only the
information necessary for the decision support processing.
ii. Integrated : A data warehouse is usually constructed by integrating multiple,
heterogeneous sources such as relational databases, flat files and OLTP (On
Line Transaction Processing) file. When data resides in many separate
applications in the operational environment, the encoding of data is often
inconsistent. When data is moved from operational environment into the data
warehouse, they assume a consistent coding convention.
iii. Nonvolatile : A data warehouse is always a physically separate store of data,
which is transformed from the application data found in the appropriate
environment. Due to this separation, data warehouses do not require transaction
processing, recovery, concurrency control, etc. The data is not updated or
changed in any way once they enter the data warehouse, but are only loaded,
refreshed and accessed for queries.
iv. Time variant : Data is stored in data warehouse to provide a historical perspective.
Every key structure in the data warehouse contains, implicitly or explicitly, an
element of time. The data warehouse contains a place for sorting data that are
5 to 10 years old, or older, to be used for comparisons, trends and forecasting.
Database vs. Data warehouse
Database is a collection of related information stored in a structured form in terms of
table so that it makes easier insertion, deletion and manipulation of data. Database
consists of tables that contain attributes. Whereas a data warehouse is a database
system optimized for reporting and analysis. It generally refers to the combination of
many different databases across entire enterprise. A data warehouse stores historical
data so that one can analyze and extract insights from it. It does not store current
information, nor is it updated in real-time. Once the data entered in the data warehouse,
it can be then only loaded, refreshed and accessed for queries. Data warehousing
emphasizes the capture of data from diverse sources for useful analysis and access,
but does not generally start from the point-of-view of the end user who may need access
to specialized, sometimes local databases.
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Answer 2(d)
An Operating System executes many functions to operate computer system
efficiently. Among them, four essential functions are as follows:
1. Resource Management : An operating system manages a collection of computer
hardware resources by using a variety of programs. It manages computer system
resources, including its CPU, primary memory, virtual memory, secondary storage
devices, input/output peripherals, and other devices.
2. Task Management : The function of the operating system that controls the
running of many tasks. It manages one program or many programs within a
computer system simultaneously. That is, this function of operating system
manages the completion of users’ tasks. A task management program in an
operating system provides each task and interrupts the CPU operations to
manage tasks efficiently.
3. Memory Management : Through this operating system keeps track of all the
memory locations whether they are free or allocated. It also determines how
and how much memory needs to be allocated to a process so that it can be
executed smoothly. It also manages the allocation and deallocation of memory
when operating system is handling multiple processes at a time.
4. File Management : This is a function that manages data files. An operating
system contains file management programs that provide the ability to create,
delete, enter, change, ask, and access of files of data. They also produce
reports on a file.
5. User Interface : It is a function of an operating system that allows users to
interact with a computer. A user interface program may include a combination
of menus, screen design, keyboard commands. A well-designed user interface
is essential for an operating system to be popular, because of the function,
users can load programs, access files, and accomplish other tasks.
Answer 2A(i)
Mainframe Computer and Microcomputer
Mainframe are bigger computers often used in head office of banks, a big multinational
company and public utility office etc. The mainframe computer is a multi-user computer
that supports millions of users at a time. The speed of the mainframe computer is much
more than that of a microcomputer. They offer features such as parallel processing. The
parallel processing involves combining a large number of processors that break down an
application into many separate parts in order to enhance processing speed.
The Microcomputer is a small computer that can be used by a single user at a time.
They are economical in terms of costs and are friendly in use. Personal Computers
(PCs) fall into this category.
The speed of microcomputer is slow. These computers can be used for small data
processing jobs of bigger companies or serve as complete computer systems for small
firms. PC can also be connected with bigger computers and be used as an intelligent
terminal to a bigger computer.
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Answer 2A(ii)
Online Processing
Online processing means users directly enter information online (usually, online, in
this case, means online to a central processor, rather than its modern connotation of the
Internet, but it could mean both), it is validated and updated directly on to the master
file. No new file is created in this case. Therefore, there is near immediate input process,
and output. Imagine a cash dispenser transaction or booking a holiday at travel agents
or over the Internet. Compared with batch processing the number of transactions will be
few.
Online comes in many different flavours such as centralised, distributed, time-share
etc. and the choice of architecture will depend on cost, speed needed, number of users,
number of transactions and time needed for a response.
Real time processing
Real time processing is usually found in systems that use computer control. This
processing method is used when it is essential that the input request is dealt with
quickly enough so as to be able to control an output properly. For example, the computer
inside the Engine Control Unit in a car has to manage the engine at every moment based
on what the driver wants to do.
Real time processing has to be programmed very carefully to ensure that no input
events are missed. For example, a traffic light system is a real-time system but it only
needs to process data relatively slowly. On the other hand, controlling a car engine has
to deal with input events happening every thousandth of a second so a very fast computer
is needed to do this, but both the traffic light and the car engine computers are carrying
out ‘real-time’ processing.
Examples:
•

Traffic lights.

•

Heart rate monitoring.

•

Aircraft control.

•

Computer games.

•

Controlling robots.

Answer 2A(iii)
Top down approach : The development of MIS under top down approach begins by
defining the objectives of the organization, the kind of business it is in to, and the
constraints under which it operates. The activities or functions for which information
would be required are also identified. The crucial strategic and tactical decisions are
also defined and the decisions necessary to operate the activities are specified. From
the activities or functions and the decisions to be made, the major information
requirements are ascertained.
Bottom up approach : The development of information system under this approach
starts from the identification of life stream systems. Life stream systems are those

9
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systems, which are essential for the day-to-day business activities. The examples of
life stream systems include - payroll, sales order, inventory control and purchasing etc.
The development of information system, for each life stream system starts after identifying
their basic transactions, information file requirements and information processing
programs.
Basis of distinction

Top down approach

Bottom up approach

Development of MIS

The development of MIS
under top down approach
begins by defining the
objectives of the organization, the kind of
business it is in to, and
the constraints under
which it operates.

The development of information system under this
approach starts from the
identification of life stream
systems. Life stream systems
are those systems, which are
essential for the day-to-day
business activities.

Initiative

Top management takes
the initiative in formulating
major
objectives,
strategies and policies.

It is the supervisory management who identifies the life
stream systems for which
MIS may be developed.

Consistency and
integrity

The information system
developed under top
down approach is more
consistent with
the
systems approach and
is also viewed as a total
system, which is fully
integrated.

The
information system
developed under bottom up
approach
is developed
through an orderly process of
transition, building upon
transaction processing subsystem. This system may not
be integrated.

Control

This approach only
concentrates on implementation and day-today control.

Under this approach management refrains from guiding or
controlling the development of
system
developed
by
supervisory level.

Answer 2A(iv)
Data Description Language (DDL) : DDL is used to define the various types of
data in the data base and their relationship with each other. The basic functions performed
by DDL are:
•

Create tables, files, databases and data dictionaries.

•

Specify the storage structure of each table on disk.

•

Integrity constraints on various tables.

•

Security and authorization information of each table.

•

Specify the structure of each table.

•

Overall design of the Database.
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Examples
CREATE - to create a database and its objects like (table, index, views, store
procedure, function, and triggers)
ALTER - alters the structure of the existing database
DROP - delete objects from the database
Data Manipulation Language (DML) : A language that enables users to access or
manipulate data (retrieve, insert, update, delete) as organized by a certain Data Model is
called the Data Manipulation Language (DML). A DML is often a sublanguage of a broader
database language such as SQL, with the DML comprising some of the operators in the
language. It can be of two types:
1. Procedural DML - It describes what data is needed and how to get it. For example:
Relational Algebra.
2. Non-Procedural DML - It describes what data is needed without specifying how
to get it. For example: Relational calculus.
Examples
SELECT - retrieve data from a database
INSERT - insert data into a table
UPDATE - updates existing data within a table
DELETE - Delete all records from a database table
MERGE - UPSERT operation (insert or update)
Attempt all parts of either Q. No. 3 or Q. No. 3A
Question 3
(a) What are the criteria which need to be considered for the selection of an Enterprise
Resource Planning (ERP) system ?
(4 marks)
(b) Explain the basic system of security measures to secure data from unauthorized
access.
(4 marks)
(c) Define Algorithm. Briefly explain the various control structures used in Algorithm.
(4 marks)
(d) Explain the various major activities of an Information System.

(4 marks)

OR (Alternate question to Q. No. 3)
Question 3A
Write short notes on the following :
(i) Android Operating System
(ii) Video card and Network card
(iii) E-Commerce Threats
(iv) Real analytics and Social computing.

(4 marks each)
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Answer 3(a)
Many decision makers have purchased such software only to find out later that it
was not the right fit for their specific business. Although there is a myriad of information
available to aid in the ERP Systems selection process, there are essential qualities
essentially required:
1. Functionality : This is the most important characteristic of an ERP system to
research. In order to know what functions of selected system is required to
possess, first need to ask what areas are of most important for a business. If
the ERP software is optimized for larger companies and then that ERP is not
suitable for are a small business. The buyer should look into a system that
more represents specific needs of a small business.
2. Common Platform with Wide Recognition : Choosing a commonly accepted
cloud based ERP platform will ensure there is a high amount of products and
support for those products available. Well recognized ERP solutions have plenty
of resources available for support and implementation. The higher the number
of companies using a particular ERP solution, the more likely the software is
going to stay on the market for a while.
3. Support and Stability : It is essential that the ERP software companies that is
considered by a company come with a support guarantee, otherwise the business
may leave vulnerable to hidden costs for necessary upgrades if the product
chosen becomes obsolete. It is also important to consider how stable the software
publisher is and whether they are likely to retain their position within the market,
thereby continuing to provide the support that business requires.
4. Costs and Fees : This includes not only the initial purchasing and implementation
cost, but any on-going costs are likely to incur through the need for maintenance,
upgrades, additional users, etc. While some systems may offer discounts at
the time of purchase, business may face higher costs in the future, negatively
affecting bottom line and ROI of the business. It also required to ensure that the
software companies which are considered have a cap on their annual fees,
including support and updates.
5. Effective Data Usage : One of the distinct advantages of ERP systems is the
ability to efficiently access and use of data. While most provide adequate
transaction processing, it is equally important that the data can be easily
accessible by decision makers. Timely and current information access ensures
critical decisions can be made based upon the most recent data.
6. Fast Adoption : The ERP system which has been selected, should be easy to
adapt to for end users. It is crucial that those users become both familiar and
comfortable with those functions and use. For example, because many of
Microsoft Dynamics’ key features resemble Microsoft Office functions, users
are usually able to adapt to it quickly.
7. Flexibility : Enterprise Resource Planning is a long-range investment. A flexible
system will grow with the company, accommodating new specifications as they
emerge. Flexibility is also crucial in the implementation phase, to ensure that
the program can align with existing business needs and achieve integration.
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Answer 3(b)
1. Password Protection : All accounts and resources must be protected by
passwords which meet the following requirements, which must be automatically
enforced by the system:
(a) Must be at least eight characters long.
(b) Must NOT be dictionary or common slang words in any language, or be
readily guessable.
(c) Must include at least three of the following four characteristics, in any order:
upper case letters, lower case letters, numbers, and special characters,
such as *!@#$%^&*.
(d) Must be changed at least once per year.
2. Software Updates : Systems must be configured to automatically update
operating system software, server applications (webserver, mail server, database
server, etc.), client software (web browsers, mail clients, office suites, etc.),
and malware protection software (antivirus, anti-spyware, etc). For Medium or
High Availability systems, a plan to manually apply new updates within a
documented time period is an acceptable alternative.
3. Firewall : Systems must be protected by a firewall that allows only those incoming
connections necessary to fulfill the business need of that system. Client systems
which have no business need to provide network services must deny all incoming
connections. Systems that provide network services must limit access to those
services to the smallest reasonably manageable group of hosts that need to
reach them.
4. Malware Protection : Systems running Microsoft or Apple Operating Systems
must have antivirus and anti-spyware software installed and it must be configured
to automatically scan and update.
5. Backups : System should be appropriate for quick disaster recovery and Backups
should be available at regular intervals.
6. Monitor & Audit : Use appropriate monitoring, auditing and inspection facilities
and assign responsibility for reporting, evaluating, and responding to system
and network events and conditions. This means that regular use of system and
network monitoring tools and examine the results they produce, also use filtering
and analysis tools and examine the results they produce, and learn how to
response to events that warrants a response action.
Answer 3(c)
Algorithm : An algorithm is a step to step procedure to solve a given problem. It is
a sequence of instructions to make a program more readable, a process to answer
question. Algorithm can be defined as a sequence of activities to be processed for
getting desired output from a given input.
To make a computer do anything, one need to write a computer program. To write a
computer program, one have to tell the computer, step by step, exactly what he want it
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to do. The computer then “executes” the program, following each step mechanically, to
accomplish the end goal. When one tells the computer what to do, he also gets to
choose how it’s going to do it. That’s where computer algorithms come in.
The algorithm can be classified to the three types of control structures. They are:
1. Sequence : The sequence is exemplified by sequence of statements place one
after the other - the one above or before another gets executed first.
2. Branching (Selection) : The branch refers to a binary decision based on some
conditions. If the condition is true, one of the two branches is explored, if the
condition is false, the other alternative is taken.
3. Loop (Repetition) : The loop allows a statement or a sequence of statements to
be repeatedly executed based on some loop condition. It is represented by the
‘while' and 'for’ constructs in most programming languages, for unbounded loops
and bounded loops respectively. The loop is also known as the repetition structure.
Answer 3(d)
The major activities of an information system are:
1. Input of data resource : Input of data resources is prime and an important activity
of an Information System. In this activity data about business transactions and
other events is captured and prepared for processing. In this activity data entry
activities such as recording and editing are covered.
For example, data about sales transactions may be recorded on source
documents such as paper sales order forms. (A source document is the original
formal record of a transaction.) Alternatively, salesperson might capture sales
data using computer keyboards or optical scanning devices, they are visually
prompted to enter data correctly by video displays. This provides them with a
more convenient and efficient user interface, that is, methods of end user input
and output with a computer system. Methods such as optical scanning and
displays of menus, prompts, and fill-in-the-blanks formats make it easier for
end users to enter data correctly into an information system.
2. Processing of data into information : Data is typically subjected to processing
activities such as calculating, comparing, sorting, classifying, and summarizing.
These activities organize, analyze and manipulate data, thus converting them
into information for end users. The quality of any data stored in an information
system must also be maintained by a continual process of correcting and updating
activities.
3. Output of information products : Information in various forms is transmitted to
end-users and made available to them in the output activity. The goal of information
systems is the production of appropriate information products for end users.
Common information products messages, reports, forms, and graphic images,
which may be provided by video displays, audio responses, paper products,
and multimedia.
4. Storage of data resource : Storage is a basic system component of information
systems. Storage is the information system activity in which data and information
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are retained in an organized manner for later use. For example, just as written
text material is organized into words, sentences, paragraphs, and documents,
stored data is commonly organized into fields, records, files, and database.
This facilitates its later use in processing or its retrieval as output when needed
by users of a system.
5. Control of system performance : An important information system activity is the
control of its performance. An information system should produce feedback
about its input, processing, output, and the system is meeting established
performance standards. Then appropriate system activities must be adjusted
so that proper information products are produced for end users.
Answer 3A(i)
Android is a Linux-based operating system designed primarily for touch screen mobile
devices such as smart phones and tablet computers. Android was unveiled in 2007
along with the founding of the Open Handset Alliance: a consortium of hardware, software,
and telecommunication companies devoted to advancing open standards for mobile
devices. The first Android-powered phone was sold in October 2008. Android is open
source and Google releases the code under the Apache License. This open source code
and permissive licensing allows the software to be freely modified and distributed by
device manufacturers, wireless carriers and enthusiast developers. Additionally, Android
has a large community of developers writing applications (“apps”) that extend the
functionality of devices, written primarily in a customized version of the Java programming
language.
Answer 3A(ii)
Video Cards : A video card, display card, graphics card, or graphics adapter is an
expansion card which generates a feed of output images to a display. A Video Card is
an expansion card that connects to a computer motherboard. It is used to create a
picture on a display, without a video card, we will not be able to view anything on the
screen. Most video cards offer various functions such as accelerated rendering of 3D
scenes and 2D graphics, MPEG-2/MPEG-4 decoding, TV output, or the ability to connect
multiple monitors (multi-monitor). Video hardware can be integrated into the motherboard
but recently it has been integrated into the CPU, however all modern motherboards, and
even motherboards from the 90’s provide expansion ports to which a video card can be
attached.
Network Card : A network card or Network Interface Card (NIC) is a piece of hardware
that allows a computer to connect to a computer network. Sometimes the network card
is integrated on the motherboard. Each network card has a unique number, this is used
for addressing. It is called the MAC address.
There are two types of Network Cards:
Internal Network Card : In internal networks cards, motherboard has a slot for the
network card where it can be inserted. It requires network cables to provide network
access.
External Network Card : In desktops and laptops that do not have an internal NIC,
external NICs are used. External network cards are of two types: Wireless and USB
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based. Wireless network card needs to be inserted into the motherboard, however
no network cable is required to connect to the network.
Answer 3A(iii)
E-Commerce Threats : Threats may refer to anyone with the capability, technology,
opportunity, and intent to do harm. Potential threats can be foreign or domestic, internal
or external, state-sponsored or a single rogue element. Details of some threats in ecommerce are as given:
1. Intellectual property threats: Use existing materials found on the Internet without
the owner's permission, e.g., music downloading, domain name (cyber squatting),
software pirating.
2. Client computer threats: This is about spying software like Trojan horse, or of
other computer software attacks like Active contents, Viruses etc.
3. Communication channel threats: It includes Sniffer program, Backdoor, Spoofing,
and Denial-of-service, etc.
4. Server threats: It covers Privilege setting, Server Side Include (SSI), Common
Gateway Interface (CGI), File transfer, Spamming etc.
5. Hacking: Hackers may gain invalid access to user accounts leading to security
issues, loss/theft of personal and bank data, identity theft etc.
6. Inaccurate management: One of the main reason for e-commerce threats is
poor management. When security is not up to the mark, it poses a very dangerous
threat to the networks and systems.
Answer 3A(iv)
Real Analytics
Many organizations began to see information automation outweigh business process
automation as their highest priority area. Analytics offer improved visibility to drive
operational efficiencies, as well as a platform for growth by addressing heart-of thebusiness questions that could guide decisions, yield new insights and help predict the
future of business. Leading organizations are launching broad initiatives with executivelevel sponsorship, ready and eager to achieve their vision via real analytics. Due to
exploding data volumes and regulators demands deeper insight into risks, exposure and
public responsiveness are much needed.
By investing in a balance of information management, performance management
and advanced analytics, organizations can make small steps, smartly made to capture
measurable results. Real analytics can provide knowledge, fact-based predictions and
business prescriptions if applied to the right problems, and if the suggestions based on
results are pushed into action.
Social Computing
Everyone has started going online for their daily needs and hence we are leaving the
trails our opinion, behavior and choices. The data of traces created when mined would
provide business with a good source of insight on market positioning, consumer sentiment
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and employee productivity. By performing analytical operation on the data organizations
can better understand their customer needs, preferences, their employee’s experiences
and problems that require immediate co-corporate attention. With the help of Social
Computing Businesses are able to take a results oriented and business-led approach,
focusing on specific issues and communities, soliciting membership and creating
platforms for content, collaboration and transactional support. Now the companies are
on the job to develop software for social computing.
Question 4
(a) Information system audit ensures safeguarding of assets. Briefly explain types
of assets safeguard by audit team of Information Systems.
(b) Explain various primary functions of CPU.
(c) What are the benefits of Electronic Payments ?
(d) Discuss the controls of system audit of computerized secretarial records.
(4 marks each)
Answer 4(a)
The objectives of IT audit include assessment and evaluation of processes that
ensures asset safeguarding –‘assets’ which include the following five types of assets:
1. Data : Data objects in their widest sense, i.e., external and internal, structured
and non-structured, graphics, sound, system documentation etc.
2. Application Systems : Application system is understood to be the sum of manual
and programmed procedures.
3. Technology : Technology covers hardware, operating systems, database
management systems, networking, multimedia, etc.
4. Facilities : Resources to house and support information systems, supplies etc.
5. People : Staff skills, awareness and productivity to plan, organize, acquire,
deliver, support and monitor information systems and services.
6. Proprietary Information : Data, information, or any other asset belonging to the
organization that is stored in the system.
Answer 4(b)
Functions of Central Processing unit
A CPU has four primary functions: fetch, decode, execute, and write back.
A. Fetch : In the first step, the CPU retrieves the instruction that it needs to run
from program memory. Each instruction in a program (which contains millions
of instructions) is stored at a specific address. The CPU has a program counter,
which keeps track of the CPU’s position in the program more specifically, the
address of the instruction that the CPU is accessing.
B. Decode : For this step, it’s important to know that no matter what code a program
is written in, the compiler for that specific language breaks the code down to
Assembly Language. Assembly language is a language that the CPU
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understands, but may vary between different CPUs. From there on, an
“˜assembler’ translates Assembly Language into binary code, which the CPU
can manipulate to execute the instructions it is given.
C. Execute : Based on the instructions it is given, the CPU can then do one of
three things:
(1) Using its Arithmetic Logic Unit (ALU), the CPU can calculate extremely
complicated mathematical functions;
(2) Move data from one memory location to another;
(3) Jump to different addresses in the program based on decisions made by
the CPU itself.
D. Write back : Typically, each of the actions taken by the CPU produces some
sort of output. The CPU takes this output and writes it into the computer’s
memory.
When these four steps have been completed, the Program Counter moves onto the
next instruction and repeats the entire process again, until the termination of the program.
Answer 4(c)
The Benefits of Electronic Payments
1. Speed : Sending cash or cheques by post for goods is slow, and has security
and currency conversion implications.
2. Convenience : Electronic payments ensure that the store is open for business
globally, 24-hours a day, seven days a week.
3. Efficiency : The following points contribute to its efficiency:
(a) Electronic payment systems leave behind an electronic documented audit
trail, streamlining the auditing and accountancy processes.
(b) Bank wires are cumbersome and expensive.
(c) Accepting payments online streamlines the buying cycle. By making the
order, stock, purchase, payment and dispatch processes electronic, from
website to back office, one don't have to re-key order data.
(d) Shopping site software can be easily integrated with popular back office
packages, such as Sage, to automate ordering, stock control, invoicing
and accounting systems.
4. Reduced costs : Accepting online payments means that many banking processes
become automatic.
5. Increased customer base : Online payments take advantage of impulse buyers.
95 per cent of electronic purchases are by credit card. If the website doesn't
offer payment by credit cards as an option, than that website could lose out on
this market.
6. Real Time : Electronic payments are real time in nature and allow businesses /
users to realise the payments almost instantaneously.
7. Traceability : Since the electronic payments are online it is easier to track the
low of money and to audit in case of any issues.
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Answer 4(d)
In relation to system audit of computerised secretarial function, the controls applicable
for system audit of computerized secretarial function is divided in four categories:
(i) Input controls : After system development, the secretarial audit should verify
the input controls in the systems and procedures. The input will consist of the
details of the various shareholders. The Master Data would contain the name,
address, nominee, or joint account holding details. The first and initial input
control would be to run the data file of the shareholders and obtain the total of
the shareholding to ensure that it is equal to the subscribed share capital.
(ii) Processing controls : An example of a programmed control over processing is a
run-to-run control. The totals from one processing run, plus the input totals from
the second processing, should equal the result from the second processing run.
(iii) Output controls : Batch processing matches input to output, and is therefore
also a control over processing and output. Other examples of output controls
include the controlled resubmission of rejected transactions or the review of
exception reports.
(iv) Master files and standing data controls : Master file of the Shareholders would
be modified to take into account the latest changes in shareholdings. General
practice that could be followed would be that at every point of time it would be
ensured that the Master File contains the correct total figure of shareholdings. A
computer program is run to ensure the integrity of the Master file of the
shareholders.
Question 5
(a) Discuss the various offences made by a person for damage to computer, computer
system etc., under section 43 of IT Act 2000 ?
(b) What is Data Model ? Briefly explain the different types of Data base models.
(8 marks each)
Answer 5(a)
Computer Related Offences. Computer Related Offences have been defined in
section 43 of the Information Technology Act, 2000 which provides that if any person
without permission of the owner or any other person who is in-charge of a computer,
computer system or computer network:
1. accesses or secures access to such computer, computer system or computer
network or computer resource;
2. downloads, copies or extracts any data, computer data base or information
from such computer, computer system or computer network including information
or data held or stored in any removable storage medium;
3. introduces or causes to be introduced any computer contaminant or computer
virus into any computer, computer system or computer network;
4. damages or causes to be damaged any computer, computer system or computer
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network, data, computer data base or any other programmes residing in such
computer, computer system or computer network;
5. disrupts or causes disruption of any computer, computer system or computer
network;
6. denies or causes the denial of access to any person authorised to access any
computer, computer system or computer network by any means;
7. provides any assistance to any person to facilitate access to a computer,
computer system or computer network in contravention of the provisions of this
Act, rules or regulations made there- under;
8. charges the services availed of by a person to the account of another person by
tampering with or manipulating any computer, computer system, or computer
network;
9. destroys, deletes or alters any information residing in a computer resource or
diminishes its value or utility or affects it injuriously by any means;
10. steal, conceals, destroys or alters or causes any person to steal, conceal,
destroy or any other computer source code used for a computer resource with
an intention to cause damage.
Answer 5(b)
Data Model : Data Model can be defined as an integrated collection of concepts for
describing and manipulating data, relationships between data, and constraints on the
data in an organization. The purpose of a data model is to represent data and to make
the data understandable. It also documents the way data is stored and retrieved. Data
models facilitate communication business and technical development by accurately
representing the requirements of the information system and by designing the responses
needed for those requirements.
A data model is a “description” of both a container for data and a methodology for
storing and retrieving data from that container. Actually, there isn’t really a data model
“thing”. Data models are abstractions, oftentimes mathematical algorithms and concepts.
One cannot really touch a data model. But nevertheless, they are very useful. The
analysis and design of data models has been the cornerstone of the evolution of
databases.
1. Flat model : This may not strictly qualify as a data model. The flat (or table)
model consists of a single, two dimensional array of data elements, where all
members of a given column are assumed to be similar values, and all members
of a row are assumed to be related to one another.
2. A distributed database is a database in which storage devices are not all attached
to a common processing unit such as the CPU, controlled by a distributed
database management system (together sometimes called a distributed database
system). It may be stored in multiple computers, located in the same physical
location, or may be dispersed over a network of interconnected computers.
Unlike parallel systems, in which the processors are tightly coupled and constitute
a single database system, a distributed database system consists of loosely
coupled sites that share no physical components.
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3. Hierarchical model : In this model data is organized into a tree-like structure,
implying a single upward link in each record to describe the nesting, and a sort
field to keep the records in a particular order in each same-level list.
4. Network model : This model organizes data using two fundamental constructs,
called records and sets. Records contain fields, and sets define one-to-many
relationships between records: one owner, many members.
5. Relational model : is a database model based on first-order predicate logic. Its
core idea is to describe a database as a collection of predicates over a finite set
of predicate variables, describing constraints on the possible values and
combinations of values.
6. Object-relational model : Similar to a relational database model, but objects,
classes and inheritance are directly supported in database schemas and in the
query language.
7. Star schema is the simplest style of data warehouse schema. The star schema
consists of a few “fact tables” (possibly only one, justifying the name) referencing
any number of “dimension tables”. The star schema is considered an important
special case of the snowflake schema.
Question 6
Write short notes on the following:
(a) Challenges in E-Governance
(b) Track ball
(c) Punishment for Cyber Terrorism as per IT Act, 2000
(d) Transfer Control Protocol/Internet Protocol (TCP/IP).

(4 marks each)

Answer 6(a)
Challenges in E-Governance
1. Lack of IT Literacy and awareness regarding benefits of e-governance : There is
general lack of awareness regarding benefits of e-governance as well as the
process involved in implementing e-governance projects. The administrative
structure is not geared for maintaining, storing and retrieving the governance
information electronically. Moreover a majority of users especially in rural parts
of country lack the intra skill sets to use an IT enabled system.
2. Underutilization of existing ICT infrastructure : To a larger extent, the computers
in many departments are used for the purpose of word processing only, resulting
in the underutilization of the computers in terms of their use in data processing
capacities for supporting management decisions.
3. Attitude of Employees : Employees have derived their sustenance from the fact
that they are important repositories of data and any initiative to e-governance
may harm them. Thus any effort to implement DMS and workflow technologies
or bringing out the change in the system is often met with resistance from the
employees.
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4. Lack of coordination between Government Department and Solution developers:
At present the users do not contribute enough to design the solution architecture.
Consequently the solution developed and implemented does not address the
requirements of an e-governance project effectively and hence does not get
implemented.
5. Resistance to re-engineering of departmental processes : There is resistance in
almost all the departments at all the levels. Additionally there is lack of expertise
of departmental MIS executives in exploiting data mining techniques, updation
and collection of real time content onto website etc.
6. Lack of Infrastructure for sustaining e-governance projects on national level :
Infrastructure to support e-governance initiatives does not exist within government
departments. Further, infrastructure creation is not guided by a uniform national
policy, but is dependent on the needs of individual officers championing a few
projects.
7. Language Divide : The local dialect of communication for a majority of population
still remains the regional language or Hindi. They are not too familiar with English
which still remains the most prevalent medium of interacting with any IT based
application.
8. Population : India is the second largest country in terms of population. It put
forth challenges like establishing unique person identities, reaching the last
mile, addressing challenges posed by diverse culture etc.
Answer 6(b)
Trackball : A trackball is a pointing device consisting of a ball held by a socket
containing sensors to detect a rotation of the ball about two axes - like an upside-down
mouse with an exposed protruding ball. It is mechanical in nature and available in two
and three button models. The user rolls the ball with the thumb, fingers, or the palm of
the hand to move a pointer. Compared with a mouse, a trackball has no limits on effective
travel, at times, a mouse can reach an edge of its working area while the operator still
wishes to move the screen pointer farther. With a trackball, the operator just continues
rolling. Some trackballs, such as Logitech’s optical-pickoff types, have notably low
friction, as well as being dense (glass), so they can be spun to make them coast.
Answer 6(c)
As per 66F of the Information Technology Act, 2000 whoever, –
(A) with intent to threaten the unity, integrity, security or sovereignty of India or to
strike terror in the people or any section of the people by –
(i) denying or cause the denial of access to any person authorized to access
computer resource; or
(ii) attempting to penetrate or access a computer resource without authorization
or exceeding authorized access; or
(iii) introducing or causing to introduce any computer contaminant and by means
of such conduct causes or is likely to cause death or injuries to persons or
damage to or destruction of property or disrupts or knowing that it is likely to
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cause damage or disruption of supplies or services essential to the life of
the community or adversely affect the critical information infrastructure
specified under section 70; or
(B) knowingly or intentionally penetrates or accesses a computer resource without
authorisation or exceeding authorised access, and by means of such conduct
obtains access to information, data or computer database that is restricted for
reasons for the security of the State or foreign relations, or any restricted
information, data or computer database, with reasons to believe that such
information, data or computer database so obtained may be used to cause or
likely to cause injury to the interests of the sovereignty and integrity of India,
the security of the State, friendly relations with foreign States, public order,
decency or morality, or in relation to contempt of court, defamation or incitement
to an offence, or to the advantage of any foreign nation, group of individuals or
otherwise, commits the offence of cyber terrorism shall be punishable with
imprisonment which may extend to imprisonment for life.’
Answer 6(d)
TCP/IP
TCP (Transmission Control Protocol) and IP (Internet Protocol) are two different
procedures that are often linked together. The linking of several protocols is common
since the functions of different protocols can be complementary so that together they
carry out some complete task. The combination of several protocols to carry out a
particular task is often called a “stack” because it has layers of operations. In fact, the
term “TCP/IP” is normally used to refer to a whole suite of protocols, each with different
functions. This suite of protocols is what carries out the basic operations of the Web.
TCP/IP is also used on many local area networks.
When information is sent over the Internet, it is generally broken up into smaller
pieces or “packets”. The use of packets facilitates speedy transmission since different
parts of a message can be sent by different routes and then reassembled at the destination.
It is also a safety measure to minimize the chances of losing information in the
transmission process. TCP is the means for creating the packets, putting them back
together in the correct order at the end, and checking to make sure that no packets got
lost in transmission. If necessary, TCP will request that a packet be resent.
Internet Protocol (IP) is the method used to route information to the proper address.
Every computer on the Internet has to have its own unique address known as the IP
address. Every packet sent will contain an IP address showing where it is supposed to
go. A packet may go through a number of computer routers before arriving at its final
destination and IP controls the process of getting everything to the designated computer.
Note that IP does not make physical connections between computers but relies on TCP
for this function.

***
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FINANCIAL, TREASURY AND FOREX MANAGEMENT
Time allowed : 3 hours

Maximum marks : 100

NOTE : 1. Answer ALL Questions.
2. Tables showing the present value of `1 and the present value of an annuity
of `1 for 15 years are annexed.
3. Suitable assumptions, if considered necessary, may be made while answering
a question. However, such assumptions must be stated clearly.
4. Working notes should form the part of answer.
Question 1
Comment on the following :
(a) A Special Purpose Vehicle (SPV) has no advantage for securitization of assets.
(b) Operations in Foreign Exchange Markets are exposed to a number of risks.
(c) Economic Value Added (EVA) represents the real profit of an entity.
(d) Profit maximization is not the only objective of Financial Management.
Answer 1(a)
The following are the advantages for creating a SPV :
1. An SPV is created for ensuring bankruptcy remoteness from the creating entity
2. The SPV is the issuer of securities or the entity which raises the finance for the
project.
3. The ownership of the cash flows or the assets through which the project is
financed is the exclusive domain of the SPV.
4. An SPV separates the entity executing the project from the parent entity.
5. An SPV helps to minimize risk for the parent entity.
Answer 1(b)
The following are some of the risks affecting operations in foreign exchange markets
1. Fundamental factors
2. Political and Psychological factors
3. Technical factors due to capital movement, relative inflation rates, Official
exchange rate policy, and interest rates
4. Transaction exposure
5. Economic exposure.
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Answer 1(c)
1. EVA is calculated after reducing the cost of all capital from the cash flow
generated by a business. It therefore represents real economic profit and not
accounting profit.
2. It calculates the shareholder value or the value added to the business for the
shareholders and is a leading factor in determining corporate strategy.
3. One key components of EVA is NOPAT (Net Profit after tax).
4. The other key component is the capital charge which is the amount of total
capital multiplied by the cost of capital. The EVA is calculated by reducing the
capital charge from the NOPAT.
5. One can therefore say that the EVA measures the amount required to compensate
investors for the risk of the business and the higher the EVA the less risky the
business.
Answer 1(d)
Profit maximization ignores many important aspects for example
1. The timing or returns
2. The risk factor
3. Wealth maximization
4. The cost of capital
5. The economic return as conceived by the capital markets
6. Social responsibility
Attempt all parts of either Q. No. 2 or Q. No. 2A
Question 2
Distinguish between the following:
(a) Global Depository Receipts (GDRs) and American Depository Receipts (ADRs).
(b) Capital budgeting and Capital rationing.
(c) Business risk and Financial risk.
(d) Derivatives management and Portfolio management.

(4 marks each)

OR (Alternate question to Q. No. 2)
Question 2A
(i) What are the important aspects for project monitoring ?
(ii) What are the main determinants of dividend policy ?
(iii) Explain the difference between hedging and speculation.
(iv) What are the objectives of treasury management ?

(4 marks each)
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Answer 2(a)
Distinguish between Global Depository Receipts (GDRs) and American Depository
Receipts (ADRs) are as under:
S.No.

Global Depository Receipts (GDRs) American Depository Receipts (ADRs)

1

Mostly issued in Europe

Issued only in USA

2

Used for Raising Capital outside
the home country

Used for raising capital outside the
home country in USA only

3

Mostly issued in Euros

Issued only in US Dollar

4

Not regulated by Securities and
Exchange Commission of USA

Regulated
by Securities and
Exchange Commission of USA

Answer 2(b)
Distinguish between Capital Budgeting and Capital Rationing are as under:
S.No.

Capital Budgeting

Capital Rationing

1

Long term planning for proposed
capital outlays and their financing

The business puts a limit on the
maximum amount that can be invested
during a given period of time

2

It is a formal process for acquisition
of assets and the investment of
capital

The amount required for all the available
investment avenues is greater than the
funds available

3

A number of methods like DCF,
payback method, IRR, ARR etc.
are used.

The profitability index is to be used

4

There is no imposed limiting
constraint.

Capital rationing can lead to suboptimal decisions as profitable
investment proposals may be
disregarded.

Answer 2(c)
Distinguish between Business Risk and Financial Risk are as under:
S.No.

Business Risk

Financial Risk

1

Business risk is associated with Financial risk relates to the fixed
day to day operations and the interest bearing cost and is related to
operating leverage of the business. its financial leverage

2

This is affected by changes in cost
of sales, cost of production and
other operating expenses.

This is affected by changes in the
apital structure and the fixed interest
bearing component of the capital
structure.
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Business risk arises from the
investment decision itself, i.e.,
variability in PBIT due to cost
structure, changes in the level of
demand, competition and so on.

Financial risk is affected by changes
in interest rates, RBI monetary policy,
and any changes for whatever reason
in the cost and proportion of debt of
the entity.

Answer 2(d)
Distinguish between Derivatives Management and Portfolio Management are as
under:
S.No.

Derivatives Management

Portfolio Management

1

Derivatives are contracts which give the
holder the right to buy or sell an underlying asset and their values are derived
from the value of underlying assets.

They are used in hedging and could
also be used in speculative trades or
arbitrage. A portfolio consists of
securities. Each of these securities
has its own value. Portfolio
management deals with the
management of this bucket of
securities

2

Derivatives bear leverage as the margins
are very low. Accordingly, a slight
change in the value of a underlying
asset can have a disproportionate
effect on the value and risk of the
derivative.

The value of a portfolio is directly
dependant on the value of components
of the portfolio. However, as a portfolio
is diversified, it is vulnerable to market
risk. Diversification rules out extraordinary losses and gains.

3

A derivative instrument does not give
ownership of any asset and therefore
will not earn any interest or dividend.
It is only a promise to buy or sell an
underlying asset .

A component of a portfolio is always
owned directly by the entity.

4

Examples of derivatives are options,
put and call, forward contracts, futures
and swaps.

Components of a portfolio are assets
themselves.

Answer 2A(i)
For successful monitoring of a project, it is essential that the following important
aspects are given due consideration
1. Objective of monitoring
2. Layout of performance standard
3. Collect the information about the achievements during the period under review.
4. Measure and compare the information furnished with the targets set.
5. Review the results and workout the remedial measures necessary to achieve
the desired objectives; and
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6. Report the results to the top management for decision making.
Answer 2A(ii)
The following are the main determinants of dividend policy
1. Legal constraints under Companies Act and other applicable laws
2. Management policy on earning retention
3. Market expectation
4. Profits of the company
5. Cost of Capital
6. Shareholder expectation
7. Growth Plans
Answer 2A(iii)
Hedging refers to combining transactions so as to try to achieve a position of reduced
risk. There are many specific financial vehicles to accomplish this, including forward
contracts, swaps, options, many types of over-the-counter and derivative products, and
perhaps most popularly futures contracts.
Speculation involves deployment of funds but it is not backed by a conscious analysis
of pros and cons. Mostly it is a spur of the moment activity that is typically impelled by
unconfirmed information and rumours. Speculative deployment of funds is generally
prevalent in the secondary equity market. What attracts people to speculation is the
hope of a rate or return that is abnormally higher than the prevailing market rates. The
balancing of risk and return nevertheless operates in speculative activity also and as
such the risk element in speculation is very high.
Answer 2A(iv)
The objectives treasury management are as under:
1. Availability of right quantity : It ensures that the funds have been arranged in
required quantity. This quantity is available to the firm either as external loans
or as internal generation.
2. Availability in Right time : The requisite funds for day to day working of the firm
are available in time in addition to being available in quantity. The right time is
the reasonable time taken to procure the funds.
3. Deployment of the right quantity : It ensures that right quantity of funds is
deployed. For developing the right amount of funds, the treasury manager keeps
track of all receipts of funds and time table of development of funds is to be
drawn up.
4. Deployment at Right time : A logical corollary of sourcing funds at the right time
is that funds should be deployed at the right time. The treasury manager has to
honour the outstanding commitments on working capital account within a short
span of time.
5. Profiting from availability and deployment : One of the prime objectives of a
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treasury manager is to ensure timely procurement and deployment of right amount
of funds. This objective results in administrative smoothening and paves way to
register achievement of performance targets of the firm. Modern day treasury
manager has another objective which is to make profit from sourcing and
deployment.
Attempt all parts of either Q. No. 3 or Q. No. 3A
Question 3
(a) XYZ Ltd. has an annual requirement for a certain material of 500 tonnes. The
ordering cost per order is `6,250 and the stock holding cost is estimated at 25%
of the material cost per annum.
You are required to:
(i) Compute E.O.Q. if the price per tonne is `5,250.
(ii) Calculate the total number of orders to be placed per year.

(4 marks)

(b) You are given two financial plans of a company which has two financial situations.
The detailed information are as under :
Installed capacity

10,000 units

Actual production and sales

60% of installed capacity

Selling price per unit

`30
`20
Situation ‘B’ = `25,000.

Variable cost per unit
Fixed cost: Situation ‘A’ = `20,000;
Capital structure of the company is as follows :
Particulars

Financial Plans
PQ
(`)

Financial Plans
MN
(` )

Equity

12,000

35,000

Debt (Cost of debt 12%)

40,000

10,000

52,000

45,000

You are required to calculate operating leverage and financial leverage of both
the plans.
(4 marks)
(c) Presently, one US $ is worth 140 Japanese Yen in the spot market. The interest
rate in Japan on 90 days government securities is 4% per annum. What is the
implied interest rate in the USA if the 3-month forward rate is 138 Yen per US $
according to the interest rate parity theorem ? If the actual interest rate is 7%
per annum in USA, what action would follow ?
(4 marks)
(d) Consider the following information of Sunshine Ltd.:
Earning before interest and taxes
Earning before taxes
Fixed Cost

` in lakh
2,000
600
1,400
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Calculate the percentage of change in Earnings per share, if sales increase by
2%, disregarding other factors.
(4 marks)
OR (Alternate question to Q. No. 3)
Question 3A
(i) Z invested `2,40,000 at annual rate of interest of 10 per cent. What is the
amount after 3 years if the compounding is done ?
(a) Annually and
(b) Semi-annually

(4 marks)

(ii) Following is the capital structure of PQ Gems Ltd.:
Source of finance

Amount (`)

Equity capital (45,000 shares)

4,50,000

14

Retained earnings

1,50,000

14

10% Preference capital

1,00,000

10

9% Debentures

3,00,000

4.5

Cost of Capital after tax (%)

You are required to calculate the Weighted Average Cost of Capital :
(a) Based on book values as weights; and
(b) Based on market values as weights (Assuming that the market price of
equity share is `20 per share).
(4 marks)
(iii) Security-A offers an expected rate of return of 14% with a standard deviation of
8%. Security-B offers an expected rate of return of 11% with a standard deviation
of 6%. If an investor wishes to construct a portfolio with a 12.8% expected
return, what percentage of the portfolio will consist of Security-A ? (4 marks)
(iv) ABC Autos Ltd. started its business one year back with paid-up equity capital of
`40 Lakh. Other details are as under :
Earnings of the Year

:

Dividend Paid

:

Price-earnings ratio

:

Number of shares

:

` 4,00,000
` 3,20,000
12.5
40,000

You are required to find out whether the company’s dividend payout ratio is
optimal using Walter’s Model.
(4 marks)
Answer 3(a)
(i) EOQ=
A is the annual requirement for the material.
O is the ordering cost per order.
Ci is the carrying cost per unit per annum.

= 69 tonnes
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(ii) The total number of orders per year will be 500/69 = 7.25, i.e., 8 orders rounded
Answer 3(b)
Actual production and sales =

60 % of 10,000 = 6,000 units

Contribution per unit

=

`30 – `20 = `10

Total contribution

=

6,000 x `10 = `60,000.

Financial plan
Situation

PQ

MN

A

B

A

B

`

`

`

`

Contribution

60,000

60,000

60,000

60,000

Less : Fixed cost

20,000

25,000

20,000

25,000

Operating profit or EBIT

40,000

35,000

40,000

35,000

Less : Interest

4,800

4,800

1,200

1,200

Earning Before Tax (EBT)

35,200

30,200

38,800

33,800

Operating Leverage =
C/EBIT

60,000/
40,000
=1. 5

60,000/
35,000
=1.71

60,000/
40,000
=1.5

60,000/
35,000
=1.71

Financial Leverage =
EBIT/EBT

40,000/
35,200
=1.14

35,000/
30,200
=1.16

40,000/
38,800
= 1.03

35,000/
33,800
= 1.04

Answer 3(c)
Step 1: Computation of implied interest rate in USA
Interest rate in home country is 4% p.a. or 1% per quarter
Exchange rate is 140 Yen per dollar. Yen is the home currency, Dollar is the forex.

Hence, Interest rate in USA is 2.46% per quarter or 9.84% p.a.
Step 2 : Arbitrage
If actual rate is 7% per annum, money will flow out of USA.
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Answer 3(d)
% change in EPS if sales increase can be found with the help of combined leverage
which can be calculated as follows:
Operating Leverage = (EBIT + Fixed Cost)/EBIT
=
=

1.7

Financial Leverage = EBIT/EBT
=

2000
600

=

3.33

Combined Leverage = Operating Leverage x Financial Leverage
=

1.7 x 3.33

=

5.661

The combined leverage of 5.66 implies that for 1% change in sales would bring 5.66
times changes in EPS.
Therefore, with a 2% change in sales, change in EPS would be 5.66 x 2 = 11.32%.
Answer 3A(i)
(a) For Annual Compounding :
Fvn = P(1 + i)"

Here, P = 240000

I = 10% or 0.10

Fv3

=

240000 (1 + 0.10)3

=

240000 (1.1)3

=

240000 ~ 1.331

=

` 3,19,440

(b) For Semi-annual compounding:
n = 3 x 2 = 6, i = 10 x
FV6

1
= 5% or 0.05
2

=

2,40,000 (1.05)6

=

2,40,000 x 1.34009564

=

`3,21,622.95

(or) 240000 x 1.3401 = `3,21,624
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Answer 3A(ii)
(a) Calculation of WACC by assigning the book values as weights
Source of
finance

Amount
(`)

Weight

Cost of capital
%

Weight cost
(%)

Equity capital

450000

0.45

14

6.30

Retained earnings

150000

0.15

14

2.10

Preference capital

100000

0.10

10

1.00

9% Debentures

300000

0.30

4.5

1.35

1000000

1.00

10.75

(b) Calculation of WACC by assigning the market values as weights
Source of
finance

Amount
(`)

Weight

Cost of capital
%

Equity capital

900000

0.69

14

9.66

Preference capital

100000

0.08

10

0.80

9% Debentures

300000

0.23

4.5

1.035

1300000

1.00

11.495

Answer 3A(iii)
Expected Rate of Return of Security A: E (RA) = 14%,

A

Expected Rate of Return of Security B: E (RB) = 11%,

B=

= 8%.
6%.

Expected Rate of Return of Portfolio: E (Rp) = 12.8%
Assume proportion of investment in security A = WA.
Investment in security WB = (1-WA)
Expected return on a portfolio
E (Rp) = WAE (RA) + WB E (RB)
where WA and WB are respective weights of security A & B
12.8 = WA x 14+ (1-WA) x 11.
12.8 = 14WA + 11 – 11WA
1.8 =

3WA

WA =

0.6 = 60%)

Weight cost
(%)

Thus, investment in security A is 60% and in security B is 40%.
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Answer 3A(iv)
Paid-up equity capital = `40,00,000
Earnings of the year = `4,00,000
Dividend Paid = `3,20,000
P/E Ratio = 12.5
No. of Shares – 40,000
EPS or r = `4,00,000 / 40,000 = `10
Dividend per share = 3,20,000 / 40,000 = `8
K = 1/12.5 = .08
Walter's Model:

p=
If DPS = `8, then

= `131.25

P=
To get optimal, the DPS = 0
p=

= `156.26

So, value of share is optimal if Dividend is nil.
Question 4
(a) The spot exchange rate is `75 / € and the three months forward exchange rate
is `76.00 / €. The three month interest rate is 8% per annum in India and 5.8%
per annum in Germany. Assume that you can borrow as much as `75 lakh or €
1 lakh.
(i) Determine whether the interest rate parity is currently holding.
(ii) How would you carry out covered interest arbitrage ? Show all steps and
determine the arbitrage profit.
(4 marks)
(b) Precision Tools Ltd. currently has sales of `30,00,000 with an average collection
period of two months. At present, no discounts are offered to the customers.
The management of the company is thinking to allow a discount of 2% on cash
sales which will result as under :
(i) The average collection period would reduce to one month.
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(ii) 50% of customers would take advantage of 2% discount. The company
would normally require a 25% return on its investment. Advise the
management whether to extend the discount on cash sales.
(4 marks)
(c) The operating income of Fine Crockery Ltd. is `9 lakhs before interest and
taxes. The cost of debt is 10 percent and the current borrowing is `30 lakhs.
The cost of capital is 12%. Calculate the cost of equity for Fine Crockery Ltd.
Ignore Taxation.
(4 marks)
(d) Compute the degree of financial leverage for each of the companies Tattoos
Ltd. and Gherkins Ltd. based on the following information:
Tattoos Ltd.

Gherkins Ltd.

`50,000

`1,25,000

Debentures @ 8%

`2,50,000

`3,00,000

Preference share capital @ 10%

`1,00,000

`1,50,000

35%

35%

Earnings Before Interest and Tax

Tax Rate

(4 marks)
Answer 4(a)
(i) Spot exchange rate = 75 / €
Three months forward exchange rate = 76/€.
Three month interest rate is 8% p.a. in India and 5.8% p.a. in Germany
For interest parity to hold true
(1 + rh) = F/S (1 + rf)
Where rh= rate of interest in home currency; rf = rate of interest in foreign currency
LHS = (1+0.02)
RHS = (1.0145)(1.52/1.50) = 1.0280 (€ return)
Since LHS

RHS, Interest Rate Parity does not hold exactly.

(ii) Step 1: Borrow 75 Lakh, repayment will be `76,50,000
Step 2: Buy €1 lakh using spot rate
Step 3: Invest € 1 lakh at the German Interest rate, maturity will be € 1,01,450
Step 4: Sell € 101450 forward @ `76 to receive `77,10,200
Arbitrage Profit = `60,200 or € 790
Answer 4(b)
Sales = `30,00,000
Average Collection Period = 2 months
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Evaluation of Cash Discount proposal.
Current Debtors (30,00,000 x 2 /12)

=

`5,00,000

Debtors under new proposal (30,00,000 x 1/12)

=

`2,50,000

Therefore, Reduction of investment in Debtors

=

`2,50,000

Discount of 2% offered on Cash sales and 50% customers would take advantage of
the discount.
Discount to be offered = Rs.30,00,000 x 50/100 x 2/100 = `30,000
Increase in profit due to decrease in debtors or reduction in investment in debtors =
`2,50,000 x 25/100 = `62,500
Net Increase in profit = Increase in Profit - Discount offered = `32,500
= `62,500 - `30,000
Advise to management:
It is advised to offer the 2% discount on cash sales which will result in increase in
profit by = `32,500.
Answer 4(c)
Cost of equity for Fine Crockery Ltd.
EBIT

=

`9

Less: Interest @ 10% of 30 lacs

=

`3

EBT

=

`6

Value of Firm = EBIT/Ko = 9/0.12 = `75 lakhs
Value of Equity = Value of Firm - Value of Debt = 75-30 = `45 lacs
Cost of Equity = ke = EBT/Value of Equity = 6/45 = 13.33%
Answer 4(d)
Degree of Financial Leverage
Degree of Financial Leverage (DFL)

=
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Tattoos Limited
`

Gherkins Limited
`

EBIT A

50,000

1,25,000

Interest B

20,000

24,000

Preference Dividend C

10,000

15,000

Preference Dividend/(1-tax rate)
= C/(1-tax rate)

15,385

23,077

A-B-D = E

14,615

77,923

DFL = EBIT/E

3.42

1.60

Question 5
(a) A Portfolio Manager (PM) has the following four stocks in his portfolio :
Security

No. of Shares

Market Price
Per Share (`)

Beta

Dahlia Ltd.

10,000

50

0.9

Rose Ltd.

5,000

20

1.0

Cauliflower Ltd.

8,000

25

1.5

Apples Ltd.

2,000

200

1.2

Compute the following :
(i) Portfolio beta.
(ii) If the PM seeks to reduce the beta to 0.8, how much risk free investment
should he bring in ?
(iii) If the PM seeks to increase the beta to 1.2, how much risk free investment
should he bring in ?
(8 marks)
(b) The following investment proposals are competing for selection. The Profitability
Index (PI) of each of these proposals is also given:
Project

Initial Cash outlay (`)

PI

A

25,000

1.13

B

35,000

1.11

C

40,000

1.15

D

30,000

1.08

If the budgeted fund is `60,000. Select the most profitable projects, which
completely utilise the available funds.
(8 marks)
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Answer 5(a)
Security

No. of Market Price
Shares per share (`)

Value of
portfolio (` )

Proportion
(W)

ß

Dahlia Ltd.

10,000

50

5,00,000

5/12=0.4167

0.9

0.3750

Rose Ltd.

5,000

20

1,00,000

1/12=0.0833

1.0

0.0833

Cauliflower
Ltd.

8,000

25

2,00,000

2/12 = 0.1667

1.5

0.2501

Apples Ltd.

2,000

200

4,00,000

4/12 = 0.3333

1.2

0.400

12,00,000

Portfolio
Beta (W X ß)

1.1084

i.

Portfolio Beta = 1.1084, the present ß of the portfolio is 1.1084.

ii.

If ß is 0.8, Portfolio beta (assuming holdings of stocks and risk free securities)
ß = ß of Risky portfolio x W1+ ß of Risk free securities x W2
0.8 = 1.1084 x W1 + 0 x (1-W1)
0.8 = 1.1084 x W1
W1 = 0.8/ 1.1084 = 72.18%
W2 = (1-W1) = 27.82%
The PM should have ( 12,00,000 x 27.82%) = `3,33,840 in the risk free securities
and (12,00,000 x 72.18%)= ?8,66,160 in the risky securities.

iii. If ß is 1.2, Portfolio beta (assuming holdings of stocks and risk-free securities)
ß = ß of Risky portfolio x W1 + ß of Risk-free securities x W2
1.2 = 1.1084 x W1 +0 x (1-W1)
1.2 = 1.1084 x W1
W1 = 1.2 / 1.1084 = 1.0826
W2 = (1-W1) = - 0.0826 = - 8.26%
The PM should borrow Rs. 12,00,000 x 8.26%) = `99,120 at the risk free rate
and invest total funds `12,99,120 in the four aforementioned securities.
Answer 5(b)
Ranking of Proposals based on PI
Project

Initial outlay (`)

PI

Rank

C

40,000

1.15

1

A

25,000

1.13

2

B

35,000

1.11

3

D

30,000

1.08

4
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Although C ranks first it does not utilize the entire available fund. On the other hand
C and A cannot be selected simultaneously as they would require a total fund of 65,000.
But if A and B are selected available fund is completely utilised. Thus the mix A and B
will be the most profitable one and would maximise the present value.
This is shown below:
Mix

Proposal

Initial outlay

Net present value

1

C

40,000

6,000 (40,000 x 0.15)

2

A

25,000

3,250 (25,000 x 0.13)

3

A&B

25,000

3,250 (25,000 x 0.13)

35,000

3,850 (35,000 x 0.11)

25,000

3,250 (25,000 x 0.13)

30,000

2,400 (30,000 x 0.08)

4

A&D

The total NPV of mix 3 is higher than that of 1, 2 and 4 because the mix of A and B
proposals are completely utilised the available funds i.e., `60,000.
Question 6
Gayatri Textiles Limited is a readymade garment manufacturing company. Its
production cycle indicates that materials are introduced in the beginning of the
production phase; wages and overhead accrue evenly throughout the period of cycle.
The following figures for the 12 months ending 31st March, 2019 are given below :
Production of shirts

54,000 units

Selling price per unit

`200

Duration of the production cycle

1 month

Raw material inventory held

2 month’s consumption

Finished goods stock held

1 month

Credit allowed to debtors is 1.5 months and credit allowed by creditors is 1 month
Wages and overheads are paid in the next month following the month of accrual. In
the work-in-progress 50% of wage and overheads are supposed to be conversion
costs. The ratios of cost to sales price are — raw materials 60%, direct wages 10%
and overheads 20%.
Cash is to be held to the extent of 40% of current liabilities and an additional safety
margin of 15% on net working capital will be maintained. Calculate amount of working
capital required for the company.
(16 marks)
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Answer 6
Calculation of Working Capital Requirement

`

`

Current Assets
Raw Materials Inventory

54,000 x 120 x 2/12

10,80,000

Work in progress:
Raw Material

54,000 x 120 x 1/12 = 5,40,000

Wages

54000 x 20 x 1/12 x 50% = 45,000

Overheads

54000 x 40 x 1/12 x 50% = 90,000

6,75,000

Finished goods

54000 x 180 x 1/12

8,10,000

Debtors

54000 x 200 x 1.5/12

Cash

(40% CL) = (810000 x 40%)

Total Current Assets

13,50,000
3,24,000
42,39,000

Current Liabilities
Creditors of Raw Material

54000 x 120 x 1/12

Creditors of Overheads
Wages

54000 x 20 x 1/12

Creditors of Overheads

54,000 x 40 x 1/12

Total Current Liabilities

5,40,000
90,000
1,80,000
8,10,000

Net Working Capital

34,29,000

Safety Margin 15%

5,14,350

Working Capital

39,43,350

***
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ETHICS, GOVERNANCE AND SUSTAINABILITY
Time allowed : 3 hours

Maximum marks : 100

NOTE : Answer ALL Questions.
PART A
Question 1
(a) Glaxo Smithkline (GSK) recognises that commercial pressures and complex
regulatory environments can present employees with difficult ethical situations.
GSK provides guidance and support for them backed by rigorous auditing and
action if misconduct is identified.
The company’s code of conduct promotes honest and ethical conduct by setting
out the standards to be followed by GSK’s employees in their everyday work for
the company. The code is communicated both within and outside the company.
A separate publication, ‘‘The Employee guide to Business conduct’’, helps
employees to understand the meaning of code in practice and its acceptable
and unacceptable behavior.
Managers are required to set an example and ensure that all their staff receives
guidance, training and supervision on ethical behaviour and legal compliance
relevant to their jobs. Senior managers formally certify their adherence to the
code and other GSK policies and standards.
GSK has audit systems to help identify and deal with cases of non-compliance.
Those who violate company standards are subject to disciplinary action including
dismissal in serious cases. Serious violations and remedial actions are reported
to the audit committee of the board.
Doing the right thing can, at times appear to sacrifice some immediate advantage.
However, GSK’s commitment to integrity and high standards of business ethics
benefit their customers, communities, shareholders, employees and the
business. In the light of above, answer the following questions :
(i) In what ways should the managers of GSK set an example on ethical
behaviour relevant to their jobs ?
(5 marks)
(ii) What role can be played by the Board of Directors in corporate governance
to bring ethical behaviour among employees ?
(5 marks)
(b) Explain in brief :
(i) Employee Participation in Corporate Governance.
(ii) Internal Governance Structure of National Foundation for Corporate
Governance.
42
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(iii) Three forms of capital for long term value creation as held by CaIPERS for
making their investment decisions.
(iv) The provisions where a Chairman of Banking Company is appointed by
Reserve Bank of India.
(v) Financially Literate

(2 marks each)

(c) Write a note on Desirable Corporate Governance Code promoted by Confederation
of Indian Industry.
(5 marks)
Answer 1(a)(i)
This is a case study of Glaxo Smithkline regarding ethical behaviour. Ethical climate
or practices are set up at top level in any organization. What the top management do,
the culture they establish and re-inforce, influences the way their employees act to set
an example. The manager of GSK should:(a) Provide training, evaluate compliance system and ensure protection to whistleblowers.
(b) Lead by example by displaying that too bound by ethics and values.
(c) Practice what they preach.
(d) Be fair in dealing with subordinates.
(e) Be open to discuss ethical issues with their staff.
(f) Be honest and ethical conduct by following the set standards of the company.
(g) Set an example and ensure that all their staff receive guidance and supervision.
(h) Robust audit techniques and procedures to catch the non-compliances.
Answer 1(a)(ii)
The Board of Directors ultimately has legal responsibilities for the organization
resources and decisions.
As such to bring ethical behaviour among employees the board of directors can:
(i) Direct all the directors to actively participate in the meetings of the Board or the
committees thereof.
(ii) Require all the directors to undertake to inform the chairman of the board of any
changes in their board positions, relationship with other business and other
events/circumstances that might impact their ability to perform Board/Board
committees duties or affect the independence of the board as per the listing
requirements.
(iii) Require all the directors to undertake that they will avoid conflict of interest in
matter brought up to before the board such as:
(a) Related party transactions.
(b) Directorship in the competing entities.
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(iv) Restrict providing consulting/business/employment in any manner with suppliers/
service providers or customer of the company by the directors of the company.
(v) Do not allow use of official positions by the directors for personal gains.
(vi) Positive culture : Employees' morale improves when they work behind an ethical
leader. Staff won't feel as if they are helping a corrupt person earn even more
money. Ethical leaders have the capacity to inspire those working with them to
perform at their peak.
(vii) Improved brand image : The leaders of the company should show the best that
your brand has to offer.
(viii) Scandal prevention : Ethical leaders don't create bad PR for a company. Company
scandals can be damaging to an organization's image and cause customers to
turn to a competitor.
(ix) Loyalty : Both employees and customers are more likely to remain loyal to
companies that hire ethical leaders.
(x) Improved emotional well-being : Workplace stress can hurt productivity levels at
a company. If leadership is toxic, then efficiency will decrease.
Answer 1(b)(i)
Employee participation in corporate governance systems can be found in many
countries and corporations throughout the world. Following are the some important example
for ensuring good governance by employees:
Right to consultation - where employees must be consulted on certain management
decisions. This right increases transparency of management decisions and allows
employee opinion to ameliorate the asymmetry of information between management and
the market.
Right to nominate/vote for supervisory board members - In many cases employee
participation on the board is mandated. This right creates a check and balance system
between management and the supervisory board, which in turn creates the perception of
greater fairness.
Compensation/privatization programs that make employees holders of shares, thereby
empowering employees to elect the board members, which, in turn holds management
responsible.
Participation in the capital : Employees may be partner in the capital contribution.
They may be given the shares under the ESOP scheme. This will create the belongingness
of the ownership concept among the employees meaning there by owner as well as
employee.
Profit sharing : The profit-sharing plans should be broad-based (all or most employees)
rather than for executives only.
Whistle Blower Policy : A whistle blower is the one who exposes wrongdoing, fraud,
corruption or mismanagement in an organization. A whistle blower is a person who publicly
complains/discloses the concealed misconduct on the part of an organization or body of

45

PP–EGS–December 2020

people, usually from within that same organisation. Whistle blower may be an employee,
former employee, vendor, customer or other stakeholder.
Answer 1(b)(ii)
The internal governance structure of NFCG consists:
— Governing Council
— Board of Trustees
— Executive Directorate
(i) Governing Council
Governing Council of NFCG works at the apex level for policy making. It is
chaired by Minister in-charge, Ministry of Corporate Affairs, Government of India.
(ii) Board of Trustees
Board of Trustees deal with the implementation of policies and programmes and
lay down the procedure for the smooth functioning. It is chaired by Secretary,
Ministry of Corporate Affairs, Government of India.
(iii) Executive Directorate
The Executive Directorate provides the internal support to NFCG activities and
implements the decisions of the Board of Trustees. The Executive Director is
the Chief Executive Officer of NFCG. The Executive Directorate exercises such
powers as may be delegated to it by the Board of Trustees to carry out such
functions as may be entrusted to it by the Board. The Executive Director also
functions as the Secretary of the Council and the Board is supported by full time
dedicated professional secretariat.
Answer 1(b)(iii)
Anchored by CalPERS Investment Beliefs, CalPERS believes long-term value creation
requires the effective management of three forms of capital described as follows:
a. Financial Capital (Governance) : Governance is the primary tool to align interests
between CalPERS and the managers of their financial capital – including
companies and external managers. Good governance enhances a company’s
long-term value and protects investor interests.
b. Physical Capital (Environment) : Encouraging external managers, portfolio
companies, and policy makers to engage in responsible environmental practices
is important to identifying opportunities and risk management. This means making
wise use of scarce resources, considering impact, and addressing systemic
risks, such as climate change.
c. Human Capital (Social) : The success and long-term value of the companies one
invests in will be impacted by their management of human capital. This includes
fair labour practices, responsible contracting, workplace and board diversity,
and protecting the safety of employees directly and through the supply chain.
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Answer 1(b)(iv)
Section 10BB of Banking Regulation Act, 1949 provides that:
(1) Where the office of the Chairman of the Board of Directors appointed on a wholetime basis or a Managing Director of a banking company is vacant, the Reserve
Bank may, if it is of opinion that the continuation of such vacancy is likely to
adversely affect the interest of the banking company, appoint a person, eligible
under sub-section (4) of Sec. 10-B to be so appointed, to be the Chairman of the
banking company and where the person so appointed is not a director of such
banking company, he shall, so long as he holds the office of the Chairman of the
Board of Directors appointed on a whole-time basis or a Managing Director, be
deemed to be a director of the banking company.
(2) The Chairman of the Board of Directors appointed on a whole-time basis or a
Managing Director so appointed by the Reserve Bank shall be in the whole-time
employment of the banking company and shall hold office for such period not
exceeding three years, as the Reserve Bank may specify, but shall, subject to
other provisions of this Act, be eligible to re-appointment.
(3) The Chairman of the Board of Directors appointed on a whole-time basis or a
Managing Director so appointed by the Reserve Bank shall draw from the banking
company such pay and allowances as the Reserve Bank may determine and
may be removed from office only by the Reserve Bank.
(4) Save as otherwise provided in this section, the provisions of Section 10-B of
Banking Regulation Act shall, as far as may be, apply to the Chairman of the
Board of Directors appointed on a whole-time basis or a Managing Director
appointed by the Reserve Bank under sub-section (1) as they apply to the
Chairman of the Board of Directors appointed on a whole-time basis or a Managing
Director appointed by the banking company.
Answer 1(b)(v)
This terminology is often used in the context of membership of an Audit Committee
under the Companies Act, 2013 and the SEBI (LODR) Regulations, 2015.
The term “financially literate” means the ability to read and understand basic financial
statements i.e. balance sheet, profit and loss account, and statement of cash flows.
A member will be considered to have accounting or related financial management
expertise if he or she possesses experience in finance or accounting, or requisite
professional certification in accounting, or any other comparable experience or background
which results in the individual’s financial sophistication, including being or having been a
chief executive officer, chief financial officer, or other senior officer with financial oversight
responsibilities.
Answer 1(c)
Confederation of Indian Industry (CII) took a special initiative on Corporate Governance,
the first institution initiative in Indian Industry. The objective was to develop and promote
a code for Corporate Governance to be adopted and followed by Indian companies, whether
in the Private Sector, the Public Sector, Banks or Financial Institutions, all of which are
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corporate entities. This initiative by CII flowed from public concerns regarding the protection
of investor interest, especially the small investor; the promotion of transparency within
business and industry; the need to move towards international standards in terms of
disclosure of information by the corporate sector and, through all of this, to develop a
high level of public confidence in business and industry. The final draft of the said Code
was widely circulated in 1997. In April 1998, the Code was released. It was called Desirable
Corporate Governance: A Code. A list of the Desirable Corporate Governance Code is
reproduced hereunder:
Recommendation I - Frequency of Board Meetings
Recommendation II - Board Composition
Recommendation III - Number of Directorships
Recommendation IV - Role, Responsibilities, Qualifications of Non-Executive Directors
Recommendation V - Non-Executive Directors
Recommendation VI - Disclosure of attendance record for re-appointment
Recommendation VII - Key information to the Board
Recommendation VIII - Audit Committee
Recommendation IX - Disclosure on shareholders information
Recommendation X - Consolidated Accounts
Recommendation XI - Compliance Certificate
Recommendation XII - Disclosure relating to GDRs
Recommendation XIII - Funding
Recommendation XIV - Nominee Director
Recommendation XV - Disclosure of Ratings
Recommendation XVI - Default on fixed deposits by company
Attempt all parts of either Q. No. 2 or Q. No. 2A
Question 2
(a) Xavier, a professor of Corporate Affairs in an American University is also a lead
Independent Director at Bright Industries Limited, an Indian listed Company.
The Board of Directors want a separate meeting of the Independent Directors
under the chairmanship of Xavier so that their valuable issues could be raised
at the Board meeting. Discuss the provisions regarding separate meeting under
SEBI (LODR) Regulation, 2015.
(b) State the Regulations on Appointed Actuaries as contained in Insurance
Regulatory and Development Authority (IDRA) Regulations, 2000.
(c) A board committee is a small working group identified by the board consisting
of board members for the purpose of supporting the board’s work. Discuss the
rationale behind board committees.
(5 marks each)
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OR (Alternate question to Q. No. 2)
Question 2A
(i) ‘‘The code for Responsible Investing in South Africa (CRISA) gives guidance on
how the institutional investor should execute investment analysis and investment
activities and exercise rights so as to promote sound governance.’’ In the light of
the above statement, state the principles of CRISA briefly.
(ii) The listed entity shall give prior intimation to stock exchange about the meeting
of the Board of Directors. Explain the provisions relating to SEBI (Listing
Obligations and Disclosure Requirements) Regulations, 2015.
(iii) ‘‘Social and ethical accounting has no standardized model.’’ Discuss the statement
and also explain its principles in brief.
(5 marks each)
Answer 2(a)
Regulation 25(3) of the SEBI (LODR) Regulations, 2015 requires that the independent
directors of the listed entity shall hold at least one meeting in a year, without the presence
of non-independent directors and members of the management and all the independent
directors shall strive to be present at such meeting.
Further Regulation 25(4) of the SEBI (LODR) Regulation, 2015 states that independent
directors in the meeting referred in sub-regulation (3) shall, inter alia(a) review the performance of non-independent directors and the board of directors
as a whole.
(b) review the performance of the chairperson of the listed entity, taking into account
the views of executive directors and non-executive directors.
(c) assess the quality, quantity and timeliness of flow of information between the
management of the listed entity and the board of directors that is necessary for
the board of directors to effectively and reasonably perform their duties.
Section 149(8) read with Schedule IV of the Companies Act, 2013 also mandates
the requirement of holding separate meetings of the independent directors.
Hence in the instant case, the Board of the Directors can hold the separate meetings
of the independent director under the chairmanship of Xavier.
Answer 2(b)
IRDAI has brought out detailed Regulations on Appointed Actuary vide IRDA (Appointed
Actuary) Regulations, 2000, detailing the procedure for his appointment, qualifications,
powers along with his duties and obligations. The Regulations also stipulate that prior
approval of the Authority shall be taken for the appointment of the Appointed Actuary. The
Board should ensure that the requirements are scrupulously complied with. An insurer
registered to carry on insurance business in India shall, subject to meeting the eligibility
criteria by the appointee, appoint an actuary, who shall be known as the 'Appointed
Actuary' for the purposes of the Act. A life insurer cannot carry on business of insurance
without an appointed actuary.
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It is provided that:
•

A procedure for appointment of Appointed Actuary should be put in place.

•

The Appointed Actuary should qualify and satisfy the ‘Fit & Proper’ criteria and
other eligibility conditions as mentioned in IRDA (Appointed Actuary) Regulations,
2000, as amended from time to time.

•

The insurance companies shall clearly set forth the Appointed Actuary’s
responsibilities and any advisory role vis-à-vis the Board or the management as
well as his/her rights and obligations. These shall be in addition to the duties of
the Appointed Actuaries as specified in the IRDA Regulations and any other
directions of IRDA in the matter.

•

As soon as the Appointed Actuary realizes that the entity does not comply or is
likely to fail in complying with the requirements of solvency and other parameters
of sound operations, he/she shall inform the Board of the insurer. If no viable/
acceptable action is taken by the Board, then he/she has to inform the same to
IRDAI.

•

The Board shall interact directly with the Appointed Actuary wherever it considers
it expedient to secure his advice, it may do so in such manner as it may deem
fit. The Appointed Actuary shall provide professional advice or certification to the
board with regard to:— Estimation of technical provisions in accordance with the valuation framework
set up by the insurer
— Identification and estimation of material risks and appropriate management
of the risks
— Financial condition testing
— Solvency margin requirements
— Appropriateness of premiums (and surrender value)
— Allocation of bonuses to with-profit insurance contracts
— Management of participating funds (including analysis of material effects
caused by strategies and policies)
— Product design, risk mitigation (including reinsurance) and other related risk
management roles.

Answer 2(c)
A board committee is a small working group identified by the board, consisting of
board members, for the purpose of supporting the board’s work. Committees are generally
formed to perform some expertise work. Members of the committee are expected to have
expertise in the specified field.
Committees are usually formed as a means of improving board effectiveness and
efficiency, in areas where more focused, specialized and technical discussions are
required. These committees prepare the groundwork for decision-making and report at
the subsequent board meeting. Committees enable better management of full board’s
time and allow in-depth scrutiny and focused attention.
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However, the Board of Directors is ultimately responsible for the acts of the committee.
Board is responsible for defining the committee role and structure
Board committees are pillars of corporate governance. Board committees with formally
established terms of reference, criteria for appointment, life span, role and function
constitute an important element of the governance process and should be established
with clearly agreed reporting procedures and a written scope of authority. A Board can
either delegate some of its powers to the committee, enabling it to act directly, or can
require the recommendations of the committee to be approved by the Board. Committees
thus enable better management of the board’s time and allow in-depth scrutiny and
focused attention.
Committees need clear goals, objectives, and terms of reference in order to function
efficiently, and Boards should ensure that these are developed before establishing the
committee. Many committees have been known to work outside their intended purpose
due to a lack of precise objectives.
Rational behind Board Committees :
(a) To improve Board effectiveness and efficiency.
(b) Minor details needs to be evaluated/ analysed to arrive at a logical conclusionThis requires body having expertise in subject matter, a Board Committee shall
in such cases assist the Board and give well considered recommendations to
the Board. e.g. Audit Committee go through minor details of internal audit reports
which is not possible and give suitable recommendations, this is not possible
for entire Board to consider.
(c) Insulate Board from potential undue influence of controlling shareholders and
managers.
(d) Committees prepare groundwork for decision making and submit their
recommendations to the Board for decision making.
(e) Enables better management of Board’s time and allows in-depth scrutiny of
proposals.
(f) Establishing committees is one way of managing the work of the Board and
strengthening the Board’s governance role.
Answer 2A(i)
The Code for Responsible Investing in South Africa (CRISA) gives guidance on how
the institutional investor should execute investment analysis and investment activities
and exercise rights so as to promote sound governance.
CRISA provide a framework that relates to the function of all role players in the
overall governance system, including boards of companies, institutional shareholders,
their service providers and the ultimate beneficiaries. The objective of providing such a
framework is to ensure that sound governance is practised which results in better
performing companies that deliver both economic value as well as value within its broader
meaning. Institutional investors and service providers should adopt the principles and
practice recommendations in CRISA on an “apply or explain” basis. Where there is
conflict between CRISA and applicable legislation, the legislation will prevail.
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Five Principles :
Principle 1 : An institutional investor should incorporate sustainability considerations,
including ESG, into its investment analysis and investment activities as part of the
delivery of superior risk-adjusted returns to the ultimate beneficiaries.
Principle 2 : An institutional investor should demonstrate its acceptance of ownership
responsibilities in its investment arrangements and investment activities.
Principle 3 : Where appropriate, institutional investors should consider a collaborative
approach to promote acceptance and implementation of the principles of CRISA and
other codes and standards applicable to institutional investors.
Principle 4 : An institutional investor should recognise the circumstances and
relationships that hold a potential for conflicts of interest and should pro-actively
manage these when they occur.
Principle 5 : Institutional investors should be transparent about the content of their
policies, how the policies are implemented and how CRISA is applied to enable
stakeholders to make informed assessments.
Answer 2A(ii)
The listed entity shall give prior intimation to stock exchange about the meeting of
the board of directors in the following mannerA. At least two working days in advance, excluding the date of the intimation and
date of the meeting in which any of the following proposals is due to be considered•

proposal for buyback of securities;

•

proposal for voluntary delisting by the listed entity from the stock exchange(s);

•

fund raising by way of further public offer, rights issue, American Depository
Receipts/Global Depository Receipts/Foreign Currency Convertible Bonds,
qualified institutions placement, debt issue, preferential issue or any other
method and for determination of issue price. Provided that intimation shall
also be given in case of any annual general meeting or extraordinary general
meeting or postal ballot that is proposed to be held for obtaining shareholder
approval for further fund raising indicating type of issuance.

•

declaration / recommendation of dividend, issue of convertible securities
including convertible debentures or of debentures carrying a right to subscribe
to equity shares or the passing over of dividend.

•

the proposal for declaration of bonus securities where such proposal is
communicated to the board of directors of the listed entity as part of the
agenda papers.

B. At least five days in advance excluding the date of the intimation and date of the
meeting in which following proposal is due to be considered•

financial results viz. quarterly, half yearly, or annual, as the case may be;
(the intimation shall include the date of such meeting of board of directors
also)
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C. At least eleven working days before any of the following proposal is placed
before the board of directors •

any alteration in the form or nature of any of its securities that are listed on
the stock exchange or in the rights or privileges of the holders thereof.

•

any alteration in the date on which, the interest on debentures or bonds, or
the redemption amount of redeemable shares or of debentures or bonds,
shall be payable.

Answer 2A(iii)
Social and ethical accounting is a process that helps a company to address issues
of accountability to stakeholders, and to improve performance in of all spheres, i.e.
social, environmental and economic. The process normally links a company’s values to
the development of policies and performance targets and to the assessment and
communication of performance.
It is true to say that social and ethical accounting has no standardized model. There
is no standardized balance sheet or unit of currency. The issues are defined by the
company’s values and aims, by the interests and expectations of its stakeholders, and
by societal norms and regulations. With the focus on the concerns of society, the social
and ethical accounting framework implicitly concerns itself with issues, such as economic
performance, working conditions, environmental and animal protection, human rights,
fair trade and ethical trade, human resource management and community development,
and hence with the sustainability of a company’s activities.
Principles of social and ethical accounting
The dominant principle of social and ethical accounting is inclusivity. This principle
requires that the aspirations and needs of all stakeholder groups are taken into account
at all stages of the social and ethical accounting process.
— Planning : The company commits to the process of social and ethical accounting,
auditing and reporting, and defines and reviews its values and social and ethical
objectives and targets.
— Accounting : The scope of the process is defined, information is collated and
analysed, and performance targets and improvement plans are developed.
— Reporting : A report on the company’s systems and performance is prepared.
— Auditing : The process of preparing the report, with the report itself, is externally
audited, and the report is made accessible to stakeholders in order to obtain
feedback from them.
— Embedding : To support each of the stages, structures and systems are
developed to strengthen the process and to integrate them into the company’s
activities.
— Stakeholder engagement : The concerns of stakeholders are addressed at each
stage of the process through regular involvement.
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Question 3
(a) Novelties Ltd., a company involved in processing, packaging and selling of
Agriculture based products is facing some intermittent resistance from local
agricultural associations regarding raw material procurement procedures. You
are asked by the Board of Directors to initiate the process of Stakeholder
Engagement for the Company. Identify the steps which you would take according
to the needs of the Company.
(b) Corporate Governance is the application of best managerial practices, compliance
of law in letter and spirit and adherence to ethical standards for effective
management and distribution of wealth and discharge of social responsibility for
sustainable development of all stakeholders.’’ In the light of the statement, discuss
practical steps for better corporate governance recommended by Corporate
Secretaries International Association (CSIA).
(c) What are the recommendations of recognizing and managing risk in a listed
entity to establish a sound risk management framework recommended in
Corporate Governance Council of Australia.
(5 marks each)
Answer 3(a)
Agriculture Associations fear of the bargaining power of Novelties because the
company is engaged in creating value addition to the agriculture produce and also involved
in mass procurement of the same. Also in a market structure which is of scattered land
holdings, subsistence level and high price lending, risk of crop failures with the uncertainty
of resale price maintenance and procurement farmers fear in the long run the company
may acquire significant dominance in every sphere of agriculture activities. Therefore it is
advisable for the company to get involved in stakeholder engagement leading increased
transparency, responsiveness, compliance, organizational learning, quality management,
accountability and sustainability. Stakeholder engagement is a central feature of
sustainability performance. Stakeholder engagement is undertaken for numerous reasons
which include:
•
•
•
•

Improved corporate responsibility and financial performance across the globe.
To avoid conflict through negotiation, mediation and collaborative learning.
Development of a shared vision to direct future business decisions and operations.
To innovate through collaboration.

Stakeholder engagement involves following steps:
1. Identify stakeholder
2. Establish the goals and objectives of the company for engagement.
3. Identify stakeholder needs and interests.
4. Determine the stakeholder engagement strategy.
5. Evaluate outcome and internalize learnings.
Answer 3(b)
The CSIA an international federation of professional bodies that promotes the best
practices in corporate secretarial, corporate governance and compliance services. It is
international federation of governance professional bodies for corporate secretaries &
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governance professional and represents those who work as frontline practitioners of
governance throughout the world.
Twenty Practical Steps to Better Corporate Governance
1. Recognize that good corporate governance is about the effectiveness of the
governing body — not about compliance with codes
2. Confirm the leadership role of the board chairman
3. Check that non-executive directors have the necessary skills, experience, and
courage
4. Consider the calibre of the non-executive directors
5. Review the role and contribution of non-executive directors
6. Ensure that all directors have a sound understanding of the company
7. Confirm that the board’s relationship with executive management is sound
8. Check that directors can access all the information they need
9. Consider whether the board is responsible for formulating strategy
10. Recognize that the governance of risk is a board responsibility
11. Monitor board performance and pursue opportunities for improvement
12. Review relations with shareholders — particularly institutional investors
13. Emphasise that the company does not belong to the directors
14. Ensure that directors’ remuneration packages are justifiable and justified
15. Review relations between external auditors and the company
16. Consider relations with the corporate regulators
17. Develop written board-level policies covering relations between the company and
the societies it affects
18. Review the company’s attitudes to ethical behaviour
19. Ensure that company secretary’s function is providing value
20. Consider how corporate secretary’s function might be developed.
Answer 3(c)
The ASX listed entity is required under Listing Rule to include in its annual report a
corporate governance statement. The corporate governance statement must disclose
the extent to which the entity has followed the recommendations set by the ASX Council
during the reporting period. If the entity has not followed a recommendation for any part
of the reporting period, its corporate governance statement must (a) separately identify
that recommendation and (b) the period during which it was not followed and (c) state its
reasons for not following the recommendation and what (if any) alternative governance
practices it adopted in lieu of the recommendation during that period.
By requiring listed entities to compare their corporate governance practices with the
Council’s recommendations and, where they do not conform, to disclose that fact and
the reasons why, Listing Rule acts to encourage listed entities to adopt the governance
practices suggested in the Council’s recommendations.
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Recognise and manage risk
A listed entity should establish a sound risk management framework and periodically
review the effectiveness of that framework.
Recommendations prescribed as under :
Recommendation 7.1
The board of a listed entity should:
(a) have a committee or committees to oversee risk, each of which:
•

has at least three members, a majority of whom are independent directors;
and

•

is chaired by an independent director, and disclose:

•

the charter of the committee;

•

the members of the committee; and

•

as at the end of each reporting period, the number of times the committee
met throughout the period and the individual attendances of the members at
those meetings; or

(b) if it does not have a risk committee or committees that satisfy (a) above, disclose
that fact and the processes it employs for overseeing the entity’s risk management
framework.
Recommendation 7.2
The board or a committee of the board should:
(a) review the entity’s risk management framework at least annually to satisfy itself
that it continues to be sound; and
(b) disclose, in relation to each reporting period, whether such a review has taken
place.
Recommendation 7.3
A listed entity should disclose:
(a) if it has an internal audit function, how the function is structured and what role it
performs; or
(b) if it does not have an internal audit function, that fact and the processes it
employs for evaluating and continually improving the effectiveness of its risk
management and internal control processes.
Recommendation 7.4
A listed entity should disclose whether it has any material exposure to economic,
environmental and social sustainability risks and, if it does, how it manages or intends to
manage those risks.
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Question 4
(a) The Committee of sponsoring Organizations of the Treadway Commission (COSO)
released its internal control framework as principles associated with the five
components provide clarity for the user in designing and implementing systems
of internal control and for understanding requirements for effective internal control.
Explain the five components with the reference of the above statement in brief.
(b) ‘‘Listed entities have to make several disclosures to the stock exchange in less
than 24 hours of the occurrences of those material events.’’ What are those
events and activities which may take place in a company?
(c) XYZ, an insurance company is planning to adopt a code of corporate governance
based on Corporate Governance Regulatory Framework. Explain the extent of
responsibilities of a Board of Insurers to ensure good governance principles.
(5 marks each)
Answer 4(a)
COSO is the abbreviation of, The Committee of Sponsoring Organizations of the
Treadway Commission (COSO). It is a joint initiative of the five private sector organizations
(American Accounting Association, American Institute of CPA, Financial Executives
International, The Association of Accountants and Financial Professionals in Business
and The Institute of Internal Auditors) and is dedicated to providing thought leadership
through the development of frameworks and guidance on enterprise risk management,
internal control and fraud deterrence. COSO’s Internal Control Framework includes
enhancements and clarifications that are intended to ease use and application. One of
the more significant enhancements is the formalization of fundamental concepts introduced
in the original framework as principles. These principles, associated with the five
components, provide clarity for the user in designing and implementing systems of internal
control and for understanding requirements for effective internal control.
1. Control environment : The control environment describes a set of standards,
processes, and structures that provide the basis for carrying out internal control
across the organization. According to the Institute of Internal Auditors (IIA), a
control environment is the foundation on which an effective system of internal
control is built and operated in an organization that strives to:
•

achieve its strategic objectives,

•

provide reliable financial reporting to internal and external stakeholders,

•

operate its business efficiently and effectively,

•

comply with all applicable laws and regulations, and

•

safeguard its assets.

2. Risk Assessment : The risk assessment forms the basis for determining how
risks will be managed. A risk is defined as the possibility that an event will occur
and adversely affect the achievement of organizational objectives. Risk
assessment requires management to consider the impact of possible changes
in the internal and external environment and to potentially take action to manage
the impact.
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3. Control Activities : Control activities are actions (generally described in policies,
procedures, and standards) that help management mitigate risks in order to
ensure the achievement of objectives. Control activities may be preventive or
detective in nature and may be performed at all levels of the organization.
4. Information : Information is obtained or generated by management from both
internal and external sources in order to support internal control components.
Communication based on internal and external sources is used to disseminate
important information throughout and outside of the organization, as needed to
respond to and support meeting requirements and expectations. The internal
communication of information throughout an organization also allows senior
management to demonstrate to employees that control activities should be taken
seriously.
5. Monitoring Activities : Monitoring activities are periodic or ongoing evaluations to
verify that each of the five components of internal control, including the controls
that affect the principles within each component, are present and functioning.
around their products.
Answer 4(b)
Disclosure of Material Events
Regulation 30(1) and (2) of the SEBI (Listing Obligations and Disclosure
Requirements) Regulations, 2015 specifies that every listed entity shall make disclosures
upon occurrence of following events or information which are deemed to be material
events as per Part ‘A’ of Schedule III of the said regulations. These events or information
should be disclosed as soon as reasonably possible and not later than 24 hours from the
occurrence of the event or information. In case the disclosure is made after 24 hours of
occurrence of the event or information, the listed entity shall, along with such disclosures
provide explanation for delay. These include:
(i) Acquisition(s) (including agreement to acquire), Scheme of Arrangement
(amalgamation/ merger/ demerger/restructuring), or sale or disposal of any unit(s),
division(s) or subsidiary of the listed entity or any other restructuring.
(ii) Issuance or forfeiture of securities, split or consolidation of shares, buyback of
securities, any restriction on transferability of securities or alteration in terms or
structure of existing securities including forfeiture, reissue of forfeited securities,
alteration of calls, redemption of securities etc.
(iii) Revision in Rating(s).
(iv) Agreements (viz. shareholder agreement(s), joint venture agreement(s), family
settlement agreement(s) (to the extent that it impacts management and control
of the listed entity), agreement(s)/treaty(ies)/contract(s) with media companies)
which are binding and not in normal course of business, revision(s) or
amendment(s) and termination(s) thereof.
(v) Fraud/defaults by promoter or key managerial personnel or by listed entity or
arrest of key managerial personnel or promoter.
(vi) Change in directors, key managerial personnel (Managing Director, Chief
Executive Officer, Chief Financial Officer , Company Secretary etc.), Auditor and
Compliance Officer.
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(vii) Appointment or discontinuation of share transfer agent.
(viii) Corporate debt restructuring.
(ix) One time settlement with a bank.
(x) Reference to BIFR and winding-up petition filed by any party / creditors.
(xi) Issuance of Notices, call letters, resolutions and circulars sent to shareholders,
debenture holders or creditors or any class of them or advertised in the media by
the listed entity.
(xii) Proceedings of Annual and extraordinary general meetings of the listed entity.
(xiii) Amendments to memorandum and articles of association of listed entity, in
brief.
(xiv) Schedule of Analyst or institutional investor meet and presentations on financial
results made by the listed entity to analysts or institutional investors.
The listed entity shall disclose to the Exchange(s), outcome of Meetings of the
board of directors within 30 minutes of the closure of the meeting, held to consider the
following:
(i) dividends and/or cash bonuses recommended or declared or the decision to
pass any dividend and the date on which dividend shall be paid/dispatched.
(ii) any cancellation of dividend with reasons thereof.
(iii) the decision on buyback of securities.
(iv) the decision with respect to fund raising proposed to be undertaken.
(v) increase in capital by issue of bonus shares through capitalization including the
date on which such bonus shares shall be credited/dispatched.
(vi) reissue of forfeited shares or securities, or the issue of shares or securities held
in reserve for future issue or the creation in any form or manner of new shares or
securities or any other rights, privileges or benefits to subscribe to.
(vii) short particulars of any other alterations of capital, including calls.
(viii) financial results.
(ix) decision on voluntary delisting by the listed entity from stock exchange(s).
Answer 4(c)
The Insurance Regulatory and Development Authority of India (IRDAI) has issued the
Guidelines on Corporate Governance which was revised in May 2016. The objective of
the guidelines is to ensure that the structure, responsibilities and functions of Board of
Directors and the management of the company recognize the expectations of all
stakeholders as well as those of the regulator.
The governance structure of the insurer could also be influenced by its association
with an insurance group or a larger financial/ non-financial conglomerate. Insurers who
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are a part of a financial group could also be subject to the regulatory requirements on
governance policies and practices established for the group level and implemented uniformly
across the group.
However, these practices should be reoriented at the level of the insurer taking into
account its specific business and risk profile and sectoral regulatory requirements. Such
insurers should nevertheless strive to maintain consistency in policies and practices in
order to reinforce controls across the group.
The specific areas of responsibilities of the Board of insurers are provided as under(1) The Board should ensure that the Governance principles set for the insurer comply
with all relevant laws, regulations and other applicable codes of conduct.
(2) The Board should set the following policies in consultation with the Management
of the Company:
(a) Define and periodically review the business strategy.
(b) Define the underwriting policy of the insurer.
(c) Determine the retention and reinsurance policy and in particular, the levels
of retentions of risk by the insurer and the nature and extent of reinsurance
protection to be maintained by the insurer.
(d) Define the policy of the insurer as regards investment of its assets consistent
with an appropriate asset liability management structure.
(e) Define the insurer’s policy on appointments and qualification requirements
for human resources and ensure that the incentive structure does not
encourage imprudent behaviour.
(3) The Board should define and set the following standards:(a) Define the standards of business conduct and ethical behaviour for directors
and senior management.
(b) Define the standards to be maintained in policyholder servicing and in
redressal of grievances of policyholders.
(4) The Board would be responsible to provide guidance for implementation of business
strategy and review the same periodically.
(5) As an integral part of proper implementation of the business strategy, the Board
should take action as under:(a) Establish appropriate systems to regulate the risk appetite and risk profile
of the Company. It will also enable identification and measurement of
significant risks to which the company is exposed in order to develop an
effective risk management system.
(b) Ensure that all directions of IRDAI are submitted to the Board and the
recommendations are implemented as per the Board philosophy.
(c) Ensure that the IT systems in the company are appropriate and have built-in
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checks and balances to produce data with integrity and put in place a
business continuity and disaster recovery plan.
(d) Ensure that the company has put in place a robust compliance system for
all applicable laws and regulations.
(e) Prescribe requirements and frequency of reporting in respect of each of the
above areas of responsibility as may be decided by the Board.
(6) In discharge of the above and other Governance functions, the Board may delegate
the responsibilities to mandated/ other recommended Empowered Committees
of Directors while retaining its primary accountability.
PART B
Question 5
(a) What do you understand by Corporate Social Responsibility Audit ? Being the
company secretary of XYZ Ltd. you are asked to design and implement a
framework for Corporate Social Responsibility Audit. Suggest an indicative
programme to carry out the task.
(b) Corporate sustainability provides more significant focus on sustainable
development being different from traditional growth and profit rnaximization model.
In the light of the same discuss what does Corporate Sustainability indicate and
explain the key drivers to ensure corporate sustainability.
(c) The UN Global Compact incorporates a transparency and accountability policy
known as the Communication on Progress (COP). Explain and describe its
direct benefits to companies.
(5 marks each)
Answer 5(a)
A Corporate Social Responsibility audit aims at identifying environmental, social or
governance risks faced by the organization and evaluating managerial performance in
respect of those. Corporate Social Responsibility (“CSR”) is a broad term however, for
the purpose of addressing the scope of a CSR Audit, CSR is about managing and taking
into consideration organization’s operational, processes and behavioural impact on society
and stakeholders from a broad perspective.
CSR audit has yet to gain momentum but the concept aims to give an independent
opinion by external auditor, on the extent of alignment of CSR objectives with the business
goals and level of managerial commitment and performance with regard to attainment of
social responsibility objectives defined by the company’s Board. An Indicative CSR Audit
Programme is given below:
Segments

Assessment Tools Scope

Objectives

Coverage

The exhaustiveness of CSR objectives

Integration

The extent to which the CSR objectives of the
company are aligned with its business goals.

Commitment

The clarity of roles and powers assigned to
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management for fulfilment of CSR objectives.
Integration of Social responsibility throughout
the organisation.
Implementation

Outcome

Processes

Identification of the implementation procedures,
time frames, risk and perf ormance
management tools for fulfilment of CSR
objectives. Manner of delivering CSR activities
either by way of foundation/ Trust route or by
imbibing them into day to day activities.

Resources

Allocation of funds, manpower, infrastructure
etc.

Monitoring/
Reporting

Internal control systems to monitor the
adequacy of mechanisms (including periodic
reviews) in relation to fulfilment of CSR
objectives. Reporting: Communication of
adequate data in relation to CSR objectives to
various stakeholders

Impact
Analysis

Analysing the impact of CSR activities carried
out by the company in various areas and the
quality maintained.

Feedback

Identification of control weaknesses and make
recommendations for improvement to CSR
programs of the company. Identification of areas
requiring changes.

Answer 5(b)
Corporate sustainability indicates new philosophy, as an alternative to the traditional
growth and profit maximization model, under which sustainable development comprising
of environmental protection, social justice and equity, and economic development are
given more significant focus while recognizing simultaneous growth of the corporate and
profitability.
It is a business approach that creates long-term shareholder value by embracing
opportunities and managing risks deriving from economic, environmental and social
developments. Corporate sustainability describes business practices built around social
and environmental considerations.
Corporate sustainability encompasses strategies and practices that aim to meet the
needs of the stakeholders today while seeking to protect, support and enhance the
human and natural resources that will be the need of the future. Corporate sustainability
leaders achieve long-term shareholder value by gearing their strategies and management
to harness the market's potential for sustainability products and services while at the
same time successfully reducing and avoiding sustainability costs and risks.
Concern towards social, environmental and economical issues, i.e., covering all the
segments of the stakeholders, are now basic and fundamental issues which permit a
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corporate to operate in the long run sustainably. Following key drivers need to be garnered
to ensure sustainability:
Internal Capacity Building strength – In order to convert various risks into
competitive advantages.
Social impact assessment – In order to become sensitive to various social factors,
like changes in culture and living habits. Repositioning capability through development
and innovation: Crystallisation of all activities to ensure consistent growth.
Corporate sustainability is a business approach creating shareholder value in the
long run.
These may be derived by converting risks arising out of economic, environmental
and social activities of a corporate into business opportunities keeping in mind the
principles of a sustainable development.
Answer 5(c)
UN Global Compact incorporates a transparency and accountability policy known
as the Communication on Progress (COP). The Communication on Progress (COP) is
an annual disclosure to stakeholders on progress made in implementing the ten principles
of the UN Global Compact in the areas of human rights, labour, environment and anticorruption, and in supporting broader UN development goals. The COP is posted on the
Global Compact website by business participants. Failure to issue a COP will change a
participant’s status to non-communicating and can eventually lead to the expulsion of
the participant.
Direct benefits of participation include:
(a) Global and local opportunities to dialogue and collaborate with other businesses,
NGOs, labour, and governments on critical issues.
(b) Exchange of experiences and good practices inspiring practical solutions and
strategies to challenging problems.
(c) Finding an entry-point through which companies can access the UN's broad
knowledge of development issues.
(d) Leveraging the UN's global reach and convening power with governments,
business, civil society and other stakeholders.
Attempt all parts of either Q. No. 6 or Q. No. 6A
Question 6
Discuss in brief :
(a) International Forest Carbon Initiative
(b) National Green Tribunal
(c) Convention on Biological Diversity
(d) Core areas covered by ISO 26000
(e) Corporate Citizenship

(3 marks each)
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OR (Alternate question to Q. No. 6)
Question 6A
(i) Discuss the Guiding Principles of an International Integrated Reporting Framework
by the International Integrated Reporting Council (IIRC).
(ii) United Nations Commission on sustainable development was established by
UN General Assembly in December, 1982 to ensure effective follow-up of United
Nations Conference on Environment and Development (UNCED) held in Rio De
Janeiro. Discuss the commitments adopted under Rio+20 outcome document
of Rio Summit.
(iii) Discuss the rule in Rylands Vs. Fletcher and applicability of Rylands Doctrine in
India. Why is the Corporate Manslaughter and Corporate Homicide Act, 2007 a
landmark law?
(5 marks each)
Answer 6(a)
The International Forest Carbon Initiative is a key part of Australia's international
leadership on reducing emissions from deforestation. The initiative is expected to support
international efforts to reduce deforestation through the United Nations Framework
Convention on Climate Change (UNFCCC). It aims to demonstrate that reducing emissions
from deforestation and forest degradation can be part of an equitable and effective
international agreement on climate change. A central element is the initiative's focus on
developing practical demonstration, particularly in Indonesia and Papua New Guinea.
Australia's International Forest Carbon Initiative supported global efforts to establish
a REDD+ mechanism under the UNFCCC. Jointly administered by the Australian
Department of Climate Change and Energy Efficiency and AusAID, the Initiative enabled
Australia to work closely with developing countries to find practical ways to reduce forest
emissions.
Answer 6(b)
The National Green Tribunal was established on 18.10.2010 under the National Green
Tribunal Act 2010 for effective and expeditious disposal of cases relating to environmental
protection and conservation of forests, and other natural resources. It is a specialized
body equipped with the necessary expertise to handle environmental disputes involving
multi-disciplinary issues. The Tribunal shall not be bound by the procedure laid down
under the Code of Civil Procedure, 1908, but shall be guided by the principles of natural
justice. The Tribunal's dedicated jurisdiction in environmental matters is expected to
provide speedy environmental justice and help reduce the burden of litigation in the higher
courts. The Tribunal is mandated to make and endeavour for disposal of applications or
appeals finally within 6 months of filing of the same.
Answer 6(c)
The Convention on Biological Diversity, known informally as the Biodiversity Convention,
is an international treaty that was adopted in Rio de Janeiro in June 1992. It requires the
countries to adopt ways and means to conserve the variety of living species, and ensure
that the benefits from using biological diversity are equitably shared.
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The Convention has three main goals:
1. conservation of biological diversity.
2. sustainable use of its components. and
3. fair and equitable sharing of benefits arising from genetic resources.
In other words, its objective is to develop national strategies for the conservation and
sustainable use of biological diversity. It is often seen as the key document regarding
sustainable development.
Some of the issues dealt within the convention include:
— Measures and incentives for the conservation and sustainable use of biological
diversity. — Regulated access to genetic resources and traditional knowledge,
including Prior Informed Consent of the party providing resources.
— Sharing, in a fair and equitable way, the results of research and development and
the benefits arising from the commercial and other utilization of genetic resources
with the Contracting Party providing such resources (governments and/or local
communities providing the traditional knowledge or biodiversity resources utilized).
— Access to and transfer of technology, including biotechnology, to the governments
and/or local communities that provide traditional knowledge and/or biodiversity
resources.
— Technical and scientific cooperation.
— Impact assessment.
— Education and public awareness.
— Provision of financial resources.
— National reporting on efforts to implement treaty commitments.
Answer 6(d)
ISO 26000 is the international standard giving guidance on social responsibility and
is intended for use by organizations of all types both public and private sectors, in developed
and developing countries. It provides guidance on principles of social responsibility, the
core subjects and issues pertaining to social responsibility and on ways to integrate
socially responsible behaviour into existing organizational strategies, systems, practices
and processes.
This is a guidance tool provided by the ISO which enables organisations to understand
the meaning and significance of social responsibility. It is important to note that this is
not a certification but only a guiding tool. Hence, organisations which comply with these
standards are self-certified. It covers six core areas of social responsibility, including
(i) human rights
(ii) labour practices
(iii) environment
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(iv) fair operating practices
(v) consumer issues
(vi) community involvement and development.
This ensures a holistic approach to the concept of social responsibility and
sustainable development.
It intends to assist organizations in contributing to sustainable development. It is
intended to encourage them to go beyond legal compliance, recognizing that compliance
with law is a fundamental duty of any organization and an essential part of their social
responsibility. It is intended to promote common understanding in the field of social
responsibility, and to complement other instruments and initiatives for social responsibility,
not to replace them.
ISO 26000 is not a management system standard. It is not intended or appropriate
for certification purposes or regulatory or contractual use.
Answer 6(e)
Corporate citizenship is a commitment to improve community well-being through
voluntary business practices and contribution of corporate resources leading to sustainable
growth. Corporate responsibility is achieved when a business adapts CSR well aligned
to its business goals and meets or exceeds, the ethical, legal, commercial and public
expectations that society has of business.
The term corporate citizenship implies the behaviour, which would maximize a
company’s positive impact and minimize the negative impact on its social and physical
environment. It means moving from supply driven to more demand led strategies; keeping
in mind the welfare of all stakeholders; more participatory approaches to working with
communities; balancing the economic cost and `benefits with the social; and finally
dealing with processes rather than structures. The ultimate goal is to establish dynamic
relationship between the community, business and philanthropic activities so as to
complement and supplement each other.
Answer 6(A)(i)
IIRC has developed an International Integrated Reporting Framework to establish
Guiding Principles and Content Elements that govern the overall content of an integrated
report, and to explain the fundamental concepts that underpin them. The Framework:
•

Identifies information to be included in an integrated report for use in assessing
the organization’s ability to create value; it does not set benchmarks for such
things as the quality of an organization’s strategy or the level of its performance

•

Is written primarily in the context of private sector, for-profit companies of any
size but it can also be applied, adapted as necessary, by public sector and notfor-profit organizations.

The following Guiding Principles underpin the preparation of an integrated report,
informing the content of the report and how information is presented:
•

Strategic focus and future orientation : An integrated report should provide insight
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into the organization’s strategy, and how it relates to the organization’s ability to
create value in the short, medium and long term, and to its use of and effects on
the capitals
•

Connectivity of information : An integrated report should show a holistic picture
of the combination, interrelatedness and dependencies between the factors that
affect the organization’s ability to create value over time

•

Stakeholder relationships : An integrated report should provide insight into the
nature and quality of the organization’s relationships with its key stakeholders,
including how and to what extent the organization understands, takes into account
and responds to their legitimate needs and interests.

•

Materiality : An integrated report should disclose information about matters that
substantively affect the organization’s ability to create value over the short, medium
and long term

•

Conciseness : An integrated report should be concise

•

Reliability and completeness : An integrated report should include all material
matters, both positive and negative, in a balanced way and without material error

•

Consistency and comparability : The information in an integrated report should
be presented: (a) on a basis that is consistent over time; and (b) in a way that
enables comparison with other organizations to the extent it is material to the
organization’s own ability to create value over time.

Answer 6(A)(ii)
The United Nations Conference on Sustainable Development (Rio+20) was held in
Rio de Janeiro, Brazil in June 2012 was one of the biggest international gatherings of
2012, and the largest event in the history of the United Nations. It presented an opportunity
to re-direct and re-energise political commitment to the three dimensions of sustainable
development: economic growth, social improvement and environmental protection. The
outcome document ‘The Future We Want’, mandated the creation of an inter-governmental
Open Working Group that will submit a report to the UN General Assembly containing a
proposal for consideration and appropriate action to be taken for sustainable development
goals.
Following are some commitments adopted under Rio+20 outcome document:
1. Poverty Eradication : poverty eradication should be given highest priority within
UN agenda.
2. Food Security and Nutrition and Sustainable Agriculture : commitment of the
right of everyone to have access to safe, sufficient and nutritious food, importance
of sustainable agriculture and recognition to the importance of addressing the
access of rural communities to credit, financial services, markets, land tenure,
health care and social services.
3. Energy : critical role of energy in sustainable development – access to sustainable
modern energy contributes to poverty eradication, saves lives and improves health,
essential to social inclusion and gender equality.
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4. Sustainable transport : importance of environmentally sound, safe and affordable
transportation as a means to improve social equity and health. Support
development of sustainable transport systems, notably public mass transportation
systems.
5. Sustainable cities : well planned and integrated cities can be economically,
socially and environmentally sustainable - including housing, safe and healthy
living environment for all, particularly the vulnerable; affordable and sustainable
transport and energy, promotion and protection of safe and green urban spaces,
water and sanitation, air quality, decent jobs and improved urban planning and
slum upgrading. Recognize importance of mixed-use planning and non-motorized
mobility - including by promoting pedestrian and cycling infrastructures.
6. Health and population : Health is a precondition for an outcome of and an indicator
of all three dimensions of sustainable development. Sustainable development
cannot be achieved in the presence of high burden on communicable/non
communicable diseases.
7. Commit to strengthen health systems toward the provision of equitable, universal
coverage and promote affordable access to prevention, treatment, care and support
related to NCDs, especially cancer, cardiovascular diseases, chronic respiratory
diseases and diabetes.
8. Commit to establish or strengthen multi-sectoral national policies for the prevention
and control of non-communicable diseases.
9. Reaffirm the full right to use TRIPS provisions and Doha Declaration on TRIPs to
promote access to medicines for all and encourage development assistance in
this regard.
10. Call to strengthen health systems through increased financing and the recruitment/
training/retention of health workers, improved distribution and access to medicines
and improving health infrastructure.
11. Commit and consider population trends in development policy, emphasize need
for universal access to reproductive health, including family planning and protection
of human rights in this context.
12. Commit to reducing maternal and child mortality, gender equality and protection
of human rights on matters related to sexuality, and work to ensure health
systems, address sexual and reproductive health.
13. Promoting full and productive employment, decent work for all, and social
protections: need to provide productive employment and decent work for all.
Recognize importance of job creation.
Workers should have access to education, skills and healthcare, including
occupational health and safety.
Answer 6(A)(iii)
The principle of strict liability was first laid down in the landmark case of Rylands Vs.
Fletcher. At times a person may be held responsible for doing a wrong even though there
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had been no negligence on his part or no intention to do such wrong or even if he had
taken necessary steps to prevent such a wrong from happening. This is known as the
principle of strict liability and is based on a no fault theory.
In this case Rylands built a reservoir by employing a contractor. Later on the reservoir
burst and flooded a neighbouring mine run by Fletcher. Fletcher sued Ryland. The Court
of Exchequer Chamber and the House of Lords held that the claimant (Fletcher) had the
right to enjoy his land free of interference from water and that Rylands was guilty of
trespass and the commissioning of a nuisance.
The "Rule in Rylands v Fletcher" is that "the person who for his own purposes bring
on his lands and collects and keeps there anything likely to do mischief if it escapes,
must keep it in at his peril, and, if he does not do so, is prima facie answerable for all the
damage which is the natural consequence of its escape". The liability under this rule is
strict and it is no defence to say that the thing escaped without that person’s wilful act,
default or neglect or even with the excuse that he had no previous knowledge of its
existence. This rule applies only to non-natural user of the land and it does not apply to
things naturally established on the land or where the thing escaped due to an act of God
or an act of stranger or the default of the person injured or where the thing which escapes
is present by the consent of the person injured or in certain cases where there is statutory
authority.
Exceptions:
•

Escape of the hazardous goods was because of plaintiffs own consent

•

Act of God

•

Act of a stranger

•

Act done by any statutory authority

•

Default of the plaintiff

Applicability of Rule in Rylands Case in India:
In Shriram Foods & Fertilisers Industries v. Union Of India, the Supreme Court held
that it is not possible to adopt a policy of not having any chemical or other hazardous
industries merely because they pose hazard or risk to the community. If such a policy
was adopted, it would mean the end of all progress and development. Such industries,
even if hazardous, have to be set up since they are essential for the economic development
and advancement of well-being of the people.
Subsequently, the Supreme Court revisited the issue in M.C Mehta v. Union of India,
the Apex Court sought to make a departure from the accepted legal position in Rylands
v. Fletcher stating that an enterprise which is engaged in hazardous or inherently dangerous
activity which poses a potential threat to the wealth and safety of the persons and owes
an absolute and non-delegable duty to the community to ensure that no harm results
into anyone. The principle of absolute liability is operative without any exceptions. It
does not admit of the defences of reasonable and due care, unlike strict liability. Thus,
when an enterprise is engaged in hazardous activity and harm result, it is absolutely
liable, effectively tightening up the law.
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Corporate Manslaughter and Corporate Homicide Act 2007, United Kingdom: The
Corporate Manslaughter and Corporate Homicide Act 2007 is a landmark in law. For the
first time, companies and organisations could be found guilty of corporate manslaughter
as a result of serious management failures resulting in a gross breach of the duty of care.
It clarifies the criminal liabilities of companies, including large organisations, where
serious failures on the part of the management regarding caring about their men’s health
and safety measures that led to fatal consequences.
Prosecutions will be, of the corporate body, and not of the individuals, but the liability
of directors, board members or other individuals under health and safety law or general
criminal law, will remain unaffected. Nevertheless, the corporate body and individuals
can still be prosecuted separately for committing health and safety offences.
Companies and organisations have to keep their health and safety management
systems under constant review, particularly the way in which their activities are managed
and organised by their senior management.
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