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COMPANY - INTRODUCTION

Meaning of a company

The term Company is derived from the Latin word “Companis”, ‘Com’
means together and ‘panis’ means bread. Originally, it refers to an
association of persons who took their meals together, The term Company
refers to an association of persons formed to attain a commorn purpose.
A company means a group of persons associated together for the
attainment of social or economic common end. It is a group of individuals
asscciated for the common objective which may be business for profit or
for some charitable purpose.

The word ‘Company’ Ordinarily means an association of anumber
of individuals formed for some common purpose.

The word company may be described to mean a voluntary association
of persons who have come together for carrying some business and sharing
the profits therefrom. The capital of a company is contributed by a group of
persons called shareholders and it is managed by Board of Directors.

A company is a voluntary association of persons formed for some
common purpose with capital divisible into parts, known as shares and
with a limited liability. It is an ariificial person created by the law with a
perpetual succession and a common seal.

Definition:
Section 3 (1) (i) of the Companies Act 1956, defines a company as

follows: “ A company formed and registered under this Act or an existing
company”. Section 3 (1) (it) defines that an existing company means a
company formed and registered under any of the previous company law”
section 2(20) of the Companies Act, 2013, defines acompany as a
company incorporated under this Act or under any previous company law.
Lindly L.J. defines a company as “an association of many persons
who contribute money or money’s worth to a common stock, and employ
it in some common trade or business and who share the profit or loss
arising therefrom. The common stock so contributed is denoted in money
and the capital of the company. The persons who contribute or to whom it



belongs, are members. The proportion of capital to which each member is
entitled to his share. Shares are always transferable although the rignt to
transfer them is often more or less restricted”.

"A company is an artificial person created by law having a separate
entity and a common seal” - L..H.Haney.

According to Palmer, the term Company is defined as follows:

“A corporation is not like a partnership or a family, a mere collection
or an aggregation of individuals. In the contemplation of iaw, itis & person
distinct from its members or shareholders, meta physical entity or fiction
of law with legal but no physical existence.......... It is a mere abstraction
of law.......... itis, at law, a different person altogether from the subscribers
to the Memorandum of Association”.

Features or characteristics of a company:
From the above definition one can derive the following points.

1. Separate legal entity:

This means that a company has a legal entity distinct from and
independent of its members. A company-is an artificial person created by
law. It has an independent corporate existence. Company and members
are two distinct entities. A shareholder of a company is separate person
and his compariy is separate. Any of its members can enter into contract
with it in the same manner like human beings. The shareholders can not
be heid liable for the acts of the company. The Company’s money and
property belong to the company and not to the shareholders.

The creditors of the company can recover their amount oniy from the
company and the property of the company. They can not sue individual
members. Like this, a member can not claim any ownership rights in the
assets of the company either individually or jointly during the existence of
the company or in itz winding up.

Case Law : Salmon Vs Salomon

it was held that once the company was incorporated under the Act. it
had separate legal entity independent of its members. The existence of a
company is quite independent and distinct from its members.
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2. Limited liability:

One of the important advantages of company is that the liauility of
its members is limited. Generally the liability of members in a company is
limited. But in the case of unlimited companies, the liability is unlimited.
The liability of members in a company limited by shares is oniy to the
unpaid value of the shares subscribed by them. No personal property of the
members can be made use of for the satisfaction of the company’s debt
beyond the limit of the shareholding or guarantee money. If a share holder
has paid the full nominal value of shares held by him, his liability is nil. In
a company limited by guarantee, the liability is only to the amount which is
agreed by the members at the time of formation of the company. The liability
of the member arises in the event of the company's being wound up.

3. Perpetual succession and a common seai:

Perpetual succession means that a company’s existence persisis
irrespective of the change in the composition of its members. It means
that inspite of a change in the membership of the company, its continuity
is not affected. It lends stability and long life to a company as comparead to
other forms of business organisation. A company is an artificial paerscn with
a perpetual succession and a common seal. It is created by law and can
be put 2n end only by law. The company never dies uniess it is wound up
according to the provisions of the Companies Act, 1956. it is 2 common
saying that “iaw creates a company and it alone can dissoive the conipany.
Members may come and go but the company can go on for ever. It means
that it is not affected by death, retirement or insolvency of any of his
members. As observed by Gower, “Members may come and go but the
company can go on for ever”. Even if all the members die, it shall not affect
the privileges, immunities, estates and possession of the company.

A company is an artificial person. So, it can net sign documents for
" itself. Therefore, the law has provided for the use of a commen seal. The
common seal, with the name of the company engraved on it, issued as a
substitute for its signature. It acts as the official signature of the company.
A document not bearing the common seal of the company is not authentic
and has no legal importance. All contracts enter into by the directors must
be under the seal of the company. Any document bearing the common



seal of the company will be legally binding on the comparny. The main aim
is to exclude personal liability.

4. Transferability of shares: .

The Articles of Association of a company authorises a company to
allow its shareholders to transfer their shares and debenture. The sharelrs of
a public limited company are freely transferrable. It means that th.e members
may sell their shares in the open market and realise the amount invested by
them without seeking any permission from the company or other members,

But the shares of a private company can be transferred with certain
restrictions.

5. Separate property:

A company is an artificial person distinct from its members. It can
nurchase or sell its property in its own name. The property of the company
is the property of the company only and it is not the property of the membars.
The ownership of the property lies in the hands of the company only and
not in the hands of its shareholders. The property of the company is io be
used for the company’s business and not for the personal benefit of its

shareholders. A shareholder does not have insurable interest in the pioperty
of the company. :

6. Voluntary Association for profits: -

A company is a voluntary associaticn of persons who have a
common motive. The profit earned by the company are distributed amongst
the shareholdersin the form of dividend per share. A company can not be
formed to carry on any activity against the public policy and having no profit

motive. The initiative is being taken by promoters who are willi :
to the commen fund in order to achieve their common goar:ug el

7.Large membérship:
.The share capital of a company is raised by an
! y number
I the case of a private company the maximum number of ma:b[;refsons.
and in a public company is unlimited, | s 200
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8. Incorporated Association:

A company is an incorporaled association under the Indian
Companies Act. It comes in to existence only afier registration under the
Companies Act.

To form a public company atleast 7 persons and for & private
company atleast 2 persons are required. These mernbers will subscribe
their names to the Memorandum of Association and also company with
other legal requirements of the Act in respect of registration to form and
incorporate a company, with or without limited liability [Sec. 12 (1)].

Brief History upto 1956:

The Companies Act in India passed from time and their armendments
have been modelled on the English Companies Acts. The first company
legislation in India was passed in 1850 and it provided for registration of
joint stock companies. This was passed on the lines of the English
Companies Act of 1844.

Then came the Companies Act 1866 which was based on the Engiish
Companies Act of 1862. During the period 1832-1913, the foilowing
amendments were passed in India:

i) ' Companies {Amendment)Act, 1€87

ii) Companies (Memorandum of Association) Act, 1395
iii) Companies (Branch Registers)Act, 1900

V) Companies (Amendment) Act 1910

In 1913, the Indian Companies Act was passed. Scmea minor
amendments were made in 1914, 1915, 1920, 1926 and 1932.

From 1937 to 1951, there have been minor amendments in the Act
almost every year.

On 25th October 1930, the Government of India appointed a
committee of 12 members represeriting various interests under the
chairmanship of Mr. H.C. Bhabha, to consider and report on the required
amendments in the Indian Companies Act, 1913.

The Companies Act, 1956:

The Comparies Act, 1956 constitutes the law relating to companies
in India. It came into force with effect from 1st April 1956. The Companies
Act, 1956 is based on the recommendations of the Bhabha cornmittee



which submitted it report in 1952. It contains 658 Sf;:igns and 15 scheduleg
and marks a distinct improvement on the Act of .

t, 2013: ,

iy CDTE:IEE? ::me into force from April 1, 2014. This Actrma?- be
called the Companies Act,2013 and it extends to the whole of India. It h:as
183 sections. This Act has introduce the concept of Key Manageri|
Personnel. A company which has a paid up capital of rupees ten crores
or more must appoint key managerial personnel. -

| The Board of Directors must include atleast one woman director.
This Act made it compulsory to have one-third of its Board of directors
must be independent directors for listed com panies.
/As per the Act, a company must constitute Corporate Social
Responsibility (CSR) Committee of the Board in large companies. Such

companies must spend atleast two percent of their profits in every financial
year towards social corporate responsibility.

This Act has introduced new category of company known as One
Person Company (OPC). oy

As per the Companies Act, 2013, the maximum number of members
to a private company is Increased from 50 to 200,

Differences between Com

pany and Partnership:
1) Regulating Act:

y the Companies Act, 1956, now the

the India Partnershi
Act 1932. Fah

2) Mode of creation:
A company comes into existence after the
Companies Act 2013 or previous Companies A

compulsory in the case of Partnership.
3) Liability:

registration under the
ct. Registration is not
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separate legal entity different from partners.

5) Number of Members:

In case of private company minimum number of members is 2 and
the maximum number of members is 200. In case of public company, the
minimum number of members is 7 and the maximurn number of members
is unlimited. :

In case of partnership business, the minimum number of partners
is 2 and the maximum number of members in case of banking business is
10 and other business is 20.

6) Management:

The company is managed by the Board of directors, the eiected
representatives of shareholders whereas in the case of partnership business,
it is managed by all partners. Every parlner has nqht to take part in the
management.

7) Transfer of interest:

Share of public company is freely transferable where as in case of
partnership, partners can not transfer their shares in the firm without the
consent of other partners.

8) Authority of members:

A shareholder is not an agent of the company whereas a partneris

an agent of the partnership business.

9) Restriction on powers:
In @ company, restrictions in the articles are effective as thern is

constructive notice of Memorandum and Articles. Bul in the case of a
partnership, restrictions on a partner's authority contained in the partnership
deed are of no avail against outsiders.
10) Property: '

in the case of a company, propeity belongs to tive company and
" not to the individual members whereas the property of a partnership business
belongs to individual partners.

11) Filing of documents: :
A company has to file certain documents with the Registrar of

companies within the stipulated period while, il is not required in case of

partnership business.

12) Maintenance of Books:
: A company has to maintain books of accounts as per the
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Companics Act, 1956. But in case of partnership business, there is no

such statutory provision

1?) Dissolution: ,
' A company is wound up according to the provisions .of the
Companies Act 1956 while a partnership may be dissolved atany time by

any pariner. It will automatically be dissoived by the death or insolvency of

a partner.

14) Insolvency: ‘
Insolvency of a company does not make the members inscivent

whereas insoivency of a partnership business means insolvency of ail the

pariners.
15) Secrecy:

In case of company secrecy can not be maintained as its
documents are open to public. But in case of a partnership business.
Secrecy can be maintained as its documents are not open te public.

16) Borrowing powers:

A company has implied power to borrow loan whereas a partnership
busin2ss has no implied power to borrow loan,
17) Issue of Debentures:

A company has the power to issue debentures whereas a
partnership business has no power to issue debentures.
18) Financial Resources:

A company may get a large amount of financial resources whiereas
a partnership business has limited financial resources.

19) Contract: '

A member of a company can entar into a con :
company whereas & partner of a firm can not enter int?:tmm-t:mth:f: f.f:
same partnership firm.

20) Powers:

Ammny'smmamdeﬁmdbymmnmd, int
whereas the rs of a parinershi i )

bhes powe P business are defined by the partnership

21) Capitai:

Apﬁvateomwtydﬂl'lweamiﬁmunm- al of Rupees

and public limited company shall have Rupees of five lal:::&.t, i gl

hip business, mmhmmmmubnami&wmm;;;;mm
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Differences between a company and cooperative scciety:

— —

Company

Cooperative society

Regulation Act:

A company is governed by the
Indian Companies Act, 1956

~ or Companies Act 2013.
Purpose:

The purpose of a company is to
earn profit.

Minimum members:

The minimum number of members
in a private is 2 and in a public
company is 7.

Maximum members:

The maximum number of meribers
in a private company is 200 and
in a public company is unlimited.
Voting right:

The voting right in @ company
depends upon the number of
shares held by each shareholder
and equality does not prevail.

. Refund of share capital.

A company can refund its share
capital to its members only at
the time of winding up.
Transfer of interest:

A member can transfer his
shares to any person.

Dividend:
A high rate of dividend may be

declared.
. Tax concessions:

A cooperative society is governed
by the Cooperative Societies
Act, 1912.

The purpose of a cooperative
organisation is tc render services.

The minimum number of members
in a cooperative organisation
is 25.

The maximurm number of members
in a cooperative organisation
is unlimited.

One member has ons vote.
All members are equal among
members -

A member can withdraw his shiare

cdp:tat at any time.

A member cannot transfer his
shares to any parson but he can
withidraw his shares. '

A low rate of dividend wiill oe
declared.



‘A cooperative organisation jg
charged lesser amount of tay
compared to a company business,

A company is charged lesser
amount of Tax. Tax comparec.!
to soie trader and partnership
business.

10, Capital:
A company can raise large
amount of capital by issuing
various types of securities.

A cooperative sociely can not
raise large amount of capitg
since it cannot issue varioug

types of secu rities.

\/ Kinds of Companies: |
Companies may be classified on different basis:
Kinds of Companies

J J l

On the basis of On the basis of liability On the basis of
incorporation Number of members
I. Onthe basis of incorporation:
On the basis of incorporation, companies may be classified into
three groups

Cpmpaniesl- incorporation

v v i
Chartered Companies  Statutory Companies R istered :
1. Chartered Companies: - Companies
Chartered companies are those companies which =
under a special charter granted by the King or Queen. :t’?sag"::morpogt::
charter. These companies are established by the roya| charter or ial
sanction of the head of state. These companies are granted spaci i
and privileges. Examples: East India Company, Dutch East INdIian Compu sk
and Bank of England. The East India Company was established e pam,;
charter of the Queen of Engiand. Achartered companies have v.-iqu ol
In Indiz this type of organisation does not exist now. .
2. Statutory Companies:
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These companies are created by a special Act of the legislature.
Example: The Reserve Bank of india, State Bank of India, Industrial
Finance Corporation, Unit Trust of India, LIC, 1DBI, Focd Corporation of
India and State Trading Corporation. The objectives, powers and activities

of these companies are determined by the special law under which these
- companies are formed. These are mostly concerned with public utilities.
These are establishied not for profit but for providing service to the public.
The Annual Report of a statutory company is to be placed before both
Houses of parliament or before the State Assembly concerned. The audit

of the accounts of statutory companies is conducted by the Auditor General
of India. |

3) Registered Companies:

Registered Comparnies are those companies which are formed
and registered under the provisions of Companies Act, 1956. The method
of formation, management and liquidation are provided in the Companies
Act, 1956, Registered companies are very common in India. Examples:
Bombay Dyeing, TISCO, BSC etc.

These companies may be either newly formed companies or
existing comparnies. Companies which are established under the Companies
Act, 1956 are cailed newly forimed companies. These companies derive
their powers from the Companies Act, from the memorardum of Association.
In general most of the companies formed in India are registerad companies.
Registered may be,

i) Limited by shares

i) Limited by guarantee

| li. On the basis of liability:
' Ci the basis of liability companies may be classified as follows:
Companies
l

: W
Limited liability Unlimited liability

—— =

Limited by shares Limited by guaraniee




1) Lim:f?nc: -,:Z"L'c:z ::ﬁ;a;:;] se companies which are having limiteg

iassi i types:
liability. These type of companies are ciassified into two type
i) Companies limited by shares
it) Companies limited by guarantee

{) Cempanies limited by shares: ' :
) Ti;is is the most commaon type of company ifi india. These typeg

of companies are those in which to the amount }fﬂpa'df“ the shares. A
company in which the liability of its members is limited by &€ Memorandum
of Association to the unpaid amount, on the shares held by ther ic termeqd
as a company limited by shares . The companies lirnited by shares havea
share capital. The capital is divided into shares. The sharei:olders Day
share money at one time or by instaliments. The liability of membersis
‘restricted to the unpaid amount of the shares subscribed py them. For
example. X has been allotted 100 shares of Rs. 10 each of the company. in
case the company suffers icsses, the liability of X will be to the extent of
unpaid shares of the shares subscribed by them. The liability can be enforced
curing the existence of the company. If the shares are fully paid, the liability
of the members is nil. The maximum liability of a member is limited to the
face value of shares held by the sharehoiders.
A company limited by shares may again be divided irto two groups:
i) Public company if) Private company
Company limited by guarantee:
These companies are also forrmed under the Companies Act, 1956
The amount by which members undertake to pay is called guarantee money.
The liability of members is limited only to the amount which is agreed by
them at the t.tmg of formation of the company. The liability arises cnly at
the time of winding up of the company. This Company may or may not have
share capital. These company are formed to render services but not 10
eam profits. The liability of its members is limited These types of compani
are again divided into two groups” Ay
iy Companies limited by guarantee havi
2) Comppzmies fimited b: guaranlee I;:::nng ::::';:Bcapitai
Capital.

Unlimited Companies:
A company which is formed without limited liability js known as
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unlimited company. Companies mwhich the liability of members is unnmsted
arc known as unlimited companies. Every meimber is liable for the debts of
the company. Like partnership the members are liable to bring their private
assets to payoff the debts of the company. Though Indian Companies Act,
1956 permits the formation of such companies but these companies are
rarely established in India. Unlimited can purchase its own shares.

An unlimited company may or may not have a share capital. If it
has a share capital, it may be a public company or a private company. in
an unlimited company, the articles shall state the number of members with
whizh the company is to be registered.

ill. On the basis of number of members:
On the basis of ownership, companies can be classified into three types:
1) Private company
2) Public company
3) One Person Company
On the basis of number of members

J 5 !
Private company Publiccompany  One person company
1) Private company: '

A private company, is one inwhich by its arlicles,

Q) restricts the right to transfer its shares.

i) limits the number of its members to 200 not including its
employee - members

iif) prohibits the issue of prospectus to subscribe for any share in
or debentures of the company

iv) prehibits any invitation or aceeptance of deposits from persons
other than its members, directors or their relatives.

According to Sec 3 (1) (iii), a private company means a
company which has a minimum paid up capital of Rs. 1.00,000 cr such
higher amount as rmay be prescribed.

The minimum number of members in a private Company is two
and the maximum is two hundred. As per the Companies Act, 2013, the
maximum number of members is 200. It is a mixed form of partnership




and public company. A private company must use the word ' Private Limitey
E l;'taiﬁeen two or more persons hold one or more shares jOiﬂff}' In the
company, they shall be treated as a single member for the purpose of s,
3(1) (ii).

AE) Every private company, existing on the da?a of comlmencement of
the Companies (Amendment) Act, 2000, with: a paid up capital of less tha,
Rs. 1 takh, shall within a period of 2 years from such commencement,

( 13th December, 2000) enhance its paid up capital to Rs. 1 ,DO.fJOO. Whep
a private company fails to enhance its paid up capital as specified above
such company shall be deemed to be a defunct company within the meaning
of section 560 of the CompaniesAct, 1956 and its name shall be struck of
from the Register of companies maintained by the Registrar of companies

2) Public company:

According to section 3 (i) (iv), as amended by the companies
(Amendment) Act 2000, a public company means a comipany which:
(} isnota private company.
li) has a minimum paid up capital of Rs. 5 Jakhs or such higher
paid up capital, as may be prescribed.
' lii) isa private company which is sucsidia
is not a private company.
Thatis, A public company is cne which is not a private company.
It means that a public company does not
i) restrict the right to transfer its shares,
i) limit the number of its members angd
iii) prohibit the issue of prospectys
The minimum number of members i ; :
and the maximum is unlimited. " @ Public company is seven
Every public company, existing on t s
companies, (Amendrnent) Act 2000, witl?a Pai:;?::::pr::lﬁmem o :
5,00,000 shall within a period of twa years from @ss than Rs.
enhance its paid up capital to Rs. 5,00,000. Commencement

ry of a company which

3) One Person Company - OPC ( Section 2 (62):
One Person Company means a g y which ha .
Only one
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person as a member. That is, one person holds the entire capital of a
company. It takes a few more dummy members ( usuaily family members)
to meet the statutory requirement of the minimum number of persons. Itis
also called as family company.
Example: A private company is incorporated with a share capital of
Rs.4,00,000 divided into shares of Re.1 per share. Mr. A holds 3,992,990
shares and his spouse halds only 10 shares in that company. It is an
example for one person company.

It is a separate entity as distinct from the majority of sharehoiders.
This type of company is limited to only very small business. This type of
company can have only one director. Companies Act, 2013 intreduces a

new type of company in the form of one person. It was first formulated by
Jamshed.J. irani Expert Committee.

Features of One Person Company:

i) Itisincorporated as a private limited company

i) It has only one member and cne director.

i) The words 'OPC’ must be mentioned below the name of the
company.

v} The name of nominee should be prov ided in the event of death of
sole director.

V) There is no need to conduct Annua! General Meeting.

A single person is entitied to incorporate a maximum of 5 OPCs.

Conversion:
The one person company can get itself converted into private

~comparty or public company under the following circumstances:

i) Where the capital of one person company exceeds Rs.50 lakhs or

i) Where the average annual tumover of one person company
exceeds Rs. 2 crores or

iii) Where the balance sheet total of one person company exceeds

rupees one crore onthe close of the financial year.

IV. On the basis of ownership: ‘ .
On the basis of ownership, companies may he classified into two types:
1. Government company:



\ Vv < ane in which atleast 51% of the pajg
A. Government company Is one | t or State Government

ital i Sentral Governimen
up share capital is held by Central : il |
both. The auditor of this zompany is appointed by the Cent Mment

' f India.
in consultation with the Comptroller and Audntqr General of In

Definition : ‘
As per Sec.2(45) of the Companies Act,2013., a Governmens

Company is one inwhich not less than 51% of the paid up share capital ig
held by the Central Government, or by any State Government, o
Covernments or partly by the Central Government and partly by one or
more State Governments. The subsidiary of such a company is also a
govemiment Company. :

Special provisions relating to Government Companies: _

1. Under Section 620 of the Com panies Act, these Companies are
exempted from using the words “Private Ltd”.

2. The auditor of a government company shall be appointed or
reappointed by the Comptroller and Auditor General of India.

3. The Comptrolier and Auditor General of India has the power to
direct the manager of audit (Test audit or supplementary audit)

4. The Provisions of the Companies Act, are in general applicable to
these companies unless otherwise notified or exempted by the Central
Government.

9. A copy of the audit report is to be submitted to the Coraptroller and
Auditors General of india who shall have power io direct the manner in
which the company's atccounts shall be audited by the auditor.

6. Auditreportis tc be placed before the anny :

7. Where the Central Government is a memilj-e:fe S aoetrg.
comgany, the annual report is to laid before Hou :
witn @ copy of the audit report and the com me“t?:rfu?;ﬂlgl?nm together
of the Comptrofier and Auditor General of India, Tr 2 pon

- | © annual report is to be
prepared within three months of its annual genergj Meeting

8. The Central Govemment is empowered tﬂmddifyti-\é . :
to government Companies. Actin refation
2. Non-Government company: |

A non Government company |
ar 1 0na Which is not & S%vernment

company. The auditor of this company s appointad
Audit report is to ba submitted to the sharehoiderg, - by the company,
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V. On the basis of controi:

On the basis of control, companies may be classified into two types:
1. Holding companies:

A company is known as the holding company of another if it has
control over that company. The following are the circumstances under
which a company becomes holding company.

i) acompany which controls composition of Board of directorsof a

company.

i) acompany which holds majority of shares in company and

iil) acompany which is a subsidiary of another company.
Example: Company B is a subsidiary of Company of A. CompanyCisa
subsidiary of Cornpany of 8. Now Company C is also a subsidiary of
Company of A.
2. Subsidiary company:

A company is known as a subsidiary of another company when
control is exercised by the holding company over the former, called
subsidiary company.

When a company has control over another company it is known
as a holding company. The company which is S0 controlled isknown as a
subsidiary company. _

Section 4 (4) provides that a company shall b2 deemed to be holding
company of another, if, but only if, that other is its subsidiary.
A company shall be deemed tc be a subsidiary gfﬁanother company
oniy if any or more of the following conditions are.satisnec'i.
iy Wherethe composition of its Board of directors i3 controlied by
ather company.
i ii) Wherzaanbt;ther company holds maiprity of the nominal value of the
equity share capital of the company (Mgrg than 50 percent) :
i) Where one company is a subsidiary of another company that i1s
's subsidiary. ‘
;Lnii:h; Comp:ll?y Y is a subsidiary of Company X and Company i iIs2
subsidiary of Compariy Y. Acoordinglyf. Company Z becomes a &JDS*A:;
of Company X. If Company Aisa subsidiary of Company Z, Company <
become a subsidiary of Company Y and consequently also of Cmpaﬂvié
" A holding company may have several direct subsidiary compan
and several indirect subsidiary companies. Thatis why, F.R-M. Depaula
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calis subsidiary companies as “Children”, “Gr a::a ;aren: comza ,.?r&a*‘
Grand Children”. He calls the holding company v,

Vi. Other classification:

h ompanies: i e ‘adi
. ::;?nngomppanies are those companies which are registered i

India. These companies may have their registered office in India,

. Foreign company: AR % .
e nl!tlg'ieans apcorr}':pany which is formed and registered outside Indiy

) ARer 1st April 1956 established a place of bUSin?SS in ?ndia or

i) Before 1stApril 1956 established a place ?f bUSt”ESS "N Indig
and continued to have the business in India on 1st April 1956.

As per section 591, a foreign company means a Compan_y Whish
'S incorporated outside India but has an established place of businassj,
India.

3. One man company:

This is a company in which almost all the shares are subscribeg
by one single member. To fulfill the requirements of iaw, some dummy
members inay purchase One or two shares, The dummy members are the

ii) turnover of which as per last Profit ang loss
exceed ripees 2 crore or Such higher amoynt as ‘
which shall not be more thep, FUDees 20 cromy Y be prescribed

- But this clause shall not apply to '

'Y holding company ora subeidiar Compan,,



.- ST AN 10§ TV § RN
ii) a company registered under section 8.
lit) a company or body corporate governad by any Special Act.

5. lliegal association (Section 464); .

A company which has more than the prescribed number of
members may be tieated as illegal association. The object of this
association is to earn profits and the liability is unlimited.

If the number cf members in an association or partnership exceeds
the statutory limit and it is not registered under the Companies Act, it is an
ilegal association and has no legal existence. :

An association of more than 20 persons which exists for the
purposes such as the promotion of art, charity, religion, science, etc. does
not require registration.

Conditions of an illegal association:

Following conditions rust ba fulfilled

1) There must be an association which consists of not more than100
members for the purpose of carrying on any business with the object of

eaming profit.. ‘
2) The association must have been fermed for the purpose of carmying

on business. : B e
3) The association must have the object of acquisition of gain.
4) The associatior: must not have been registered‘ as a company
under the Companias Act nor must it have been formed in pursuance of

some other Indian Law.

Consequences of iliegal assoclatlon:: T
F:Iqlowing are the consequences of illegal association: :
i) Itisnotrecognised by Law. Therafore it has no legal existence.
i) As it has no legal existence, it can not enter into a contract.
iii) 1t cannot sue to recover any debt or other pmperty = =
) Itcannotbe sued Dya member or an outsider for it does

contractual capacity.
V) Itcannotenforce 2 contract. -
i) [t cannot ba dissolved through court.
:)) It cannot be wound up under the Act either at the instance of a




o
' iation itself.
cr , r or the association itsell ' -
ed‘:’:igr :VZ;n;?einber of such an association shali :39 P;::?:;'Lf tlfmi o
: i also - a
all liabilities incurred in such business and shall e

which may extend upto Rs. one lakh

Association not for profit : : 1 B
Section 25 of the Act, permits the registration of associations not fo,

\ ~ .. . "d“ r
profit with limited liability without using the ors L;’;ﬁﬁmﬂsﬁﬁ;"" =
“Private Limited to their names. These Companies '} Public Com Worg
Limited or Private Limited at the end of the name o Pany o

Private Company as the case may be.

Conditions for granting License: - o -
The Ceniral Government may grant a license cnly when it is Satisfigg

(@) the association is about to be formed as a limited Company tg
Promote commerce, art, science, religion, charity, or any other usefyj objeg
and that '

(b) itintends to apply its profits, if any, or other income to promote its
objects and to prohibit the payment of any dividend to its members,

On regisiration, it shalil enjoy all the priviieges and be subject of all the
obligations of limited Companies. The limited iability takes the form of a
guarantee company in the case of such association,.

Revocation of licence:

The licence may at any time be revokeg by the Centra| Government.
Uppn revc?ce?tlor: the Registrar shall ener the word ‘Limijteq » Or the words
“Pr:wate Limited” at the end of the name upon the 'egister of the body to

exemptions granted by this section,

But before a licence is 'evoked, the Cenirgl Gove
notice in writing of its intention tothe body ang shall aff
of being heard in opposition to the révocation.

Companies which are formed as Per section 25 of thé

may or may not have share capital. If it has share “Ct?m'paniesAd
requirernent of minimum paid up share capital i nmf-dp ;:;;;:2:;:::

these types of companies,
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i) Foreign coliaboration:

. Enterprises having equity participation of foreign units are known
as foreign collaboration. It is the enterprise jointly owned, managed and
controlied by Indians anc foreigners. These enterprises are blessed with
the vast resources of the country and abroad. it combines the financial
resources and managerial and technological expertise of the two or more
countries. The amount of profit is shared between Indian owner and the
foreign partner.

ii) Multinational company:

A Multinational Corporations is a company that manages, owns
and controls production facilities in several foreign countries.

Any business corporation inwhich ownership, managemert,
production and marketing extend over several national jurisdictions is called
a multinational corporation. - _

AMuiltinational Corporations is a company, firm or enterprise with
its head quarters in a developed country and also operates in other countries,
" poth developed and developing.

MNCs usually possess:

i) Alargerpool of management talent

iiy A wider range of skills |

iif) A better understanding of consumer behaviours / market

trends

) Technological requirements and competitors move

V) Agreater perspective of overall business environment and

emerging dynamic change.

Multinational Corporations can contribute to

iy Efficiency

i) Equity

i) Participation

) Creativily

v) Stabiity

v) Divining

Deﬁnitlo:md. ing 1o an international Labour organisation “the essentia



e fact that its manan ™
ogor ises lies in the iac Nage.
nature of the multinational entercpgjgw (referred as home coun EWE;Q:\:

are located in one e
Pheea:n?:::ilscarﬁm out operationsin a number of othe ries (refe

as host iourgries)r:. Group of the United Nations defined Multinatiq
n Expe :

Corporations as “those enterprises mhﬂi!(;hho::;;;r‘;@;;:d?wuctinn %
- inwhic .
service facilities outside the country In _ : i
The president of 1B World Trade corporation defines a Mu*mau%

i five criteria.
Corporations as a company that meets : : s
S i) It operates in many countries at different ievels of SConom;,

development. 2
i) Its local subsidiaries are managed by nationals.

ii) It maintains complete industrial organi'sations includfngl
Research and Development and manufaciuring facilities in several COuntrieg

V) Ithas multinational Central management.

V) ithas multinational Stock Ownership.

David E. Liliental defines the Muitinational Corporations
“corporations which have their home in one country but operate angd live
under the laws and custoins of other countries as well”.

W.H Mareland defines MNCs as Multinational Corporations o
Companies are those enterprises whoss Mmanagement, ownership and
control are spread in more than one foreign country”.

in India, the Foreign Exchange Regulation Act 1973 -
specific definition of MNG as follows. ' 9, providesa

James C. Baker defines the ot
company. Multinationa| Corporations as a

i} Which has a direct Investm

. e :

M) Which generally deriyes from ;!Obapas: n S;";}fﬂl countries.
Percent or more




of its net profits from foreign operations and

'iii) Whose management makes policy decisions based on the
alternatives available any where in the world.

Multinational Corporations may be called as “International

Companies” or “Transnational Corporations” or international corporations,
(or) global corporation.

Muitinational Corporations act as agents of development:

Less developed countries can also take advantage of the expertise
and superior technical know how of Multinational Corporations by entering
into turnkey agreements. Turnkey agreements are those agreements
whereby a foreign company undertakes to build a plant or help in exploiting
their natural resources imparts training to local personnel, provides technical
know how, starts production and then leaves the country for good by
entrusting the entire operations to the local firn. In lieu of these services,
the host country should pay a fixed fee or cost plus fee.

Features of Muitinational Corporations :
Following are the features of Multinational Corporations
1) MNCs have managerial head quarters in home countries while
they @_qu_t_ppefatiuns in a number of other (host) countries.
2) A large part of capital assets of the parent company is owned
by the citizens of the com pany’s home country.
he absolute majority of the. members of the Board of Direc-

torsE re citizens of thahome country. —
4) MNCs are not just participants in export trade without foreign

investmeants. :
5) MNCs are predominantly large sized and exercise a great

degree of economic dominance. &
6) Muiltinational Corporations grow in a spontaneo\nmanner

These oorpo‘ﬁﬁ'n's grow through creeping incrementalism.
7) mtnaﬂonal Corporations operate on the baslsof intemational

owned assets.
8) Multinational Corporatlor?{égﬂs more pov.qr_thrmgh the

process of m and take over. P
: 9) &ulﬂ%m Corporations control production activity with

[




el ana deyel,,.”
foreign direct investment in more than one develo e"’e-opqpﬂ
Countries,

Producer Company: , | :
it is a new form of organisation. According to sec. 581 (A) (1),

the Act, *Producer Company means a body CO-'F;"—“'?E::;ZE Objects,,
activities specified in Sec. 581 B and registered as p r COMpap,

under this Act [Sec 581 A (1)].

Features :
Following are the features of producer company. - |
) . There must be a minimum of 10 members and thera is no maximy,

limit.

il) Itisto be formed as a private company.

i) Itis not necessary to use the word “Frivate” as a part of the nap
of the company.

) Its equity may not be traded publicly.

On the basis of the recommendations of Alagn Commiittee, the
companies {Amendment) Act, 2002 has been passed with the main pUImose
of facilitating formation of Cooperative busiriess as Companies and to convert
the existing business into companies.

Differences between a public company and a private company:
1. Minimum number: , |

The minimum number qf members in a private ccmpany is two
wiereas in case of a public company is saven.
2. Maximum number: :

The maxin'!um number of members in a Private company is two
hundred whereas in case of a public company is unfimited.
3. Number of directors:

in case of a public company is three.
4. Transferability of shares:
The shares in a public company are freg|
: Y transf as the
shares in a privale company are restricted byitsart erable whereas
5. Quorum: Cies.
The minimum number of members required to a mesting is2
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in case of a private company whereas it is 5 members personally present

in the case of a public company if the number of members is not more

than 1,000 and 15 members upto 5000 members, 30 members when the
number of its members exceed 5,000.

6. Special pri:vileges:

A private company enjoys some special privileges. E.g: A private
company can allot its shares before receiving minimum subscription. But a
public company cannot enjoy such privileges.

7. Managerial remuneration:
The total managerial remuneration in a public company cannot exceed

11% of the net profits . But in case of a private company no such restriction
is to be followed,

- 8. Issue of prospectus:

A private company need not issue prospectus to the public to

subscribe to the capital whereas a public company must issue prospectus
to the public.

9. Issue of further shares:

At the time of further issue of shares, a private company need not
issue the shares to the existing shareholders, whereas a public company
must issue the shares to the existing shareholders first and then to the
 public. |
10. Statutory meeting:

A private company need not convene a statutory meeting whereas
a public company must convene a statutory meeting.

11. Allotment of shares:
A private company may make allotment of shares to its shareholders

even before receiving the minimum subscription, But a public company
can may make allotment of shares to its shareholders after receiving the
minimum subscription

12. Commencement of business: .
A private company can commence its business after receiving the

| certificate of incorporation. A public company can cominence its business
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; nce business.
after receiving the certificate to comme

tation:
14. Retirement of directOF‘S by ro need ot reire by ot
The directors of private company 10n,5‘(

the directors of public company are liable to retire by rotat:qn.

. Qualification shares: )
ok Directors of a private company need not have qua!:f;f:at'_o” sha
But the directors of a public company have to purchase quali ICation Sha%

16. Use of the word “Limited”: . e
A private company has to use the word Privale |Imﬂ’0d W'hereasa

public company has to use the word Limited.

Privileges of Private company: :
A private company enjoys some privileges over the public compa,

In the words of Edward Manson, a private company is defined as 'y
incorporated partnership, combining the advantages of both elementstre
privacy of partnership and the permanence and origin of the COrporgs
constitution. Private Companies can keep their affairs to themselves” They
are given below:
1. Numbers of members:
_ The minimum number of members in a private company is two. The
maximum number of its membars IS 200.
2.Numbers of Directors::
The minimum number of directors in g rivate is
3. Statutory meeting: & Gomlpany i
A private company need not conduct statyt '
. Aluto forel
is not necessary {o file statutory report. R ectiog Therclus
4. Allotment before minimum Subscription: '
A private company may make allotment . '
: g ent - holders
even before receiving minimurm i Of shares to its share 4
5. Prospectus: '

A private company need not j :
6. Commencement of business: SUe Prospectys 10 raise share capil?

A private Company can COMmmencs jis

certificate of incorporation, It neey s business after receiving ¢
7. index of members: notget Certificate to Commence busines®
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8. Issue of deferred shares:

A private company is free to issue deferred shares with
disproportionate rights.
9. Loan to directors:

A private company may grant loan to directors without getling
permission from Government.
10. Qualification shares: :

Direciors of a private company need not have qualification shares.
11. Quorum of directors meeting:

ina private company the quorum of direclors meeting is two.
12. Retirement of directors by rotation:

The directors of private company need not retire by rotation.
13. Consent of Directors:

In a private company, the director to be alected need not give his
consent to the Registrar. '
14. Kinds of shares:

A public company can issue two types of shares. But a Private
Company can issue any kind of shares and with such voting rights as it
rnayv think fit.

15. Right Issue:
A private company need not issue right shares to the existing

shareholders.
16. Managing Directorship: |
The Managing director of a private company can be the Managing
director of more than 2 companies.
17. Minimum paid up capital: | .
The minimum paid up capital of a private company is Rs. one lakh.

18. Managerial Remuneration: |
There is no limit for managerial remuneration.

@deﬂts and Demerits of Joint stock company:

1. Financial strength: : .
The number of members is more when compared to partnership.

This facilitates the collection of large amouit of capital. It can oﬁ:_ar vanous
types of securities to meet the requirements of different kinds of investors.

2. Scope for expansion:

A company can raise finance depending upon its requirements.
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dar ge sCal%

~dvantages of |
t the advaﬂ
Due to this benefit, a company can ge anciy

' acities and fin
production. t can easily expand its managerial cap

resources.

3. Transferability of shares: v transferable. It oy
e freely
- Shares of a public company ar ::;

. A shareholder
ol . ts of the people
necessary liquidity to the investmen ble

itions are favour

, : the market condi a
dispose of his shares at any time when _ :
crs:rhen the shareholder is in need of money. Stock exchange Provides,,

har
ready market for the purchases and sale of shares. fz:laebsm te;r easn?jre al
Quoted in a stock exchanges due to easy trans R toig
marketability of shares and debentures, investors are Iin Nvegy

their investment in a company.

4. Limited liability:
The liability of members is limited. It means that the members g

liable to pay only the unpaid amount of shares which have bt.aen Subscribeq
by them. So every member may know well in advance regarding the amoyp
of loss that may be borne by him. This limited liability encourages many
Persons to invest in sharas of loint stock companies. |t enables the com pany
to raise more finance for expansion.

5. Management:

Decisions are taken by @ majority vote. The Management of g company
remains flexible. Due to the availability of large financigi resouices, a
company can als:o employ professional Management expens. The efficient

the member. it can be put 1o an end by law op i :
and a very stable existence which js essentiy] l};;t;:m'oys a porpetual hfae
long time (0 establish. The lfo fime oy ¢ COmpany is eSS Which takes
7. Lower Tax liability: YIS permanent.

A company is charged lesser amoy,

nt
trader and partnership businesg, 7y mp:r:m W:en Compared to sole
flat rate. There are many tax incentiveg given 1o 0:'_‘:90!: income tax tB;
' rate enterprises
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reduce actual tax.

8. Diffused risk:
The risk of business is shared by all the shareholders of the comgzany.

Therefore, the risk is diffused.

9. Democratic Management:
Shareholders are the owners of a company. But the company is

~ managed by Board of Directors. Board of Directors are the representatives
of the sharehoalders. All the affairs of the company management are carried
on under the control of the sharehoiders on democratic principles.

10. Expansion :
A Company can mobilise large resources. So there is a possibility

of expansion in future.

Demerits:
1. Difficulty and cost of formation:
A company is required to fulfil a large number of legal formalities at

the fim2 of formation. It requires the services of specialised persons. This

leads to increase the cost of formation.

2. Frauduient management:
Companies may be incorporated by some dishonest promoters and

directors who may exploit the company’s property and assats for making
personal profits. if they act in good faith and for the benefit of the company,
then the company can earn huge profits. Bul integrity of management
cannot be guaranteed for all companies. In some circumstances, promoters
of companies play fraud in the formation of company. They gain experience

at the cost of invester's funds.

3. Lack of personal touch:
in Joint stock company ownership is in the hands of shareholders

and the management is vested in the hands of Board of Directors.
Sharei.olders can not manage the business as they are large in number
and widely scattered. The directors and paid officials may not take personai
interest for the: welfare of the comipany like shareholders.

4. Delay in decisions:
All decisions are taken only at meeting of the company. The meeting

may be convened only when there is requisite guorum. The me_eting may be
interval. This leads to delay in decision making.

held only after a specified time



- ferable. The sh
5. Speculation: freely trans a
p Y " de liquidity and marketabiiit, ,

compan
The shares of @ comp de

rovi b
listed on the stock exchange 10 P tors are tempted to specy 3&3:

ula
shares. But some unscrupulous spec
the price of these shares. :
i inority interest: Ve
6. Oppﬁzi'gt'; ;‘:ou 0 gways dominates over thetrnmonty group
: i ement. Moy
interests are never represer]ted in the manag
, Evils of large scale business: .
i The mrgpany form of organisation lS_ a IargeS:dcale enterprise. |f then
is a decline in sales, then the loss will be Increased.

8. Expensive ; _
p To get registration, a company has to fellow many iegal forrnaiiliu

Itinvolves heavy expenses. So it is expensive.

Conversion of Private company into a Public company:
A private company may be converted into public company. A priva

company may be converted into a public company in any of the followiy
cases :

- 1) Conversion by Default :
As per sec 43, of the Companies Act 1956, if a private company

fails to fulfill the legal requirements then it will be deemed to be a public

company under the following circumstances.
1) Where 25% or more of the paid Up Capital ]

Is held by one or more bodies Corporate, oo
ii) - Where 25% or more of the paidq u i :

is held by the private company. A of 8 AR
iii) where the annuali turnover of the

last three consecutive financial years exceed Private compa ry during the

S$Rs. 10 crore,

.

public company.

3) Conversion by Own Choice:

A private company has the pri

5 e : privil :
mpany by altenng |t5 ArtICIes Of AS elgeto [E conVened intO a puﬂlc
| | SOCiatign € private company ¥



deemed to be a public company from the date of such alteration.

For exampie : An alteration in the Articles is made to permit a
member of the private company to transfer his shares to any one he likes.
For this, it has to fulfill the following conditions:

1) Conversion by default:

Where a private company makes a default in complying with the
statutory requirements as laid down in section 3(i) (iii) of the Act, if its
membership exceeds 200, it permits free transfer of shares, issues
prospectus for public subscription.

2) Conversion by choice (Sec. 14):

Section 14 lays down the method by which a private company
may be converied into public company.

It has to follow the following procedure:

i) It has to pass a special resclution to alter its articles so as 1o
eliminate the provisions relating to a private company.

i) A copy of the special resolution, altering the articles, must be

filed with the Registrar within 30 days.
i) It has to increase the minimum number of members from 2

members to 7 members. Like this, the minimum number of directors must

be increased to 3. :
iv) It has to aiter the regulations contained in the Articles which

are inconsistent with those of a public company.
v) The company has to increase its paid up capital to atleast Rs.

5 lakhs, if its existing paid up capital was less than the prescribed minimurm

paid up capital of Rs. 5 lakhs for a public company. |
vi) Ithastodeletethe world ‘private’ from its name. If the change

of name involves anything more than removing the word ‘private’, written

approval of the Central Govemment must be obtained.
vi) The company shall case to be a private company from the

date of the alteration. :
viil) The conversion would not affect the identify of thg company.

Statutory public company: : |
Private companies which are converted as a public company by

operation of law are deemed to be statutory public companies. These
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i considared to be statutory pubiic companies, Folg™
companies are :
ivi nies. :
are the Q;'VlITegeshesedg:;iz?er:p;n retain the special features of Pl'iv%
I
i) They need not raise
less than that.
iy They can have 2 diractors. | i
iv)} The quorum of 5§ members for & public company j .

i these companies. ;
aPP':cab\loe m‘l‘ha S a;i}unis filed with the. Registrar are not Open |,
public inspection, if the Central Government flrracts S0, .and

vi) These companies need not file with the Registrar a stateme,
in lisu of prospectus.

Coaversion of a public company into a private company:
' A pubiic company may be converied into a private cornpany, Fy
this, following steps are to be folluwed:

i) Apublic company has to pass 2 special resolution to alterity
arlicles so 2s to include in it the provisions relating to a private coMpany
(to limit the number of members to fifty, to restrict the transfer of shares, o
prohibit the issue of prospectus)

i) To §lter the Articles of Association, the public company mus!

the number of members to 7 if thﬂyara

company. It shall add the word private inits

200 if the existing rnumber is more thap, lha:_ts Mmembers to a maximumof
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3 ,#___M-,a_ ﬂnllmited company

B de i Acompany is a legal entity. I has to follow legal procedures for
ot l‘mnation Formation of a company means originating the idea of forming
S Wy and taking necessary steps to form a company. The company

ormed to brought up and even wound up after following legal formalities.

'_', has to follow certain legal steps. The process of forming a

/ § mn be divided into four stages.

:%‘ 1) Promotion

P ;2) Registration or Incorporation
(:q:ﬁal Subscription

ment of business

af a priwate company, it has to follow the ﬁrst 2 stages
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bsequent organisation of funds, pro
.aw concern for the purpose of ma!dng "

'may be deﬁnad “‘as the process of orgahlsmg |
ca of a business enterprise under the

t_'.
8l ll i
|

af c:arrymg on a business which can be pru
ived either by a Person or by a group of pe

p oters A promoter may be an individual,
_':__:5 ﬁersom or even a company
isan!ndividual afi

:-t'if
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5 j::(:apilﬂlisingatr*adlngormmmemal possibility. -
#“” tions of a Promoter: R
B ;ﬁ( ﬂPmmoﬁan is the first step of the formaticn of company. It
"’ ’55" the following functions: :

 ldeation

2) Preliminary investigation
" Arranging factors of production
Arranging finance
Preparing preliminary documenits
6) Preliminary contracts —
~ 7) Naming of the Company
'8) Appointing bankers, brokers, solicitors and underwriters.

Obtaining licence. -

_ B the first and foremost function of the promoter. The
iﬁm have an idea about the form, size and object of the

nake prolimlnary Inveﬁgation aboﬁt b
| Mmd m his company’s product f'_.'-.- X ;:_ _
; Iahouf uwmm_aq C _',’- *




-

;,"w;fpbmoommemial banks. Somes
ayment of certain expenses even before
e ‘Muo of shares. He has to mest [hh

nary Doc:uments _

sk a blmlness a company is to be incorporated,
iCorporation, a company has to file certain documents to th
ﬁ, Cmnpames Therefore, a promoter has to prepare
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¥ __r[ ,,_‘ﬁl‘a Bicices d%seciel profit.
) To disdose all the material facts.

"Promoter must make good to the company what he has
I as a trustee

-

'i Illtloa of Promoter:
1) Liability to account in profit.
|  2) Liability for misstatement in ‘the prospectus
~ 3) Personal liability. -
S -“‘-'- 1) Llabllity at the time of winding up of the company.
s
Legal g oslﬂon of a promoter:
o Thepromoter of a company is neither an agent nor a trustee of
p: Tha moter is not an agent of the company because there
| ﬁﬁiatlnamstame He is not an agent of the compaiy because
acton behalf of shareholders as the company is yet to be
ed. He mbecansldered as a trustee of the company as he

and propartlaa of the 0?99“135“9"_‘ a':'? ﬂaks; -




?” - 9% assets ang properties to the company uniess all materiaj .,
& Wy Lord Black Burn observed in this connection. “Those wh o
F 84 S8 such extensive powers are not entitied 10 AISTegard the g, !
-E:.. . memmanm mm:ﬂnﬂaarMLﬁgm
EES Which ke anaomsaqumﬂymeydo
P they accept from the legisiature, and CONSeq: oy
DR mmmmmmmmmﬂnﬂdmmausmomy%
- B fiduciary relation to some extent"

B Probiems in the promotion:

j; Promotion of a business involves the following Problems
B ) Product Analysis and Market survey. :

? l 4) inanciai nlamung
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classified as follows:
i) Sole trader business
ii) Partnership business
iif) Joint stock company
) Co-operative organisation
v) Public enterprise _
The Choice of suitable form of business organisation depends
upon the following factors.
i) Nature of business
i) Area of operation
i) Volume of business
v) Liability By
v Financial Reguirement : o S
vi) Continuity 5= G
vi) Tax Liability S
viii) State Regulations '
ix) Flexibility
X; Relationship beitween ownership and managernent.
The owmnership form depends on the line of b\.ﬁnass

organisation is more suitable.

3) Financial Planning: ' o e
A proper financial planning is a' must for all
business enternrises. Financial planning results in the forn
the financial plan. It primarily a statement_estimam 1@;
capital and determining its mmposmon Capital is ne
capital as well as working capltal
4) Location of Plant: Tx P
The locatior: of a plant is onie o st important decisions
which an entreprenaurlsw" atthe ime ot &
vmmmﬁmm v
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S Business Unit: | .
iZze OF Ine LUSE ' s ,_\; \
o : tant st of Iaunchjrlg d new e 8¢
| -ﬁa-.:: to decideeft)ha size of the Business Un t
epr L ital d ds upon the 3|ze Of BUSI ness U
| "‘*’*”" i h short term
_ --ﬁm anh'epreneur to prepare both sho an

!Ihe number of modern machines and equnpments. 0 |

: '-.:"rhe machines and equipments should be u!tra
[

. Plant Layout ofers 1o the arrangement of the :ff.
Geies ir g production centres for the manufacture
ik '93 maximum and effective utilisation of W “l--'

ilable ir ' I_lt l;volvas Maximum and effective utilisatiof

Main objective of planh r'

m" and l'nen the threa pill

2

= B
e
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considering the above points, an entrepreneur can go

the actual launching of the enterprise. P T

ages of Promoticn: !
- Promotion consists of the following Stages.
1) Discovery of an idea.
'2) Detailed investigation
~ 3) Assembling the requirement
~ 4) Incorporation

e

1) Discovery of an idea: |

This is the first stage in the promotion of a company. The

promoter gets an idea to start some business. He makes a detailed

investigation to find out whether it is worthwhile to commence the
iness. The idea may be to exploit a new area of natural

ources or more profitable venture in the existing line of business.

‘a -iied investigation: v _ _
. The promoter makes a detailed investigation of his ideas
i On the basis of the reports
ith the assistance of many experis. On he | |
om experts, the promoter is in a position to estmate
itements of the proposed new company. R

1¥=1g

| '-rk e 'ﬂ-r!i_h] ar will estimate total demand for the |
:“.'r_;‘ﬁ: ot i | S

I,‘". . .’ll
. {f;; £l




3) Assembling the requirement: : - >,
| "_-..-‘f I the promoter is satisfied regarding the profitabiliiy of the
~ proposed concern, he starts the' work of assembling. A-Ssembling

wm the support and consent of some other persons,

~ The promoter has to assembie the requiremenis. The
er has to |
select the factory site

i) decide about plant and Machinery
i) make contract with suppliers
" ) acquire patent rights.

I
4

4) Financing the proposition: .

o The promoter prepares prospectus to present to the public

l' and to underwriters to persuade them to finance the proposition. =

The promoter has to decide the about the capital structure

of the Company. The Capital structure consists of Borrowed capital -

and owned capital. Owned capital may be raised through issue of
shares. Borrowed Capital may be raised through issue of debenture

or acceptance of public deposits or borrowings from commercial |

banks or from financial institutions. |

Promotion is an activity. of discovering husiness opportunity,

making preliminary investigation, assembling factors of production,
compieting preliminary legal formalities and forming the company as a
/

profitable venture. . :
| i

Types of promoters: ]
There are two types of promotsrs. They are :
1) Professional promolers.
2} Ceceasicnal Promoters,
1) Professional Promoters:
Professional promoters are those persons whose main function
is to promote a company and then to hand it cver to the shareholders
" on some remuneration. The promoteis have nothing to do with that



d companies may do the fundlans of prumm A 1
which is formed by a syndicate with the specific purpose
{ soma other company is known as promoter company.
imoter comparny is formed \mth the object of concealing the :
, af prommam. ¥

’

pramotms
Sometimes invesimant bankem may initiate to pmmota E

)a In such a case, investment barkers are known as
- Fine __al F-‘romom. They are aiso known as Investment promoters.

5 ?. Entrepreneurs:

¢ | Ehtmpranaurs are also known as promoters. This type of
, s are found in India in large numbers. This type of promotare
ceive the plans fora new enterprise and also take responsibility

1 inoomoraﬂon and management of the company.
9

m

Enginm and Manufacturers:
Semetfmes.__ Lawyers Englnaers and Manufacturers are also”

jgm
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) Name Approvai. - the proposed name
B O s qot approval for .

,{;Hf mm:;:ygmustpselect two or threeseln:g; e
* “approval from the Regisirar of Companies. The ‘il ! Shau
ot be similar to or identical with that of any exising s consl
~ name of the company must not be one Which 1S ¢
y  undesirable by the Central Govemment. If the Reg

then he will give approval for the name of the company. ==

| 2)Licamo Under Industries Development and Regula_iion Act, 195_1_ &
A licence is to be oubtained under Industries D-evelupment

and Regulation Act 1951. The application is to be submitted only i
case when the company’s business falls under the scope of the

3) Preparation of documents:
To get incorporation, the foliowing documents have to be
- ) Memorandum of Association:

A Memorandum of Association
subscribed by seven (in case of public i
(in case of private company) members of

il) Articles of Association: |

the Atticles of  Association of &' com v e

agreement between a company and its shareholders. ﬁa!sy simila:%
A uecribers, But when Table A Is adaptas. kil
_gf_ Association is not necessary. Both the WL |

0
.q' 4

Memorandum and q

of a company is to be

mited company) or by twe
the company. |



o ""ﬁ 'fwour al' ma oﬁr.tha; m

lma earry out tha legd fomaliﬂwrmfed
W A e

taking hyﬂ\edlroctomtotakeandpayfor

2;_-:_'Pm'ﬁwlars of Diroctms, Managers, Secretary etc., where
m are included in the Articles of Association. -
if) Statutory declaration

- .rvlﬂ The address of the raglstared office of the company must be
in within 30 days from the date of its incorporation ;

Flllng of documents:
- Documents to be submitted for registration:
] é,,. The application for registration of a company must be accompanied
 bythefollowing documents:
- F; i) Memorandum of Association:

: 5‘5 ' A copy of the printed Memorandum of Association mustbe
3: ‘stamped, signhed and daied.

w5 P ll) Articles of Association:

_& .

p A copy of the printed Articles of Association: must be stamped,
ﬂgned and dated. Thee filing of Articles of Association with Registrar is

ophonal in case of a public Ilmlted cornpany whereas the fi Img of Artlcles

5 General power of attomey on a judicial stamp paper of appropii-
ate value as applicable in the state _signed by all subscri bers, infavour

Ofone of them, or any other persons, for making alteration eic; on their

Dehaif in the Memorandum and Articles of Association fi led with the

r-',
. "-
[




and DIR 12 are required to be precert Iy & i
ag‘dmm accountant or cost accountant in whe

4| ‘---':i.# - 4
-

RS - j z i
yment of Registration and Filing fees: ‘

At the time of registration, the prescribed regisiration
ind filing fee are to be paid to the Registrar's office, along with the
- important documents. The amount of registration fee payabie varies
. With the amount of capital or with the number of Members. The
- amount of filing fees are to bs paid for each document filed. The
. rates of fee stucture are presciibed in Scheduie X of the
 Companies Act. y

' ﬁ._cuﬁﬁﬁn of Incorporation or Registration Certificate:
er receiving the necessary documents and ? fequisite

; fess, the Ragistrar will scrutinise the documents. if the“:e;i?t:?ti:
mm ‘with the filed documents anc the required fees, he will .
ﬁngﬂmthe t:ama ?f the cornpany in the Register of Companies. y
MRegss!rar will issue certificate for InGorporation. The certifi 4
.: .;ﬁﬁ‘bp;fﬁsuadbyme Registrar under his . aghl

- 9fthe company on which dato the
o e o s18n00 83 & serarato
! . The date ment

eampany wifl be considered to have |

B S o orcion g 1, g o )
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. A public limited company can commence
Jt obtains mrﬁﬂcate of commencement al

mf heorpomﬂon-

o .. " The certificate of incorporation or Ragtstrahon is the conclusive
avigence of the fact that

% ii} the company is properly incorporated and duly registered.
ii} tha terms of the Memorandum and Articles are within the
s ,"‘"{1 a5 Actl.

, -ﬁi} ail requirements of the Act in respect of registration have been

comptied with.

. e iv) a private company can start its business afiar getting the
wr dificate of incorporation.

1‘4 v} with the issue of cerlificate, the company takes birth
1 a separate legal entlily.

wi) the company has the power to acguire, hold and dispose of

1 operty. both movable and immovable, iangible and intangible, to contract
dto sue and be sued.

‘!ha Ragistrar of companies is also required to issue a Cerporate
tify Number (CIN) to each company registered on or afier 1, November

nmof Certificata of Incorporation :
b Tha oastfﬁcata of incurporation is the birth certificata of a mmny

.9 evidence that ail the requirements of the Companies Act
&N Co plied wﬂnin respect of registration. From the dawdlssm
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ary ONce 1 e C = { - @
is to be inquired into as tothe regularity

i
U SR L with illegal objecte
if a comoany has been inwmof?ted‘“
ke -ﬁgf::came- legai by the issue of the certifi Catg,
el Act states that on registration, memorandum
- ‘-ﬁﬁny bind the company and its members to Ith: o
Sxtorit as if they respectively had been signed by the company an by the

.8

L VI a company is bon, the only method to put an end to it is py

When a company has been registered and has receiveq its
- Ceriificate of incorporation it is ready for “floatatior:”, that is to 3ay, it can
90 ahead with raising capital sufficient to

commence business and fo |
- carry it on satisfactorily. '

A A

Suﬁcﬁpﬁon stage or capital subscri ption:

| A private tompany can comm

| - @Rer obtaining the ceriificate of
Bomunience  business only on the receipt of the
commencement of Business, For

this purposa. public ¢
G0 thvough Capital subscription stage and commenceme
Sfagi_a__._ In the subscripti

ence busines

S immediat&ty :
incorporaticn. A publj

© cOompany can |
Certificate of
Gimpany hasto
nt of business




2000 -iﬁsued'by SEBI Section 1o makasft '
\pany to take either of the following two steps.
SSUE ya pmspachnsin case publicis to be invited to sutmcribe

1, or A copy of the prospactus must be filed with Registrar.
-Submit a statemient in lieu of prospecius, in case capital has
arranged privately. It must be done at least 3 days before a‘la’tmept.

-l' \1;.3

Ci 3 e oncoment of Business Stage :
; A private company can commence its bUaInESS afler its
inco sroration. Secticn 149 of the Companies Act, 1956 exempts a private
ampany from obtaining a certificate to commence business. But a public
co ,}Janyhastu cbtain certificate to commence business. This cartificate
‘can be cbtained only after “flotation of the company” To get certificate of
‘commencement, the following conditions are to be fulfilled. |
i) A prospectus or statement in lieu of prospectus must be
ed with the Registrar of Companies. |
i
|

) The company must aliot the number of shares at'east 1w
/@ minimum subscription.

ii) The Directors must take the Cualification sharas.

V) A decidratmn bv one r::f the dlrectoﬂa or the secralary la the

en compiied vth,
_.;Is ce:ttﬁc:ate is to be receivad within one year fn:-m tha |

Ll

E
-s' =
J..||T'| | >

,;, ificate iﬁ not raaewed wlﬂm one year fmm the




If

wmy $1 received. The cornpany s requi X

o - has been r&mww
the minimum subscription

ﬁpn tt:t“ has been made in order tO safeguard the inw

| 1

1

not make ailotment of shares unt -

LI
1LY

tion shares: '

oy i 3 To baoorne a director of a public company, a person must
P ‘Qualification shares. Only a sharenholder can become a
’-"’"% d the company. The company must make a declaration tnat
- s have subscribed their Qualification shares. '

|

urn of allctment: .
~ The company is required to submit a return of allotment

‘ g the names and addresses of shareholders and th numbef
aﬂotted to each. -

. 'R haeto make a declaration
of aharas o be allotied.
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A company has lo commence its business within a yearofits
corporation. If not, the court has the power to wind up a company. g

Fall= )

&y s
" Any contract made by & public company after incorporation but
before the date of commencemant of business shall be provisionai only
and shall not be binding on the company until the certificate of

commancement is obtained.

| Preliminary contracts or pre incorporation contracts:
Preliminary contracts are those contracts which are made by the

oromoters with different parties on behaif of the company yat to be

registered. Preliminary contracts are net lagally binding on the compaiy
as there is only one party in a contract because the company is yet to be

incorporated. The company has no legal existence until itis incorporated.

Coniracts to purchase assets for the company is en example for preliminary

contract, |

Minimum Subscription: -
squired Dy

‘Minimum subscription i3 the minimum amount re
the company for its preiiminary functions. A public company can
allot its shares only when the companry receives minimum subssriplion.
if the minimum subscription is not received within the supulated
time, then the application monay raust be refumed o the applicants.
The amount of minimum sutscription must be ueed for the Tollowing i

]

purposes:
i) Paymant of praliminary 8Xpenses.

i) Paymsit O asseis purchased.

i) Mesting vrsking cepital requirements.

) Repayment ¢f manay porrewed by the company
of any of the foregoing matters.
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Importe

- Img ﬂl docu - .
._.g_fz_'r' ta of the eompanr s of the company:

~ The following are the main document !
_ F., .g. 1,) Memorandum of Association _ F 3
LA - Articles of Association ' .

e £-ﬂ-ﬂ- 3) Prospectus

.|#,_ Sebayn | -;':
T  Memorandum of Association: ¥
o m!;l-‘-  Memorandum of Association is the most important bas
;s Mmsnt of the company. Memorandum of Association is
4" o . fundamental document of the company. The Memorandum of Associali
h .i_ s the constitution of the company. it is the foundation upon whlch f
~ whole siructure of the company is build up. it defines the hmltaﬂ |
" power of the company. It is the charter of the company W
: j__'=i|:s objectwes and determines the boundary lines withln
ipany has to work. It is an agreement between the co
nd the outside world. That is, it establishes the relationship of
mpan ;pf_lﬂatl'looutside world. It lays down the area of ope _' ion
mpany u w the foundation stone of the company ¢ upo *‘
2 of the company will stand. -
/ pé nYmUﬂhM'fﬁmnMemorandwnuf ssoc
itisal 'f:_-;'*.":‘r | nt*ﬂﬂh&mpany 2. 00ig L'g f‘
. ; -4_ “'l. f\':,,'_ hi; '-”
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nportance lies in the fact that it contains the fundamental

N R el
C YL

N Thi ‘Memorandum of Association is a the document which governs the
._ﬁﬁbnship between the company and outsiders. Memorandum of

~ Association is a public document. Therefore, any person who deals with .
~ thecompany is presumed to have sufficient knowledge of its contents. It
~ is also open for public inspection. A company is bound to supply to a

- member of the company with a copy on payment of the prescribed fee.

.
r Sl

. Purpeses of Memorandum of Association:
“Its purpose is to enable shareholder, creditors and those who

*M with the company to know what s its permitted range of enterprise” -
F rportant i version of the case law
 Egyptian Sait and Soda Co-Ltd Vs Port said Sait Association Ltd.

v

.~ The purpose of Memorandum is two foid.

- 1) It gives protection to shareholders to know the purposes for
~ which their money is going to be used. -
~ 2) ltgives protection to the persons who deal with the company.

Those who deal with the company may understand the permitted range of
he company, its powers and object.




' _..Wmnﬂurn ofmtl:;'l il
] @r;l anor:ndum :fap Ms"c'atm jo.on. iy
)mpany and not having share capital. i an unhmﬁ
'rabla E. Memorandum of Ass"c'aﬂ”" 4 |
and having share capital

quuisitas ofthe Memo ' j
.w BFeY"The Memnrancr::: gll‘“Association must bé printed and should
 bedivided into paragraphs.

%Tﬂh‘ ~ 2 it must be signed by atieas! two pe
mny But in case of public company, it must be sign

e 23 The address and occupation of each signatory together. wlthr

ﬁﬂlahesimature address and occupation of the withess must be added.
' mm of Memorandum of Association i
HH.' According io Sec 4 of the Companies Act, 2013, the
A h, andum of Association cons:sts of the fo!*owrnng clauses:
'g, -‘1; Name clause
] *23 Situation riause
ﬁ?- Objects clauss
- Liabmtyclause
‘:. Capite dm
6) Ass 1 clause.

rsons in case of private
ed by atlea'g;

A

 [Sec. 4(1) ()] : o T

e

’ dm mmnﬁ m nama ﬁf ﬂ‘e ~O)

A

Association o every corfpany-racal Sare e 1@




of the company. The company being a legal person must have a
name to establish its identify. A company is free to adopt any name it
likes. mmemmm-Mbmmaw
A name which is identical with or y

existing company may be considered undesirable by the Central
Government While_choosing the name of the company, lhafoﬂumg- |
points must be conﬁdared -
i) ﬂmnnmashouldnotbeidonﬁcalhmaxﬁqm
i) Thenamashouldnotindcateﬂmmmwyu
by the Govermnment. ='-*é'-'-1f4*?‘_';§‘.‘
iii) Thenameshomﬂdnotindudemewdoo-opam o
wv) The name selected bymecompanysluidnolbem

in the opinion of the Central Government.
v) The name of the company should be Wﬂwm’|
outside the premises of the company. %W"’i@
vi) The name must be engraved on common seal.
d & The name of the wnpanyshouidendﬁﬂ'lhm|
-~ § Limited. If it is a private company the name should end m%_
2 words “Private Limited”. fitis a non trading Wn.
s § Limited need not to be used. The One Person Company s
B ey word “OPC Limited” in its name. In case of pubﬁc mpanhq #.f
should end with words “Limited’.
A person may meake an application tomeRw companies
for reservation of name set out in the applicationas -— G |

:)menarnaofmeproposedmmwp I,

ii) the name to which the company propos
On the basis of infonnatimsuppliedw

ot



aname which,inhe opinion of the Centra Gy

m closely resembles the name of an gy

o o changﬂ its name by passing an

fon and by obtaining the approval of the Central Goyemp
“company shall change its name within 12 mon_tm"?'-'
] herwise a Company js re . -_
which in the opinion of the Central Government is ide j‘_?";-
' e of an existing Company, jf «

'\ changeits ty resolution. But the approyg
. theCentral Government is to be obtained. p
i 2 Situation Clause[Sec. 4(1) (b);: —
1 © 0 ltis also known ag Place clause or Domicile

»

kY e '.-.“' . through inadvertence or ot
(R

clausg.

0 U
i ne L U | . *L
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Commencement
i ! 7 =4t S
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od office wlthin a State: mm. ., i@

 to another.AspacIal resoiuﬁon |stnbapas$ed A':._ '_ﬁ_.;_; Vv

2 is to.be communicated to the Registrar witlrun 30 '_
ate of the change. - e 0
f Registered Office from one State to anoth&r Stata.. :

A special resolution is to be passed. A copy of the special
ution is to be fited with the Registrar of each State within 30 days. y
mation from the Company Law Board is to be obtained. '

-‘*‘i'

cts clause [Sec. 4(1) (c)k:

m clause, the main objects and ancnllary objects of the
are mentioned. Object clause determines the rights and
the company and also defines its sphere of activities. The

_:. lﬂ the clause must be legal and not against uwe,publia ;
MC}' - Aty .
; ,. hjec elawedeﬁnesthesphereofmecompany's cliviti
‘achieve and the kinds of ac sor
vat it propose: tomnduct Ampanymmteandud e

w% WH%“' _‘:".‘}'"ﬂ"‘t i
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:w e afu 0‘-"‘“"“"" i
oints should .:t;.-,~‘*i‘ ' \ S
_.‘ ::.. . m mﬁmﬂsim ny , be rmt z _Itlh'u . ';:}
e )  The objects of the Company must not aga! y to put taa| O
mesm 1956, Section 77 Pronibis aComparly |

- - The Oblm Musl not be against public peficy. of th

Sy M) Tho objects must bo stated clearly and definitely. oo
| f* V) The objects must be Quite elaborate. e

- v) Itmustnot be immoral. S it s

Mon of object Clause: . A tok

- To alter the objest clause of a company, following Procedur diff
-'[.' are to be followed: ' sha

i) A special resoiution should be passed at a general me |
? ~ {i) The Company shall file with the Central Govemment the

s cial resolution within one month from the date of the resoi
&? F“W a pﬁnﬁad copy of the Memorandum as aitered. B liab
& ﬁi} Tha Registrar shal! register the special resolution and certij -
ation within 30 days from the date of the filing of

l’GSOIUt!On | 1

%’* ability y Clause{Sse. 401) (At r
_ This clause siales the liability of the members 0
=3 . A company, which is limited by shares or guarante o,
,“M l:labﬂily of shareholders in a company [s =-..-:::_
'.'ﬁ the shares taken up by them. If the liabilib
rantee, it should be clearly specified. The mem?
’ A ﬂ"' Unpaid balance of their gmm He

- b
» ‘|Tr l : -

i\ b | -
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_ ISoc 4(1)(;)] ’ NSRRI

R - ‘“Ifhts clause states the authorised capltal of the pmpmd
ry. The capital clause states the amount of share capital with which

the company is proposed 1o be registered and the division thereof into
m of fixed amount. This is known as the authorised or nominal capital
"ﬂfﬂuwnpany This is the maximum amount of share capital that the

company Is autharised to raise under the Memorandum, Therefore, it

is called authorised, Registered or Nominal Capital of the company.
it should also state the types, numbers and denomination of shares
to be issued. A limited company having share capital may issue two
ﬁﬁerant types of shares namely equity shares and preference

A compeny can not issue more sharss than are authorised for
ﬂ'letlme psing by the Memorandum. '-
.~ Thisclause isto be omitted inthe case of companies with unlimited
mny and the companies limited by guarantee having no share capital.
Sl
| Mﬂﬁn of Share Capital:
A company may alter its share capital. It.may
Increase nominal share capital by issuing new shares.
i) Consol:daie and divide all or any part of its share mpllal

, into shares of larger amount.
i it Waﬂ fully paid up shares into stock or vice versa.

'i; |
53

divlda its shares or any of them, into shares af smallw

. m'.\hlch have not been taken up and diminlsh

wpltal by the amuum of mm ,.
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: F—-hoel o COMPANY 99
m:;;:nm““‘ ocria’®
Memorandum. ns a dachrnnun the sY ation mu
W In case of a mlc m:?-'y this dOdata comp
wmmﬂlmmln fp\fﬂhana
must be signed by at least two persons. Gonmnga::h subit
m"@m to the memorandum of assaciaﬂﬂ The subserit
mauoammmmmocnmpﬂ and &gre
take lhalt they agree to incorporate the °° pany'
s staled against their names:

Components of Share Capital:
)  Authorised share capital

i) Issued share capital

iii) Subscribed share capital
V) Called up share capital
V) Paid up share capital
vi) Uncalled share capital

1) Authorised Share Capital: b

This is the nominal value of the sharés which a COMp&
authorised to issue by its Memoranduim O f Association. This
maximum capital which a company will have during its Hif
unless it is increased. It is also known 23 Nominal Cap .

Registered Capital.

2) Issued Capital: Y
it is the nominal value of the shares which are offered

public for subscription. The issued Capital is less than the &
capital. .
"I

5

E

3) Subscribed Capital: |
It is the amount of capital which is taken up by"‘ he

is called the subscribed capital. it is the part of the iss ad
When 2ll the shares are subscribed by the public, | 'l
capital is equal to subscribed capital. ;S
4) Called up Capital: LJ
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e, tng’ part o the issued Capital which has been
ed u shares. For example, the face value of a share is

10, The company demands
I the shareholders to pay Rs.8 per
Here the called up capital per share is Rs.8.

- AN
o

Paid up Capital: %
It is that part of the issued ca j ' '
pital which has been paid up
sharehclders. it is equal to called up capital minus calls in

P
1

gl =
i
ot
cal
e

Uncalled Capital:

Uncalled Capital is the reminder of the issued capital which
s not been called. The company may demand the amount at ary
e during the life time of the company. :

"~ Reserve Capital:

Reserve Capital is that part of the uncalled capital of a
dmpany which can be called only in the event of its winding up.
eserve Capital can not be turned into uncalled capital without the
ave of the couri. it is available oniy for the creditors. Thersfore, it .
an not be reduced by way of Capital recuction.

Joctrine of Ultra Vires:

| A company is incorporated for some specified opjects, staied in
s Memorandum of association. It can not do anytning outside the powet
svecified in its Memorandum.
A Company has the power to do ail such things as are -
riced by the Companies Act, 1956.

tial to the attainment of its objects specified in the

& i) autho
1) essen
Mernorandum.
: Anything which is be
lhe compaity. Ullra means e
ieravires means that the doing of tha
end suthority of the company. When
can not eveh be rectified by the shareholders. Fa i A
L The object of deciaring such acts as ultravires 1s ta protaci the

Interesis of sharehoiders and all others who deal with the comparny.
[t

yond the above powers aie uitravires

yond and vires means powers. Hence
act is beyond the legal power
it is ultravire the company, i



1ypes of uitra vires :
' 1) Ultravires the directors:

It is beyond the powers of the directors. If an
transaction is ultra vires the directors, but within the scope g
company, then any |rregutant|es may be ratified by the consa
the shareholders. Because, it is intravires the company.

Example : Ashbury Railway Carriage Co.Vs. Riche, _

A company, floated in England, has in its objects to rnake
_ railway carmiages. But the directors contracted to finance the consf
of a railway track in Belgium. The Articles gave express pow
gompany to extend its business beyond the Memorandum by g
soiution. The company in general body meeting passed a -
ution to ratify the act of directors.
t was held that the contract was Ultravires and therefore voig

"f f transaction ig ultravires the Articles, the com
gllering the Ariicles of Association of the com
gles of Association a special resolution
pareholder's meeting.

pre "rty acquired by a company under ap ultr:
“may be protected by the comparny against damage b jl

"Pé
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3 Ultra vires the Memorandum of the company.

K If any act made by the company is beyond the powers
- Memorandum of Association, then it is calied as ultra vires :
 Memorandum of the company. Exceptions to the doctrine of ultra vi

Following are the exceptions to the doctrine of ultra vires.

i) An act which is intravires the company but within the g
of the company, then it may be ratified by the shareholders.

i) Anactwhichisintravires the company but done in an irequ
tqaanner then if may be validated by the consent of the shareholde
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. i) Ifana X o
R o Roan b:! Of thebym:tn;nny is ultra vires the articles of
company. ratified by altering the articles of association of the
ultravires contracz mpers:nuwmm money from the company UNds B/
| noney from him. pany has the right to sue and recover the
=9
4 e\g 'adm are certain acis, under the company law, which are
deem implied by within the powers of the company. Exam  Boyow
_powers of the company. % el i
| vi) If a director of a com
| ( . pany makes payment of certain money
9 under L't"a“ff’ﬂ- mﬂ he can be compelied by the company to refund it.

y Effects of ultra vires act .
| i) Ultra vires an act will be wholly void. Hence, it can not bind
. the company. _

on from the court

: : “] Any member of the company can getinjuncti
| againsi the company to prevent it from doing ulira vires act.

i)  Thedirectorsof the company are personally liable if they had
spent the fund of the company for ultra vires transaction. |
Uitra vires contracts are void abinitio. Soany P
into ulira vires contract can not enforce the contraci.

If a company has acquired any property under an ul
it has the right 1o noid that property.

V) arty who enter
tra vires

transaction.

Articles of Association:
t which jeals with administration of internal

A documen
. affairs of a company is known as Adicles of Association. The
the rules and regulations of @ company framed

Articles of Association aré
The Articles of the company

for the purpose o . temal man menagement. i
or bye iaws which govem the intemal managemen

are the regulations

of the company. it defines the duties, rights and powers of th
nanagement and Board of Directors. Every company is required 1
icles of Association along with the Memorandum of Associatic
> Registrar at the time of its registration. If the company dot



| les of Asscciation
""J.i'_.:-'-.' '}{ﬂmpanias Act shall become the AfC 10

. The term expert means an enginear, vajugg, accountantete.
0 ',: . ‘ e

o;:iatéon, then Table

s own Articles cof Ass

o
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AT pany'l.'im Articles of Association ara the internai regul "'JEE_'-""
C"""Pﬂﬂ}' and are for the benefit of shareholders. i

T T

A public company limited by shares may not fiie a se ara
articles of association. But an uniimited compary, a '
Quarantee or a private company limited by shares m,:,
articles which must be registerad aleng with the emoralj "
Company. i e
Definition of Articies of Association: T
According to Section 2(5) of the Companlas___._{

“Articles mean the Articles of Association of a company aaes
framed, or as altered from time to time in pursuarice of th °F
Comparies {aw or of this Act”. g
According to Justice Charles worth:  “The
Association is a document regulating the rights of memb t
“ompany among themsslves and the manner in which t
of the company shail be conducted” .
When articles are propased to be registered,

printed, divided into para graphs and numbered consecutively
subscriber to the memorandum miust sign the arficles in the pr
of atleast one witness. i

. ' 17{2
Importance of Articles of assoclation.
To undertake the foliowing activities, Articies of associatior
authorise. - i

i . Toissue redeemab!
ii")" To accept calls in adva

i} Toincrease / to redy

v} Toconveri the com

to reconvert thal stock into fuily

'V} Teconsolidate / to

€ preference shares. (8
nce from sharehoidars. F
ce sharg capitaj S

panys fully paig up shares into ¢
Paid up shares B

Subdivide the share of the ¢o n F -

r
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';:‘l'.' )ﬂ m' Gllﬂs of Asmcin‘;ion: TUNIVEAT RN Ur A GUNIFANT
e Aticles  of ASSﬁgiation may contain the following

) 1he amount of share capital and different classes of

.

R‘ths of each class of shareholders. :

Details of contracts made with different persons.

) Procedure for making allotment of shares.

Procedure for issuing share certificate.

. Procedure for transfer of shares.

i Procedure for farfeiture and reissue of forfeited shares.
vit) Procedure for conducting meeting.

x) Procedure for appointment of Managerial personnei.
Procedure for declaration and payment of dividend.
Maintenance of statutory books. ¢
Pracedure to alter share capital.

xiii) Procedure for winding up of the company.

‘xiv) The Procedure for holding and conducting of varicus meetings.
xv) Sharewarrants .

~ xvi) Voting rights of members, voting and poll, proxies.

.~ xvii) Corversion of shares inio stock

~ xviii) Capitalisation of profits

ave their own Articles :

~smpanies which must h :
" owing companies may nave

Companies Actlays down that the foll
heir own articles. el
2 ) Unlimited Compamiés
; iy Companies limite b)fqua;inti; iy
L ot Companies limited by snares T i
::.) Fijnl;:::e(‘:ompgn}f may have iis own Articles of Associalion. it

,.; not have its own Articles, it may adopt Table A.

P
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=gociation: ;
e ys down that the Ariicles

hed form or as near

of Association

ﬁonns of Articles©
‘ to it as the

' it la
: ‘rhe Companies AC |
shall be according t© the prescr

< : 5 admit.
< rcumﬁtd_?r(:: prescribed forms Of A

ticles of Association aré cpecified



Schedule | which are given wverer:
. 1) Table F Articles of Association of a company

Shar;; Table G. Articles of 4ssomaltion of a company limr

arantee and having a share capita X
g 3) Table H. Articles of Association of a company i it

I
arantee and nothaving a share capita . ..
% 4) Tablel Articles of Association of an unlimited com

and having share capital. ‘ ]
5) Table J. Articles of Association of an unlimited comg

not having share capital

Alteration of Articles of Association (Section 14): o
A company alter its articles at any time. Following points i
be considered while altering the articles.

) A special resolution must be passed & 4
i) A copy of the special resclutidn must be filed with the Regis!

within 30 days from the date of the special resolution. G
iii) The effect of the change must be incorporated in all cop S
articles of association issued after the date of alteration. 3
~) Approval of Central Government must be obtained in cer “
cases. "

a) Any alteration which has the effect of converting a public co
into private company.

b) any alteration relating to the appointment or reappan!mem
managing or whole time director or of a director not liable to retire by rota
n the case of a public company.

c) any alteration resulting in an increase in the remuneration of

Ny director including a manager or whole time director in the case of a
ublic company . %

imitations as to alteration of Articles of Association: A
i) Alteration of Articles must not be inconsistent with the A¢
ii)  Alteration of Articles mustnotconﬂictvdtl'lﬂ\oManoranmm :

Association. ’
iif) Alteration must be legal. &L

Kv) Alteration must be for the benefit dﬁmy

A e B Vit S e U e o e e




v) ASTaUDN IIUSL Tl IIGTEasSe Baliiy i seseess==s =
vi) Alteration by special resolution only.

vi) Alteration does not lead to breach of contract.

viii) Alteration must not resuit in expuision of a member.
ix) Alteration may be with restorspective effect.

x) The Tribunal has no power to aiter Articles.

Constructive notice of Memorandum and Articles:

Every outsider dealing with a company is deemed to have
notice of the contents of the Memorandum of association and Articles
of Association of the company. These documents aré assumed to
pe oublic documents. This is known as constructive notice of

Memcrandum and Articles of Association Or Doctrine of

constructive Notice. Itis presumed the individuals dealing with the company
" have not only read these documents but that they have aisc understood
~ their proper meaning. This notice operates only against the company.
it operates only against the third party dealing with the company. It
prevents the third party from alieging that he did not know that the
. constructive notice rendered a particular act ultravires the company.

f a person enters into a contract which is beyond the powers of
the company, he can not acquire any rights under the contract against the
L company.

Example : If the articles provide that a Bill of exchange must be signed Dy
two directors, a person dealing with the company must see that this is
done. If he has a bill signed by only one director, he can not claim under it.
Case Law : Kotla Venkatswami Vs RamMurthi
According to the Articles of the company all the deed must be
signed by the Managing Director, the secretary and another cirector of the

company. The plaintiff accepted a deed which was signed only by a director

and the secretary of the company.
It was held that the plaintiff (R) could not claim under this deed. .

The plantiff is supported to be aware of this provision. Ignorance of law is
not an excuse.

3 Joctrine of lnduﬁr Manégmnt: :
" The doctrine of Indoor Management was first enunciated by
verley inthe case of Royal British Bank Vs Turquand. Itis



basically an exception to the doctrine of constructive noticg
doctrine of Indoor Management seeks to protect
the company whereas the doctrine of constructi‘l_ﬂ mﬁ‘_’&;,c_
the company against outsiders. Persons dealing with n
companies are not bound to inquire into the regularity g
internal proceedings. It will not be affected by irregularities of
they had no notice. The outsiders dealing with the company
entitled to assume that as far as the internal affairs of the
are being carried on regularly. The outsiders need not inquire |
the regularity of the internal proceedings as required by
Memorandum and Articles. This limitation of the constructive ng
is known as 3

i) the doctrine of indoor Management (or)
i) the rule in Royal British Bank V. Turguand (or)
iii)  Just Turguand Rule.

&

Exceptions to the doctrine of Indoor Management: 1
The doctrine of indgor Management is subject to ceriain limitatio
These limitations are the exceptions to this principle. ST
1) Knowledge of irregularity:
If a person dealing with the com pany is aware cf the irregularit
the internal proceedings but deals with the com party inspite of his notie
he can not claim the benefit of this doctrine. B
Case Law : Howard Vs Paisn Ivory Co.
2} Foryery : i
The rule in the Turquand case does not protect a person wher
forgeryisinvcived. Acompany can not be held liable for forgeries committes
by its officers. f a
Case Law : Ruben Vs Great Fingall Consolida
3) Negligence on the part of the outsider: |
If an individual dealing with the company would have discovarec
irregularity it he had made preper inquiry, he can not claim the benefit
undar this doctrine. b
Case Law : Underwood Vs Bank of Liverpooi 3

3

inﬂismeﬂwsdeﬁmdnrpdddweqmdawmhﬂnmmedmf

mmhﬁsmnammtﬂmbamddrﬂmakeaymmwmng :
 the cheque drawn in favour of the comipany in the account of the director. §

ted Company



: _& was held th_al the bank was not entitled to the benefit of the
sarge which had not in fact been authorised.

Acts void ab initio :

- This rule does not apply to transactions which are void or illeqgal

T
'__;;l_rsl _ .'l ’

| No Consultation of the documents:

- The doctrine of indoor management is based on the principle of
iy and a pefson W!'IO did not consult the company’s documents
e moranc um.of Association and Articles of Association) and consequently
idnt act in reliance on those documents, can not be protected urder the
ule in Turquand’s case.

) Not applicable ta officers:

; ~ This principle does not apply te the officers of the company. Itis
ot the duty of the officers whether the regulations in the Articles have been

ed.

: srences between Memorandum of Association and Articles

pf Association:

1) Compulsory:

The preparation and filing of Memorandum is compulsory
wherezs in case of Articles, if the company does nol prepare the
Afticles. Tabie A of the Companies Act wil apply.

9 Change:

4 Memorandum of Association can not be changed easily. But
Adicles of Acsociation can be changed easily by passing a special

j olution: at the sharcholder's meeting.

3 Contents: |

_ Memorandum of Association contains the objectives ana
owers of the company whereas Articies of Association contains the
rules and bvelaws of the company for its intema! administration.

4) Relationship:

1 Memorandur of Association estabiishes relationship of the
outside world. Articles of Association establishes

tween the company and the sharehalders.

q

£
’.u
1 l.n

“company with
relationship be
5 importance: : i
; Memorandum of Association 1S the hasic and important

“documents of the company whereas Articles of Association is the




subsidiary document of the company.

Dependent: : '_;_.
o Mer'::randum of Association 1S deper}dent upon the,,
Law whereas Articles of Association is dependent upg
Memorandum of Association . B

Necessity: . e ] b
i The Memorandum of Association 1 @ m!.|st for get
company registered . But an Articles of Association I8 not a L
all companies. :

8) Limitation: -5
A company can not do anything beyond the scope @

Meinorandum. $
Anything done beyond the scope of the Articles will nx

void and it can be ratified by passing a special resolution.-
9) Supermacy: o
Memaorandum of Association is not governed by the Articie
Association. It is supreme whereas the Articles of Association is gove
by the Memorandum of Association. e .

10) Nature : |
Memorandum of Association is the Principal document of

company whereas Articles of Association is the secondary documen

the company.

11) Uitravires: :
An Act Ultravires to Memorandum cannot be ratified by the compe

whereas an act Ultravires to Articles of Association can be ratifie ib
shareholders. &
Relationship between Memorandum of Assoclation and A icle
of Association: .j
‘Similarities: - | 9
1) The Articles of Association are subsidiary to the Memoram!un"l.,
Association. The object of memorandum is to state the purpose fof
which the company has been established while the Articles
the manner in which the business of the company is to be ca
and its proceedings disposed of.
2) The Memorandum of Association must be read in conjunction

with theArticles. The Articles may be ﬂ]ppl&mentithg Memcrandum
- ‘- ;‘5! ==




t gan not extend its scope.
~ The ta!-ms of memorandum can not be modifi

:
Association.

ed by the Articles

sgal effects of Memorandum and Articles:

f_"_ _ The Articles bind the company to its members, the members to
e company, the members to each other, but they do not bind the company
outsiders. Legal effects of Memorandum and Articles are discussed
de the following heads: -

R 1) Members bound to the Company

5 2) Company bound to the Members

3) Not binding on the company in relation to outsiders

4) Between members inter see.

bers bound to the Company:

| Aricles constitute a contract between the company and members
ad it is presumed that each member has signed the Articles of the company.
o these documents bind the members to the company: .
. Accordingly, the company is entitled to sue its members for
nforcement of the articles and to restrain breach of them.

-Company bound to the Members:

 Articles of Association of the Company bind the Company and the
bers. Any member can sue the Company to prevent any breach of the

Hicles which would affect his rights as a member. He is en
siunction to prevent the breach.

titled to an

mpany in relation to outsider:

_ constitute a contract between the company
and outsiders. Here outsiders refer to promoters, directors etc. For exampie
here tha articles provided for remuneration to be paid to promoters, it
foes not give any right of action to promoters against the company.

) Not binding on the Co
The articles do not

Between Members inter se:
Although there is N0 express agr

he company yet articies regulate their rig

Sue each other. That is, one member can sue

_ edium of the company.

eement between the members of
ht inter se. The members cannot

other members through the




Prospectus ;

After getting the Cadiﬂcat:e of Eﬁfgg’;‘;"‘w: f:; t:.' '

the company will takaﬂ :1?:1:1;:2 ;ﬁl:*; :'b"::" 0 subseribe 10 the el
ublic company m iy
;ﬂ?fé rfy andF:'::-r)Ehis purpose a prospectus has to be&s:l;ed..ﬂ
essential for a publiic company to issue a prospectus. If the p o
confident of raising tha required capital privately from their re | '-‘l“.;;-
friends, then they need notl issue a prospegtus. Ir'! W
statement in lieu of prospectus must be filed with the Re
o :r:osper:tus I & document which invites deposits __
publiic or invites offers from the public for purchiasing shag
debeniures of a company. Itis an invitation to the public for ¢
to capital. Only public companies can issue prospectus. A
- constitutes the basis of the contract between the company ai
" Sharehoiders. A Prospectus brings to the notice of the public t
- NEW company has been formed. A prospectus cutlines in dats
~ terms and conditions on which the shares or debentures have
Issued to ithe public. A company must get Minimum subse;
within specified ime from the date of issue for prospectus.

A document containing detailed information about the Con

and an invitation to the public for subscribing to the share capige
dabentures issued is called prospectus.
A Frospecius must be in writing. - An cral invitat

subscribe for shares in, or dedentures of, a cocmpany or |
i prospectuss. ' 7

e

[
X

nition: .' f

' Sec. 2 (70) defines a Prospectus as “any

or 'ssued as a prospectus and includes any notice, *

M'mm Ci other documents, inviting deposits from 'i""

Nviting offers from the public for the subscription or purc ase

Nares in or debentures of, g body corporate®. In simp

'eSpectus may be defined a3 &n invitation to the public to subse:

| antures. The word ‘Prospectus’ meanca i
lich invites deposits from Aowprondiin.

L s

. Py _
"
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* scts of Prospectus:
s The objects of a prospectus are as foliows:

~ §) To brin .
~)fm-med_ g o the notice of the public that a new company has

P 'ﬁ}ch ‘:’rc]tepms;ﬁnt an authentic record of the terms and allotment
| x ¢ have been invited to buy its shares or debentures.
! ji e cure that the directors of the company accept
SpC sibility of the statement in the prospectus. '

e o ':"";q'ﬁte" the prospectus, a company must sent the foliowing
joc ments along with a copy of the prospectus. .

i) Consent of the expert.
iy  Copy of material contracts.
. i) Copy of every contract relating to the appointms nt and
emuneration of managerial personne!. | '
3 iv) A written consent of the persons named in the prospeciis as
auditor, legal advisor, attorney, solicitor, banker or broker of the company.

5 V) If a prospectus is issued in contravention of these provisions,

ke company shall be punishable with fine which chall not be less than fifty
thousand rupees but which may extend to three lakh rupees and every
serson who is a party fo the issue of the prospecius shall be nunishable
with imprisonment for a term which may extend ¢ three years or with: a

fine which shall not be less than fifty thousand rupses but which may
extend io ihree lakhs rupees of with hoth.

i
&

Legal provisions reiating to prospedﬁs:
. i) Aprospecius can be issued after incorporation of the company.

i) A prospecius must be dated.
~ i) A prospectus must be Registered with the Registrar of the
icompanies. If any default is made in issuing the prospecius within a0

days, the cornpany and every cfficer respensibie thereof shalt be fined upte
FRs.5,000, :
iv) Aprmpedmrnustcom.-ainu'le
v) Acopy of prospectus must be accompan
expert

matters which ane stated in Schedule il
tad with the consent of




us must be issued within 90 days from

ect
vi) A prosp with the Registrar of companies..

which a copy is filed

Features of Prospectus: .
issued after incorporation.

1)
It must be dated.

2)
3) It must be registered.
pert to be obtained.

4) Consent of ex
5) Terms of contract can not be varied.
Every application form to be accompanied wﬂh

6)
of prospec’us.
7) Consequences of applying for shares in fi c:tltious

be prominently displayed.
8) Contents of the prospectus must be prepared as per

5

P
A e
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Contents of a prospectus:
A prospectus contains the following information
"

1) Name and full address of the company.
Full particulars about the signatories to the Memore

i)
of Association and the number of shares taken up by them.

iii) Main objects of the company.
i) Assets of the company and share of snarehoiders in

i

profits of the company.
v} Names, addresses and occupations of members of

Board of Directors or Proposed Directors. l
vi) Names, addresses, profession and remuneration of directors

and Managers.

vi) Minimum subscription fixed by the company. -
viii) Amount to be payable on application and allotment .
ix) The time of opening the subscription list.
x) Name and addiesses of underwriters. ‘

- xi) Amount of preliminary expenses.
xii) Amount payable to promoters. i
xiii) Names and addresses of auditors. 4
aﬁv_) Paruculars regarding voting rights at @d meeu

.T., R
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i) Methoc préemium or discount allowed on shares.
) Othe .um &af.dullminficuon on the payment of dividend.
. Oormation regarding issue of shares and

ce / purposes of the prospectus:

B any, its presgtains the summary of the company's past

B e nt status and its future prospects

i s the public about the company -

. a:iipeop‘e to make an investmerit in the company.

. Slisiﬂamﬁ aut::?s policies and programmes of the company.
ntic record of terms and conditions on which

and debentures have been issued.

elf Prospectus:
" se?sppr:;pzzfﬁ:o A of The Companies Act (Amendment) Act,
means a prospectus issued by any financial
titution or bank for one or more issues of securities or class of
curities specified in that prospectus.
gistration of Prospectus (Sec. 26):

A prospectus must be registered with the Registrar on
_ of a company. The registration must be made on or before the
ate of publication thereof. The copy of the prospectus must 08
scompanied with tre following documents:

; i) Consent of expert to the issue.
i) A copy of every contract, appointing or fixing remunaration cf

managing director of manager.
statement by the persons moking any report -

i) A written o
lating to the figures of any profits of losses or assets and liabiliues
| any. ’ ‘
i ns such as the auditor,

sent in writing of the perso

v) The con .
icitor, banker of bioker of the company.

-jer= adviser, sol
> jstration of Prospectus! B

- drid the objects of regisiration of prospectus.
ticated record of the



yspecius fnrslatanwmsmade by them in the F

ﬂ} mspondﬁ'“?ofﬂnpmw

sement in lieu of Prospectus: b
All public companies either issue a prospectus or a

of prospectus. The concept of statement in lieu of prosp,
cen withdrawn in the Companies Act 2013. {Pro
1956- given) :
pm::fi:: a nuzrc company does not invite public
hares or where a public company does rot issue prosp
sublic subscription, then it vill file a statement in lieu of
with the Ragistrar of Companies. The sitatement of "
sontains the information required to be disclosed oy v*::'i-'
the Act. The statsment in lisu of prospectus must be filed
“days before the zllo‘'ment of shares. it sheuld be signel
\girectors with date. ._
Companies Act provides that a company having a shas
ch does nol issue a prospactus is required to detiver tothe 2
‘ ement in lieu of prospectus atleast three cays before the a
it shail be signed by each director or croposed direc ¢
ly or by his agent authorised in writing. 4
i

i

2 J_

‘A %tanent in lieu of prospectus is used in the

¥
|_ "1I
W 5 N

,_F.rate company is converted into p 1hiic




) R ST SORNETION OF ACCHENS
sfore the allctment of share.

i) hmuuhow every direcic
ifi) ltstmidml:;mm '
iike the prospectus
f\r} '-t :
g If:“'dbaﬂfwaapumummm
»f prospectus, then - :
, ' the company and director mwnh.l
. | be fined upto Rs. 10,000 e - pchin
! wi) In case of missiat i
. ; ement
l i ‘ ey : mﬁ\emwnm“w
o years of with fine upto Rs. 50,000 or with both

The MWdlﬂl
Jnder the companles Act, 2013. in lisu of nrospectus is withdrawn

s statement in the Prospectus:
A prospectus constitutes the basis of the contract betwean he
- ~sany and the shareholders. A prospectus is an invitation 1 the public
. hsoribe to the shares or debentures of 2 company. As such 3
-+ actus must give a full, accurate and a fair picture of the state of affars
. ~ospectus of the company and 2 heavy resnonsibility rests or. those
<sue it The true nature ximemwy'swemmww.
it meansmatapmspecmegrmidstmﬂeverwingmrredtymd

accurately put at the same fime it chould not omit any raievan': facts. A
Hrocpecits must teil the truth. it must rot concez! any tacts.m cxr;m
i be disciosed. Thlsislomwnaﬁthegotdmmleasmmmmmme |
prospectus and was laid

ete. Co. V. Muggeridge- !
A prospecius containing faise,

tronchdent staterner of matenal factsor ,
\ : * of M aentin
as “m ;c)!emir.g Wlﬁ or mise M‘B‘m :

The term 'urfrue |
aloe ctatements put als? statement which

sciugl facts.

A
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misleading information. The persons responsible I?; Jre
and misleading prospectus will face the following ty,*

Liability for misstatement in prospectus

¥ ¥
Civil iiability Criminal liability
s 3
\J/ W 3

Against the Company Against the directors

1) Civil liability (Section 35): 1
In case, misleading prospectus amaunts to misrepresentali

the aggrieved party can repudiate the contract and claim refund of
money. Damages can also be ciaimed from the persons fou
juilty. Civil liability may be | £
1) against the company

2) against the directors, promoters and experts. 3 ,

temedies against the company: - ¢
The aggrieved party has the following remedies against the
omipany. th
i) Rescission of contract :

The person who purchased shares on the basis of the prospectus
ntaining misstatements can rescird the coniract. Where a proscacct
ntains misleading statements whether innocent or fraudulent, the contract
purchase shares becomes voidable at the option of the aggrieved party.

The right to rescind the contract is available if he proves (sl
owing: | |
i) Prospectus was issued on behalf of the company.

ii) Prospectus must be untrue. - gl

iii) Statement must be a material misrepresentz
v) The misrepresentation must have induced 18 §

» the shares and he must have relied on the statement in.



v) Misrepresentation A FORMAT KON U 7 e ==
i) Thathohu:akenm".”tb’dfmﬂndnotnﬂaw.
action promptly to rescind the contract.

Right to rescission of co
circumstances : ntract will be lost under the following

i) When
a shareholder fails to take any action within a

reasoa I o ctesiviris veomer
i shareho ment.
\der will not be entitled to exercise his right of

rescission a;ﬂ;:‘ the company goes into liquidation
iii) Whenthe :

the contract even aﬂarsh':lmm comes t Bt ey ey AN peev

') Dameges ik kel o know of the untrue statement.
- 'gf;escinding the shares the affected party can claim damages
?t? " e;s anmwh pany. If a material fact has been cmitted from a prospectus
: 18 ;-Fijsonm b :h?;hoﬁsed the issue of prospectus is punishable with
imp ich may extend to 2 years, or with fine which may extend
‘0 Rs.5,000 or with both. A
P In cases where misstatement in the prospectus amounts to freud,
injured p-arty is also entitled to sue the company for damages provided he
has rescinded the contract in time. This remedy is available even after the
company has gone into liquidation. He can not hoth retzin the shares and

get damages against the Cormpany.
The right to claim damages may be exercised either against the

company or against the directors or promoters or others who authorised 10

issue of a prospecius.
If the action is directed against the directo

subscriber need not rescind the contract.
if the action is directed against the company, the shareholder

must rescind the contract. He cannot sue the company for damages while
he remains @ shgrehddar.

2) Remedies against the Directors, Promoters and Experts:
Any person who has purchased shares or debantures on the faith
ntrue statement may sue:

of the prospectus containing the u ‘ :
iy Every director of the company at the time of issue of the

prospectus.
it)
proposed director:

rs or promacters, the
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’i‘s\"hr'amastrmefurur
hﬂmmmtomﬂeﬁwstatementammatm
- ound 1o believe and did up to the time of ailotment cf

de s, believe, that the statement was true.
wrllnutbeliableifhenanprwemat
fmstatamantwasvmmateﬂala
if) he had reasonable ground to believe and did believe upto the
«imonfpmspectusﬂmtme statement was true.

_.. erts are not liable for untrue statement in tha prospectus unless
n statement is incorrect.

M
g

riminal liability ( section 34):

- Where a prospectus contains any untrue statement every

 who authorised the issue of the prospectus is punishable wilh
dnment for a term which may extend to 2 years or with fin€
‘may extend to Rs.5,000 or with both.
: ~ Every person who authorises the issue of such
spectus shall be punishable with imprisonmert for a term which
inot be less than 6 months but which may extend to 10 years and
|be liable to fine which shall not be iess than the amount
ivea in the fraud, but which ray exiend to three times the
sunt involved in the fraud.

2if Prospectus : ( Section 31)

- The Comparies Act, 2000 has intrcduced the new concept of
elf prospectus by adding section 60A. Shelf Frospectus means 2
s issued by financial instituiion or bank for one or more issue of
surities or class of securities specified in that prospectus. The validity of
h prospectus shall not exceed one year from the date of opering of the
offer of securities. A sheif prospectus witr: the Registar at ths
3 of the first offer of securities included therie ahich shall indicate
pericd not exceeding cne year as the period of validity of such
sspecivs commencing frem the date of opening of first offer.
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~ aretheel scted mprasentahves of shareholders. Shgreholders are the real
ers of 2 company. They bear the highest risk. Sharehclders have the
mﬁshm profits of the company. They have limited liability. They are
entitied to receive dividend, benus shares and right shares. They have
voting rights. Shareholders have the right to control the affaars of the
company.
At the time of winding up of the company, equity sharel'mlders can
shara the surplus money if any after distribution of money to all liabilities.
' But they can not manage the busiress effectively due fo the
following reasons.
_ i) The number of shareholders ina company is very large and therefore
itis not possibie for all the: shareholders to pariicipate in the management

of the company.
' ity Shareholders are widely scattered. So, they can not come together

to formulate the policies of the company.
jii) The shareholders may iransfer their ownership of the company

“iv) All shareholders can not be expscted to manage the cnrn;ia*.w

a'facﬁwely and efficiently.
h-‘,,mv) Business secrats can not be maintained as the number of

eholders are large in numbers.

" Therefore, shareholders decided to entrust the management of the
~ compal qy to a small bodyknp»m as Board of directors. The persons through
, 'm company acts and by whom the business of the company is.

' arbkmwn as directors. Only individuals can beappolntadas
‘Natural persons can be app»ninted as directors. The p

‘h;:rr'l -5~




S e 3 ;'fft'he rhanagem_a'ht of affairs of a company .-
s directors. The directors of a company are collectively known.
3l féﬁ,’ﬁ,‘.‘,g';,,_ As per the Companies Act, the Board of Direcioyg,
0 v shall be entitled to exercise all such powers and to do all s

and things as the company is authorised to exercise and do. Diree

.  are the brains qf a company.

]
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_ .Directors - Meaning: .
| Directors are the persons elected by the shareholders to direg .
conduct, manage or supervise the affairs of the company. 1

p
The persons who are incharge of the management of the affairs °f3}.
company are called as directors. '

Director means a person who performs the duties of a director may
be called as a director irrespective of the name by which he is called. A

directorisa Person who is responsible for direction, control anqmgr_@gamm
_of the affairs of a compa ny.

As per section 2(34) of the Companies Act 2013, “director means a
director appointed to the Board of 3 company”. A director

I) must be an individual

| if) must have qualification shares
i) must be a person of sound mind.

Iv) must not have any disqualifications.
v) must obtain Director identification Number (biN)

Definition:

Sec. 2(13) defines a director as any person OCcupying the position of
director by whatever name called.

According to sec. 2(30) “A director is the off icer of the com pany”
According to Sec. 203 of the Companies A '

A €t,1956, any person, in
raccordance with whose directions or instructions, the Board Di

e company is accustomed fo act, shall be d_ee?n_ed to be director of

the
Vot —-\—-.‘_
- Adirector may be defined as a person having control over the direction,
- conduct, management. or superintendence of the affairs of a company,

' IL-: . _-| q




e _-i:r"a&anciaﬁonorﬁnncmbeap inted as a director
-5 ”. e by L fk*r‘?l'm‘.; :;I
|

ige oryformpaniestoensuramatdl” tors have been

or Identification Number (DIN) as required under Section 154
frssh appointment of any i indlviduai as dwedor can ndt be

n of Dlreetors.
' Companles Act imposes no share Qualification on the directors.

Aﬂicles prescribe the qualification shares as per sec. 270 of the
anies Act,1956. Sectien 270 provides that
mustbe disclosed in the prospectus.
- Each director must take his quallﬂcatton shares within 2 months
nal vaiua of meQua!iﬂcatiun shares must not axeead‘Rs :
vall.léof one share where it exceads Rs. 5,000.

mnnthelnctudedformis purpose. Fﬁ‘;
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" involving morai turpitude or otherwise, an

" ) A person who has < s el
imprisonment for not less than six months and a period of five years ha

' ' : tence. -
elapsed from the date of expiry of the sen \
e v} A person who has failed to pay calls for more than 6 months fron;ﬁ

the date fixed for the payment. A |
i) Aperson who has not been allotted Director Ideniification; Numper_

under section 154. :
‘ vi) A person who is disqualified for appointment as director by ag
~order of the Tribunal under sec. 203 on the ground of fraud or mésfeasanca

inrelation to the company.
viii) A person who is aiready a director of 2 pubiic company which
a) has not filed the annual accounts for any continuous period
of three financial years commericing on and afier the first day of April
1999. (or)
b)has failed o repay its deposit or interest thereon due date, redeem
its debentures on the date or pay dividend and Such failure continues for
one year or more.
ix)A private company may by its article provide for any
disqualifications for appointment as director in addition tc thosa specified
under section 164 (1) and (2). '

Number of Directorships (Section 165):
Section 165 of the Companies Act, 2013 prescribed the lirnits
1) indivi a dir ' gz

—at the same time inciuding alternate director. The maximum number of

public companies in which a m@nmapMnlm & ;
Jot exceed ten, & %storghail
2) The members of the company may specify by specia) resolution

any lesser riumber of companies in which & director of the Company may

act as directors. )
3 |

;been convicted by a court of any ofience, wheghy

ST T
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iy Sompany shall have atleast one director who has & .
'_ 2 for a total period of not less than 182 days in the previous cajgny|
~ vi)Every ptbiiclimi';ed company shall have at least one woman dire 1
nd independent directors shall abide by | 0

- The company a te
provisions specified in Schedule IV of the Companies Act [Section 149(3"1;

An independent director shall hold office for aterm up to fi,
consecutive years on the Board of Directors. He. is eligible fo
reappoinment on passing of a special resolution at the meeting of thy
company. Only for two consecutive terms, the independent director cay

be appointed.
The appointment of independent director shall be approved by

the company in general meeting [Section 152(2)].

&

5

Appointment of Directors :
Legal provisions relating to appointment of directors:
i) The person who is 1o be appointed-as @ director m
Director !dentification Number [Section 154].
ii) Every listed public company shall have a

fotal number of directors as independent directors.
iii) Every company shall have atleast one director who has stayed in

india for a total period of not less than 182 days in the previous calendar

ust have the

tleast one- third of the

iv) Every public imited company shall have atieast one woman director.
v) A listed company may have one director electsd by small
shareholders. 2
vi) A person who is appe :
the Registrar of Companies within 30 da
.152(5)]. | .
Directors may be appoin

inted as a director, has to give his ccnsent {0
ys of his appointment [Section

ted in any cne of the jollowing ways:

1) First Directors (Sec. 52): =
: the first directors of a company

if the Articles of Association p:g’nitS. o rmanlii
. : romoters a their names in the
are appointed by the pro! e esof the di oy

Articles. If the articles are not registered or if the na
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here is no provision in this respect, the subscriber of the
1 who are individuals become directors of the company. They
directors are duly appointed at the first annual g |
. = &
2) Subsequent directors - Appointment by company: "
~ Sec. 152 states the appointment of subsequent directors. The
shareholders are entitied to elect the subsequent directors at their meeting.
In the case of a public company or a private company which is deemed to
* pe a public company, two-third's of the directors must retire by rotation
 unless the articles provide for that [Section 152(6)]. This means that out
of the total number of directors only one third can hold permanent
directorships. However, the Articles may provide for the retirement of all
directors at every annual general meeting. In the case of a private
company, all directors can be permanent if the articles so provide.

At every subsequent annual general meeting, out of the total, two-thirds
directors are liable to retire. Directors who retire by rotation at every annual
general meeting shail be those who have been serving in the company for e
long duration than others. At the annual general meeting that directol
retires by rotation, and the company may fill the vacancy by appointing the
retiring director or some other person in his piace. The retiring director

shall be eligible for reelection.

Reappointrnent:
These vacancies must be filled up at the same meeting. If not th

meeting stands adjourned {ill the same. day in the next week. At tr
adioumned meeting also, if the vacancy is not filied up, the retiring directo
are deemed to have been reappointed at the adjourned meeting unless.
a) it is resolved not to fili the vacancy or
b) a resolution for his re-election is lost or
* ¢) he has expressed in writing his unwillingniess to continue or

5 d) he has incurred a disqualification

Al @antian 129 ie annlicahle to the case.
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and it cannot act tseyy

e as directors. The principle of Law o Ager ™l
this case, the directors are the agents of the com, Ml
< e -g;mpaﬂy and its directors is that of a prip. -

run the business on behalf of the shareholders . k |
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‘e termed as the agent of the company. |
X ‘_‘_ mzmﬂm the agents of .the- company when they %Z:
~ contracton behalf of the company. The directors are riot personaljy
" if they act within their powers. They should not make any Contragy
" their personal name. If they exceed the powers delegated to them they
~ bepersonally liable. |
- To bind the company, the directors must act in the name of g,
~ company and within the scope of their authority. If the directors entet ity
a contract which is beyond their powers but within the powers of the
company, the company may ratify it. :
Where the directors enter into a contract which is ultravires the
Company, the company cannot ratify it and neither the company nor the
directors are liable on it. However, the directors may be heid liable for
breach of implied warranty of authority.

according to the instructions of his princi Pal but the direct
instructed. They frame policies and make decision,

- 2) Directors as Trustees:
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Direct : s have been considered and treated as trustees.
1) of a company’s money and propsrty and

) aﬂhe powers entrusted to them. |

- Dire arauusteesofthecommnysmone ks
1k y and property
 they mbwndto deal with capital under their control as a trust. They must
e Iwmgood faith and exercise their powers in the interest of the company.

~ They have to refund to the company any of its money or property which
they have misused.

| Directors are trustees of the powers entrusted to ther in the sense
that they must exercise their powars honestly and in the interest of the
company and the shareholders and not in their own interest. Examples of

such powers:
i) Power to make a cal!

if) Power of receiving payment of call in advance

iii) The power of forfeiting shares

) The power of approving transfer of shares .

v) The power of employing the funds of the company.

it is to be noted that direciors occupy a fiduciary relationship only in
relation to the company and not in relation to an individual shareholder.
Directors are not trustees for any particular sharehoider.

The directors are not trustees. A Trustee is the legai awner of trust
property and contract in respect of it in his cwn name whersas a direcior
never enters into a contract for himself but for his principal. They are not
trustees of individual shareholders. Directors are not trustees in the legai

sense of the term.

3) Directors as Employees:
- The directors may be considered as the employees of the compariy

because they work under a special contract of service with the company

W are paid remuneration accordingly.
- Generally directors are not the employees of the comipany because

:ﬂW act according to the provisions of the Companies Act and no shareholder

oS M‘ljﬂruct them to act according to his will and pieasure. Moreover,
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&) Directors as Managing Paitners:

Directors are the elected representative of the shareholders. They

have been considered as managing partners because

|} They arz entrusted with management and control of the affairs f
the company. )

i) They are usually important shareholders of the company. '

They do all the proprietorial functions like allotling shiares, making
calis, forfeiting shaves etc.

From the above discussion, it is clear that directors are neithar the
agents nor the trustees, nor managing partners nor officers nor emplcyees
of the company but they stand in a fiduciary position towards the company
for the powers and company's properiy under their contrel, Directors are
reaily commercial men managing a frading concern for the benefit of
themselves and of all the sharehiolders init

REMCVAL OF DIRECTORS
Removal of directors is stated in Section 169 of the Companies
Act, 2013:

Removal by sharehclders .

Section 169 provides that a corpany may, by ordinary rasolution,
remaove a director from his office before the expiry of his period of office
All directors can be removed under Section 169 whether they are subje:-ct
to retirement crnot in 2 public company. However, shareholders can not
- remove the following directors. ' | -

i) Adirector appointed by Tribunal under Section 242

i) Adirecior of a private Company holding office for life on 1 April
1952, 54 ,

it} A director representing speciél interest.
W) Adirector slected by proportional representation under section



ntoth -mnummddirectorandthamamm R IS S
A Ve ncy created by the removal oi a director under this
ction 1 ay be filled by the appointment of another dlrectnr in his
Jace at the meeting at which he is removed.

P |

% _ - A direclor so ﬂpppmnted shail hoid office tl“ the data up to
which his predecessor would have held office if he had not been

mhm of director to make representatmn

i) The director conceimed may also make a represe
ira the company to circulate it among the merm bers.
i) The company shall state the fact of a represerntation having bﬁeﬂ
| mceived in the notice of the resclution given to its members and also send
~ acopyofthe representation to every member of the company, unless it is

wm jate for it to do so.
~_jii) If a copy of representation has not been sent, then the dII‘PCiO"'

mw require that the representation o be read out at the mesting.
;_,-' iv) The removed director may get compensation or samages far the

tion of his appointment.

ntation and

- .-1 .i:,r d 1
ing up of vacancy. . .
- i)Avacancy created by removal of a director may be fillad at the

e ,_::q. eatmg provided specnal notice of such intention has beer given

Mf the vacancy is netfilied at the same meeting, it may be tilled by

mlfitlsacasualvacancy
{ mmr\asbaenm

oved director shall notbe reappoiried
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i ' G ,3 d,,ecuy or indirectly interested y
P Mm es disqualified by an order of a court Orthe :E:;..
yre all the directors of a company vacate their off
the disqualifications stated as above, the Cenrg|
nment shail appoint the required number of diregtyy
mld ofﬁoe iill the directors are appointed by the somne
ﬂonm'ai meeting. .
pmate company may, by its Articles of Association , proy
inyother ground for the vacation of the office ofa drr ctor
X addition to the disqualifications stated in (1), 1
4 Hamson functions as a director when he knows that the
< '. Q dmctorhald by him has become vacant on account of
| edovedisqualification, he shall be punishabie withi imprisor
~ fora termwhicn May extend to one year or with fine whichs

£ helasathan one lakh rupees but which may extend "f |
-_ - N fupees or with both, :

ound e company may,
und for the mauon of

b

byits articles may speclfY .
the office of a directorin
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ww Create reserve out of pmﬂta

Resin tions on powers (nr) powers exercisable w:-th the mmnt

of the general meeting (Section 180): ) :
ﬁ“l‘le Board of directors must not exercise the following powers without

the consent of the company in general meeting. -

el '1b sell, lease or otherwise dispose of the whole, or substanﬂally

B ?whole, of ihe undertaking of the company.

! y'_ i) To remit or give time for repayment of any debt due to the company

- by adirector.

. ii)To invest, otherwise than in trust securities, the arnount of

wnpaensatlon received Ly the company in respect of the compulsory

mﬁﬂtion of any undertaking or property of the company.

- i) To borrow moneys where the moneys to be borrowed together with
L ﬁn’lﬁmys already borrowed by the company wil! exceed the aggregate

of the paid up capital of the company ard its free reserves.

]'1,'.1 " '{;:v} fo contribute to charitabls and other funds not directly relating to
- the business of the compary or the welfere of its employees, amounts
~ exceeding in any financial year Rs. 50,000 or 5% of the average net

L the three precadmg financial years, whichever is greater.

ore exercisabla with the consent of Central Governmant:

amendment fo any provision regarding appointment or
e nt of a managing or whole time director or non - rotataomi
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aes to appoinl alternate di -
ect to the provisions of A"hcleg‘

.-"N *'l .a shed
e rate of dividend to be declared SUbjed

the ﬁ ot audltors of the company and to fill any g

rectors must be obtained to ap
ndto mve:at in any shares and deben

.w,l q - , ctoi orManagera

) ABoard has to supervise control and direct the managingd
.ﬁ.,: arx f'l!lﬂlﬂgel {
"" biact to the provisions of this Act, a director of @ companysté
B ~ actin accordance with the articles of the company.
o _‘-’ - . directo of acompany <hall act for the benefit of the company®
& m she s, its empioyeﬁsandthecommunuy
v, m ofa company shall not assign his office and @0
| signment so made shall be void.

vi) ) Eve ry director should pay the application an
T; hefort e the commencement of business. .

_f' - Wmust obtain the qualifi ication shares: if sO "_' -4

i) =very director must disclose his share hoiding iri the '

. ?!9 dﬂﬁﬂ of directors are divided int¢ two.
; 2) general duties-

d allotment moﬂ..
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thia appul’nhne:nt ot whole hme dimctnr ératha sama mihat
ons relating to appointment of managing director. - f .E? l\l\

- section 196, oniy individual can be appointed asa rmmm

. no firm or body corporate or. asqacuaﬂan can be appumted as_

B
ger of a company.
' who is an undischarged insnivent or has at any time within

-t iprmeding fiva vears been adjusied an insolvent cafinct be appointed

‘ 3s Manager. »
. .‘"Et:_,-:l: g h ﬁ

invo | tu de an

Jny vigmo ral turpitude &

is convicted by an Indian Court for an oﬁence_"
d ventanoed fora pennd -:;f more than 8ix

ing Director or Whole Time

i cm 260, as amended by the Companies (Amendment) Act, 1388,
pr every public company having a paid up share capitat of Rs. &
_fﬁr more shall h'wa managing or wholetime direciar or manager.

Whole Time Director: -
nce with the cend'rtions
proval of the

NAUS wi'h%n 90 daw
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tment 48 In aceorda
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qr has at any time suspended payment toitsc :l_-;;j :
anytime made a composition with them (or)

at any time beer: convicted by a court of an offen
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_i.'_motappolm its managing diractor for 2 tem f, |
a ﬂma,"Tlns term may be extended by maKt

 year | ore the expiry of his torm. .
'ng ﬂ'ﬁ hrm of appointment does. "d
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‘hntwun a Managing Director and a Director:

Az nglng Director

Director

. ;1='i

App oint ent.
Heis appointed among themselves
and appointed either under an
@reement or resolution or uncer
| the provisions of M/A or AJA.

" ) .-L PB!'.‘Od

|  Themaximum period is 5 years.
| " Qualification:
‘He must be a director.

Maximum no. of companies:
| Hemaybe appointed in 1 Or
| 2 companies.

~ Powers:
He enjoys the substantial

- powers of management plus
~ powers of directors.

. Status:
b 7y He is the chief executive
| pany plus a director.

of the

O o L0 get 5% Of
= fqr gne such director

He is elected among the share-
holders in general meeting or

nominated by third parties o by
Central Government.

The maximum period is 3 years.

He must be an individual share-
hoilder.

He ray be appointed in
15 companies.

He enjoys the powers of
directors only.

He occupies the position of
agent, Managing partner,
trustees etc.

Heis antitled to get 1% of
Net profit if he is assisted by
di

profit if there is_| M
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5, No firm or body corporate can be appointed as asecretary.
ary should be able to perform the works of confidential nature.
. u my m"ksforﬂnoﬂmm SO oranomanmﬁm , .':.."'ﬁIl ol 2
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¥ II~’éﬁCﬁ?ﬂ 2(1) (c) of the Companies Secretaries Act, 1980
+Compz ecretary” means a person who is a member of the institute of
 company Secretaries of India constituted under the Act”.

- Secretary means any person who is performing the functicns of a
~ gecretary is known as Secretary.
~ Asper Section 2(45) of the Companies Act 1988, Secretary means a
'~ mpany Secretary and includes any other individual possessing the

presc bed Qualifications and appointed to perform the duties which may
pe performed by a Secretary under this Act and any other ministerial or
administrative duties. The above definition reveals ihat _
i)Only an individual may be appointed as a Company Secretary. No
firm or body Corporate can be appointed as Company Secretary.
iiy The Company Secretary should have requisite Qualification to be
prescribed by the Central Government. -
jil) The duties of the Secretary are ministerial or administrative and
not manageria’ ones. |
. As per section 383A, states that every companywith a paid up share
capital of rupees {wo crores or more is under an obligation io appoint a
whole time secretary. Only an individua! possessing the prescribed
| qualifications can be appointed as a secretary of @ company. No individual
" tan hold the office of secreiary in more than one such company.
- Adirecior may be appointed as secrefary in addition to his post as

~ director but where the Board of directors of @ company has only two
Members, neither of them can be appointed as secretary.

. comPANYAUDITOR ‘ o

 Company audit is conducted in accordance with tha provisions of the

Companies Act, 1956. Company audit is the only safeguard for the
Narch the enterprise being carriedonin a business in which

olders against ,
'being ;%sapplied or misappropriated. To conduct company audit, @




'-the company for an arnomi’“‘
“hasgivan aguarantee. o

e

nt unciar any of the a
shall notbe qualiﬁe-d_.
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Of a valid m“ﬂ“g': i S0 SELY
-Company meetings and meatj ; |

pe ﬂ wvened and duly Gnnstit:taa:jr..gs % Boerd] ghPiegiomgs ga
| n}:aetmg of sharehalders s to be valid whenitis properly
gonvened ar ega_ Y consiituted. The provisions of the Companies Act

pd the rules of a‘}rtlci 88 of Association are to be complied with.

" A“ meeting is said to be valid if the meeting is properly
pnvened and constituted. A meeting is said to be properly convenea

ien proper notice of the meeting is issued by a proper authority to ait
ISOns entitled to receive the notice. A meeting is said to be duly
ituied when there is proper person in the chair to preside over if, and
arequisite quorum of persons, entitled to atiend and vote at the meeting.

is prese .Any irregularity in the procedure followed for conven'ng
and conducting & meeting will invalidate the proceedings of that
meeting. Following are the requisites of a valid mesting:
The meeting must be duly convened by a proper authority.

—.-‘J. i | !
2) A proper notice must be served in the prescribed rmanner.

'3) A quorum must be present
4) Propei parson in the chair.
5) Proxy

6) Voiing and Poll

::;h ::;ﬁtial requisite of a valid meeting is that it should be
— per authority. A meeting must be called or convened
i b’: ’::t ity Otherwise, it will not be a valid meeting.

i :I~ .' J .. - ;

it

»

L
B
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ugh the medium of & SECretary. The iy,
of the shareholders by passing a resolutiop . ™
ha resolution to call a general meeting p, ol

Bl -'ﬁ&qulsmon of dlamhoh_'m-’ | _ | |
" On the requisition of shareholders, directors may conyeng the

eeting of shareholders within 45 days from the date of such requlgnﬁn' |
 The requisition must be deposited at the registered office of the compay,
'.Roq_tilsltinnlsts: [Section 100 (4)]

S ~ |f the Board fails to conduct extracrdinary general Meeting

=g N
.
-

. vithin 45 days from the date of deposit of requisition, then g
L rfmggs themselves may call the meeting within 3 months
3 ~ from the date of deposit of requisition.

| ::_: -r‘: . L] :

~ Bythe Tribunal:
e, Tha Tribunal has the power to convene extra ordinary general
meeling of ﬂ':e company. The Tribunal may order a meeting of the
. hmmmmm;h: :; is own motionlor on the application of any direcior of
i e comp ymember entitled to vote at that meeting.

Ply with the provisions of e

Pany. The chairman of the Boat
eeting;

T icles of a con
Powerfo convene the Boauu:m




convene ’bY a Pmper notice issued 'ﬁy’thé‘*p '
mat the notice convening the meeting must be p e ]

_red according 10 the Act. A generai meeting can be attended bY
" a} nembers and hence they are all entitied to a notice of everr

 meeting.

e ral rules:
") Thenature of meeting
F: ) The notice may take any reasonable form
: ﬁ) The notice must specify the date, time and place of

l.
b

i

.J

i i) The notice must state the nature of business to be transacted
= at the meeting.

" ) The length of notice must be according to rules prescribed
Ir;the Companies Act and the Articles of Association or a
easonable notice. As per section 101 (1) of the Companies Acl
2013, the length of the notice of a general meeting is 21 days. The
period of 21 days is calculated from the date of receipt of the notice.
lexcludes the day of service of the notice and the day on, which the.

meeting isto be held.
2 As regards Board meetings, the Articles usually prescribe

e length of notice required or the Board may frameits own rules in
hisrespect, If the Articles are silent, the length of notice should be

able. Notice must be sert to every director.
) "9 The notice must be served inthe manner prescribed in the

M) The notice must be served to all members who are

toreceive it.
'3_._.' In General, issue of a notica is obligatory. But where meetings
'Xed to be held on a specified day of each week or month.

"uu. form of réminders only.



rmt Iasa than seven days__..
to or remains absent due to want,

pmaeting may be senfed on any member

-Hi it by post to him to his regisiered addrm
___' to give nofice to a snngle member may ln\falldatg e
h'#" .
* naad not be given for holding an adjourned me fing
otice of Hm adjourned meeting must be given if the angﬂ
| '..f.f. ourned sine die or was adjourned for 30 days or mqmg
lﬂ be discussed.

Quorum is derived from Latin word. Q onum

n ) number of members who must be sy

ute a eﬁng and transact business at the meetind

1 me a,—f;@rtaln numbarm mernberqwhose 'j

ed at a meeting without a Quor --"E'"

enera Y fixed by ihe Adicies. _1 -;.

G ‘a Quorum is to avdd
ay,ﬂmlnndty whick: g,q

~._14¢,

- ul,.t *a‘*' ﬂr



o calcu aﬁnghuwm, following palntsafatgt;; ?" e
OXY not{ﬁbemunted o Wy g TRy
;_.; aholdersassinglemember Wﬂ"
sresentative as members W RS TCWTE
_ member can riot constitute a meeting. “
g quorum is not present within half an hour
for holding the meeting of the company S
‘)tha meeting shall stand acjourned to the same day in the next
» same time and place, or to such other date and such other

A ane place as the Board may determine of
- ) the meeting stands cancelied, if called by 100 requnslt:omsts

_ ion 100.

&
a

from the time

basa of the adjourned meeting if there is any change of day
or place of meeting, 2 company shall give not less than three

atice to the members either individually or by publishing an

‘ went in the newspapers which is in circulation at the place

ragistemu office of the company is situated. If at the adjourned
also if the quorum is not present within half an hour, the

prasént shail be a quorum.

or a Board Mesting:
the Quorum for the Board mesting is not prescribed by

tic f" the diractors themselves may prescribs the Quorum. In
ol any provisions relating 1o Quorum, Section 174

that Quorum. As pef Section 174,
A - ite total strenath minus-any vacancies, (or) v-\;ﬁ



B e P R

o or of interes .
' j_'n-,f the Board of Di'ractom‘,-zﬂg_.
wes than two, shall be the quorum during syep, ;=g
o the meeting of the Board of Directors coyjg ot

snt of quorum, then the meeting shall automaticayy ¢ ¥

#H: é': to the same day at the same time and place in f'”--,-t
week. If that day isa nationat holiday, then the adjourned mesting ;?
 be held on the succeeding day. L
! TR : .

a:' { ~,:-" orlegal provisions: |

e = i) For the purpose of ascertaining Quorum only membw
I

. .'_ll}_._- }

N s
"’mm in person are to be counted. Proxies should not g
R gl)_ In case of company, which is a member of anothe
o' company, authcrises a person by a resolution to  act gs i
 representative at a meeting of the latter company, then such g
present in person,

. -1_ - person shall be deemed to be 2 member
If . lii) Where the President of India or 'the Governor of a Stae
pany and appoints a person to ad &

I/ hoids shares in a com
i _his representative at meeting of that company, then such persat



b Bm Of thﬂmm 'ﬂpﬂ'l? m

shall mnstitute the meeting. paw P"Wm in person or

ﬁﬂadjozrng:: ?‘I_‘.al :“ eeting is adjourned for lack of Quorum
eeting only one

stitute the maatlng y one member is present in parson

’!

auences of Incomplete Quorum:
A meeting without Quorum is invalid. Following are the
0ONSE uences of incomplete Quorum:

~ i) The meeting shall stand cancened if it was called upon by the

requisition of the members.
i) The mesting shail stand a:ijourned fo the same day in the

next week at the same time and place.
~ jii) If the same day of the next week happens

10 be a public

4 i iy
Bl h
THHIE B
Jet ',

a) In case of AGM, the mesting can be adjourned to any

other day, time and place as the Board may determine. |
. p) AlitheGeneral Meatings other than AGM can be adjoumed

blic holiday. But the AGM can be adjourned

'l

8¥ento a day which i< a P
" 'T .. a working day.

. per person In the Chair (Sec. 104)
The sucoassful conduct of any meeting is largely depend upon
8 bersonality of tha chairman. He isthe chief authority in the meeting.

e is | qj Pres_ iding Officer of the meeting. A Chairman of a meeting is

who presides 0ver the meeting. A Chairman is necessary to

a meeting. Chairman is the persen who

: prooaﬂd Ngs at
gnal,ed or elected to presite over and oonduat tm 8
,![5 3:1 ."‘ +
, r s |.} .lLir 2 h\"_.; ““‘__] -'_::; ‘L v




"'ofa medng and dedare the rule d
roce mgsaf the meeting




.;,-m- ﬂﬁ:;rman has the pm ;;; - .-
nces. o
m . e.g. When the number of m
.,-_ corcise a casting vote ~ ;
T 2 Chairman has the right to caste a sacnnd vote tu m
. he Articles of a company usually confer this rlght on tha :: |l

of a Company Meeting.

1 l'lg
v if opinion is divided on a motion, the Chairman has a right
motion to vote

Jin the sense of the meeting by puiting the

d declare the results thereof.
he meeting:

d date the proceedings

?n sign and daie the procsedings of ¢

The chairnizn has the power 10 sign an
“' ted at the meeting.

nfChaurman
: roﬂomng are
i Ths Chairman
" { of the company
 He has to see
" B accnrd!ng to rules.
n Whether propel notice i
Whether the rules as
- un Whether er his own a appoint
3) He must ensure that the P oceedings al the ©
gnd ragulaﬂy conducted. o 8
ﬂpty of the Chairman. to |
“ J “:ih" N i

“il_ii) SRy el o

the duties of a Gha-.rrnan
must act at all 'umes bonefide and in the

as a whele.

that the proceedings of the meeting are

- .-l- — .
‘- i ‘u‘> | _-| Lo "
i .

e g, : _ .
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as voting by acclamation. This mapplng_ of hands, itis

. there is a sharp difference of o

meeting express their o :" 5

ethod should not be
pinion among members
.;'-":- e vote: ' - T i e ""!

This method of voting isalso adopted when there is perfect
nimity on a motion.
y Show of Hands:

According to this method, the Chairman calls upon those in
and those against the motion to indicate their opinion inturn
sing hands. The Chairman of the meeting counts the votes

our and against the motion, and then announces the result of

) : Jnder this method each member has one vote. But proxies
stallowed to vote under this method.

Jy Standing Vote: :

" Under this method, Members infavour of and those against
otio _' -stand up in their seats. The Chairman or s?a-egary
_.;T:'-,_'l:::: number of members standing up for and agam?:; m _

IR ively and then declares the result on the basis .

k2 ~

. -




a. :'?fsusad far aII potitieal '
able under the following cire o |
undar consideration.is very im orts ;

h a sharp difference of opinion, |
mwo that voters should be given an “

at ﬁ oir votes secretly. | ; '*“

J 5: '] p}],li Al
Fo uompanl‘es are not required to transact buslmghy U
o J- L

& g

'-1

4 =_ )Omi_ person company

23 Compames having members upto 200. i

- .
.

l: *-'-; E,

‘ k “ Ths wm:f ‘Agenda’ Ilteralfy means things to be done or the
rogra maar the list of the items of business io be t ‘ansacted at the
meeting. . The agenda sets out the order in which the various itsmsof
ausin ss shall be considered at a meeting. But the sequence maybé’l
cha ‘ wiﬂ'n the approval of the members, if necessary. Ithelps
ftom atic transaction of business at the meeting without omisswﬁ
=anyitems of importance. It should be circylated amongst the membes
w.,w. t ﬂlfnohceofthameetmq o
s the ‘
pit 4% mn::?g ttr': mm ierepa agenda in consultati

".-_.!

F
“\-l-
e -

. =t

e ket fq-maezﬁteh:f the chairman is usually prepa’®

Agerda Paper’, lea\'"'ﬂ' 2N
# uj# ﬁido S0 that the chairman and the se
=t €achitem of 1h eagenda. ""i‘:

"
J W !!. - y - e R ’
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nute

ned




i mcording events or items or business which requim
slution called Minutes of narration. £.9: counting the
preaant recording of facts like calling the meetmg to gmw_

¢t mn notice was read etc.
‘ .,_r:

of resolution: At

| i__a recording formal resolution are referred to as mmutasd
_M, olution or minutes of decision. These may or may not be acoumm

| «a%.f &F statement indicating the names of the mover and seconder. -

I‘k  Legal requirsments: ' _,;._fl[j

‘E‘mﬁan 118(1) of the C 3
| gl , ﬂmpaﬂies Act 2073 dez s - ; h”
pro , ns relating to minutes <013 deais with the legi '.

®P minutes of the proceedings °f
within 30 days of avery

ng. Section 118(1)

In 3
o utesofeach meeting shall contain a fair and corredt.

°f the Pmceedings thereat, '8

. o 3( _]'. e Minutes of board meetings must
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SPECIMEN NOTICE OF ANNUAL GENERAL MEETING

;T'?‘-" XYZ COMPANY LIMITED

lllllllllllllllllllllllllllll

E OF THE FOURTHANNUAL GENERAL MEETING

l!!
¥ f* Dated .......... 20 ... l
o ce 8 is hereby given that the Fourth Arnual General Meettngo:r
m of .......... Company will be heid on ........... , the ...
...... P.M. at the Registered Office of the mmpany for

rpos of transacting the following business:
R 1 Tn receivs, cons;der and adopt the Annuai Accounts for the

. i ?D E .. together with the Report of the

To Mara a Dw:aénd | 1
~ = 10 appoint a Director in place of Mr. X who retiies by I‘Utﬂ’“”"*
"d being elig:ble offers himse!f for reappointment.
ﬁ Director in Elace of Mr. Y who retlre% by r Omt'm'*
[ offars himself for feappointment.
oint Auditors and to fix their remuneration.

ing Auditors, Messrs. AB & Co, baang eligible offer theinse

.I.iT-' +

.I
B |
rJ‘
.

By ordarofthe Boar
FﬁrXYZCom n »1

o P \ - ot

ﬁh"_"_‘. ak™ ¥
. : .



g Breb th" 'that the TWW First Annual General Meatmgof wed
reholders rs of the Company will be held on Friday, 21st August
,.1 00 a.m. at the Registereg Office of the Company for tha_.
e of transacting the following business:

To receive, consider and adopt the Annual Accounts for the

X ded 31 March 2016, together with the Repcrts of the Directors
uditors thereon.

ef To declare a dividend.
3. To appoint a Director in place of Mr Arun who retires by
tior ,and being eligible offers himself for re-appointment.
L4 Tu appoint a Director in place of Mr X who retires by rotation,and
eligible oifers himself for re-appointment.
1 %v To appoint Auditors and to fix their rerauneration. The rettr*ng
- -_', Me%rs SMM & Co., being eligible, offer themselves for reap-
. By order of the Board

For VME & Company Limited
| Sd/-

Secretary

FORM OF PROXY
MS & COMPANY LIMITED - ]
Registered Office: | ¥
06, Crompet, CHENNAI - 11 3o
- PROXY FORM PR
e nthe distristof _______being amemb
ﬁﬂmﬂd mmpﬂﬂ!f hafet'-‘v apmlnt __&dal

g
%.‘
é



~ For Official Use
ed on ——--- Signature verified
Secretary

ﬂr :f ») FOR THEANNUAL GENERAL MEETING
or use by the Chairmai)

ANNUAL GENERAL MEETING GF
. . ON__AT.Russ

=14
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x 'MEETINGS |
m R
‘defined as any gat

“r"mﬁi.‘.

wbl gon concern. The Oxford Dictionary defines a m:
y of number of people for entertainment, dlswsdoh orthe

.1
i"l

pﬂn}f may be defined as assembly of peOplefnra lawful pum
_ ming together of atleast two persons for the some reason.

'- pany meeting is one in which the affairs of a company are
‘esad. Acompany meeling may be definedasa concurrence of coming
.r of atleast a quorum of members in order {0 transact either the
s or special business of the company. A company must also hold

s for |ts proper functioning.

teatures of a Company Meeting:
'_ ; . _Followlng are the features of a compan
. 1) Twoor more persons
| 2) gawful Assembly
3) Previous notice
'\ 4) To transact a business

y meeting:

& must be two or more persons.

To constitute @ valld meeting, ther
ide for alarge number to constitute a valid guorum.

rcumslances where on

- where one person held all the s
‘ to con stltute ava

- :. "-' m-n e by ¢ "‘:."".. ’ ]
Wo or more persons for the transaction of some | .- '*?

| i.

e person can constitute

harasof particular class, that
lid meeting of that class of




_ m meeting must be to transact a bu
he considerad as a meeting

"'bf'ﬁ company may be class;f:sad as follows.
Meeting of a Company

¥ ol
"

- B

Dr‘rac!‘or’s Credi!ors!'and

Meetings debeniureholders
’ Meetings

| | ] |
, ' Cmmeae |
- Meetings

|

Class
Mectings

Durﬁng the w'.'
i i B

"'hi"‘l’?.ﬁt s

}-:'



:ﬂnaeﬂl‘\QSchmdlwm g5 I "_ v ws

eetings of contributori . ﬂ ,m.
o) e t.:r-'..ﬂ—.:

rehe ﬂars Mesting : sonme“"ﬂm"m’f ey

also known as member's R

meeti e

-_f:a as follows. kil Mernber‘s maeﬁngs o -::: .> .

) Statulory Meeting ES TN

Annual General Maeting

Extraordmaw Meeting

- Class Meatings

tyMeetmg

" This is the first meeting of the sh

ba conducted after the commenaement
+f a company. Usuaily. the statutory m

dunng the lifelime ¢
icial general meeting of the company. Private com

adi to hold this meeting.

;-!3..5
L 1\* "_

areholdaisof a pubhc company.
of business. !t is held only

meeting is the
panies are not

: -Limit: ~
1o be held withia @ period of not i8se

- Statutory meeting s
m— 9 month and within Six months from the Jdate o which the
c-ommenc‘e business, A sta!mnw repor! ng

i is entitlad to

‘“‘5 Private confaW
".1 CQmp any ii!ﬂﬁ@d by gu&"&'\tﬁe

i) “Unlirmt@d [iatility company.

r.: e |
l'| e 2 i
Rt o
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- Objects and purposes of the meeting:
.~ i) The main purpose of the meeting is to enable the Members
~ toknow the financial position and prospects of the company,
~.i e ii) To enable the shareholders to discuss matters relating to
 the formation of the company. . S
i) To know the results of the company’s appeal for
public subscriptions to its share capital.
X ¥ To get an idea of the assets and properties acquired or to
- be acquired by the company.
~ VM) To approve the modification of the terms of any contract
- named in the prospectus.
- Professor Palmer has defined the importance of statutory meefing
in the following words: The object of the statutory meeting is to put the

:-sha_reholders of the company at as early as possibie. in possession of all
j the important facts relating to the new com pany.

" Legal provisions regarding the statutory meetiﬁg: {Sec. 165)

i .;_f,’tg'_No'ti:ca of the meeting must be given to
) every member of the company,

~ legal representative of g deceased member. F
Wl il : il




Preilmlnary expenses
ertr _noftha Repoﬁ
jling .ufthe Report
tters that can be discussed
umment of the Statutory Meeting
" uences of Default

Ropnrt. * s
A Report, which is sent along with the notice of the

'3if;,:;- meetlng, to all the members of the Company»is Known as
ry F Trusrepoﬁlstobepreparadasmrm;:mvistons
v panies Act 1956. This report must be forwarded atieast 21

» the date of the meeting.

of the Smtutory Report: :
Tho Companies Act provides that the Statutory Report

the following particuiars:
total number of shares allotted, distinguishing those

r pardy paid up otherwisn than in cash and stating
amni towhich they are sq



e A date within 7 days of the report.

W) An
the Quhpany
the V) the names, addresses and occupations of ‘N

Company and of its auditors.

M the particulars of any contract which i5 to be sut

meeting for its approval and its modifications effected or propeg,,
if any, ¢ }_ﬂ_ . *

Vi) the extent to which underwriting contracts, If any hﬂofm:-"

Carriad out and the reasons therefor. by

Vi) the arrears due on calls from directors, managmm
l'!'manager il

Viii) the particulars of any commission or brokerages Pﬂdmh
be paid in connection with the issue or saie of shares tomy |
director, managing director or manager. B

The .statutory report must be signed by at hﬁa\m _
directors of the company. One of these directors must h I._;
managing director. The certified copy of the Statutory report mlh;ﬂ
filed with the Registrar of Companies for registration, .

If default is made in complying with the provisions of
165, of the Companies Act 1956,every director or any other oil'lpi'
the company who isindefault is punishable with fine wh 1’1%
extend to Rs 5,000. Qe

G~

< eV e, B
account or esiimate of the prelimmmy ﬁ" s

)
i

(':ertif'catlon of Report.

than two directors; one of whom shal! be he managing di
any. The auditors of the company then shall certify it aﬁ C
regarding the shares allotted. cash received in respea
chares and receipts and payments of the cermpany.

Rights of shareholders at the Statutory Meeting:
Foliowing are the rights that can be ox
Statutory Meeting: o wd
1) nght to discuss the Staluto:-y report

2) Right to adjoun the Meating.




‘L__J-

oo BRI o Mt 5 TR i
g right to appeal to the Court. W i o

P‘“‘ general M“BJ::G- 98: =
meeting is reganded asﬂwmkmmdﬂmpw

I
|

e

F“ﬂ i heid once in a year. Annual General Meating i

: . 1 ! sthe '

4 M@tobe heldatﬂwenddavaeafrhaddﬂiont:lxlm
2GS- itis held‘to enable the members to discuss the affairs of the
Mwmmsdmmm.dmwmamm
mmduﬁsmaaﬁng is to give full information to memobers of progress
ﬁwmmpanydmingmeyear. The holding of the annual meeting
sa statutory requirement which must be complied with. All Companies
< hold annua! General Mseling.

Objects of PUrpCses: 3 A Al
Following are the objects for which annual general meeting

st be held: e
1) To consider and approve the annua! accounts and Balance
sheet and the auditur's REW“ thereon. ;‘;7,:;'5:;';3 il TA" -
3 To consider and approve the Annual Reports of the Directors.
3 To declare dividend, if any. e

. | a controi €
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enables to protect the interest of {
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2 s to review the perfoMaT™

C e A e ,
1‘:-.4;‘:"— "

g i P e
W“MWE\N hareht
%mmm















g AT s 199 CUMPFANY ORGA.HBA_M.
- 1) Election of Chairman of the Meeting. s,
s 2) Appdnunauofa.aimmufmammacﬁmamm
' 3) Appointment of the Managing director. :
4) Appointment of the Secretary. A
5) Appointment of the bankers.
6) Appointment of the auditors.
7) Fixing a Quorum for the Board meeting.
8) Approval of Common seal of the company.
9) Application to stock exchanges for listing of shares,
- 10) Fixation of date of next meeting.
Resolution by circulation ( Section 175):
Generally, decisions are taken by directors by passing resolutions
On matiers presented before them for consideration. A resolution may be
Passed either at a meeting of the Board or by circulation. If itis not possible
to hold a Board Meeting, the Board may pass a resolution by circulation,
For a resolution to be passed by circulation, it must be circulated in draft,
together with the necessary Papersto il directors entitled to receive notice |
of a meeting and must be approved by a majority of them. L
Where not Iess than one-third of the total number of directorsof
the company for the time being require that any resolution under circulation
~ must be decided at 3 meeting, the chairperson shali put the resolution to

- bedecided at a meeting of the Board. :
T 1'.#. . : | : *‘-’i’ “
1 Resolution ns at Meetings only: - T 0 i |
ving gym of resolutions passed at a meeting of the
- _ ﬁf‘- s
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{ & Board meeting In consultation with the
ting contains

I ,.uﬂhl‘
| ’,,i. . of Direciors, The agenda of first Board mee
(nportant itoms as this meeting has 10
ng il of |
~onduct of the company's business. The age
gs includes “ome routine ilems of recur”

o m aetin

s0OMe gpecial tems which v

jiry

| A9

in committees and

oo meetings of Board:
committees should

(he Board of Direclors may form certa
wgates 80ME of its powers 10 them. These

L”ndﬂ”

the board may delegate

egulation 77 of) Table A provides that
ch member Of members

ittees consisting of su
formed may consists of @

ngpHﬂ%
(R

any of IS powers 10 comm

of its body @s it thinks fit. The commitiee sO

t a commitiee may electa

single direclor.
Rogulation 78 of Table A provides tha
chairan of ite meetings. if N0 such chairman is elected or if at any
meeting the chairman is not present within five minutes of the time fixed
for the meeting, the members present Mmay choose one of their members
o be chairman of the meeting.
Regulation 79 of Teble A further provides that a committee may
meet and adjourn as it thinks proper
~ Committees be by
1) Permanent committees
5 2) Adhoc Committees .
;éf,? =
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- Permanent Commitiees:

Thess commitiees sre also known as standing q'-‘\
These commitiees do all the routine matters. e.g -
tornmities, Works Commitiee.

Adhoc Committees’ e,
Adhoc commitiees are formed to transact some Speciy
works, Thess committees do some special works. To m.‘
special business Adhoc committee meetings are held.
These committees must act according to the mm
1o them and submit their report to the Board.
First Board Meeting: _—
The first meeting of Board of Directors is held just “
- incorporation of the company, This meeting has much importance
Ind needs special attention. Because many important matters are o
gecided only at the first Board meeting. For example, Chaiman
lonrdand the company has to be elected, Auditors, Bankers
inaging director of the company are appointed at the meeting.
company prospectus is to be m-ﬂ
' Board meeting. e

|

o
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cimen Agenda of subsequent COMPANY MEETINGS
Board Meeting:

AL )
| "7 10 read and approve the
B : mi
[ o consider applications for md the last Board meeting.
To IconSIder trading returns for th:rQOf shares.
., Fixing the date of the next Board M uarter ended ... 2006.
" any other business with the Dﬁmiw?nﬁ:?'m x
IT.

| 4t Committee (Sec 177):
1) The Board of Directors i
) of ev
itute an Audit Committee. i dico ey
2 L F:e; aﬂ:jud!t Committee shall consist of a minimum of three
ectors with in .epandel_'lt directors forming a majority. Majority of
- hers of Audit Committee including its chairperson shall be persons

+ ability to read and understand the financial statement.
existing immediately

1) Every Audit Commitiee of a company
in one year of such

‘ore the commencement of this Act shall with

~-mencement, be reconstituted in accordance with sub-section.
or the comments of the

4) TheAudit Committee may call f
ditors about the internal control systems, the scope of audit,
ncluding the observations of the auditors and review of financial

ey managerial
eetings of the Audil
shall not have the

statement.

5) The auditors of a company and the k
personnel shall have a right to be heard in the
Committee when it considers the auditor's report but
right to vote. '

6) Every Jisted company shall 05_13’-"“531
Joyees 0 report genuine con

B
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iy Functions of Audit Commitie :
\ !,'f" i)t recomimen for appoinement, 1 remureratior and iemsof
mﬁrﬂmdmtorldﬂwcrxnpmw
'- B)wrraviuwmdmormm auditon's indepencencence ang
pufmnmamuﬂmmdmﬂt;x .
m)mmmdﬁwfmm and audtors report

thareor,. '
w)mwweuwmmoﬁmdtmdh

oornpar;uemrelatodparues
v) to scrutinise nntaomwa:ﬁmwmeﬂmm
vi) valuation of Undertakings or assets of the comzany, , whenever

it is necessary.
vil ) evaluation of intemal firancial contents and rick management

syslems,
viil) monitoring the end use of funds raised througn pubiic offers

and related matiers.

Meotings of Creditors and Debentureholders:
The meetings of credimﬁeheidbymmderdmtm

wectings of creditors may be hed for the purposes of securng

uppaineﬂecﬁrgmw:mdmmmorm
ﬁmooirwmon mmmamwl
d mewrmaymmmwﬁ




_ stitute the company as a COMpany are the
A member is one of the i te .Ontily.
wred on the register of mmpﬂw S owners whose name has been

As per Section 41 of
‘members., e Companies Act, there are three classes
1

Ihe WNOS0
mpany e have subscribed to the members of the

| .. Every other person who has agreed in writing to become a member
e company and whose name has been entered in the Register of

embers,

“ [-very person holding equity shara capital and vhose names are
«.orded as beneficial owner in the depository records are consicerad
- member of the concerned company.

A shareholder is 2 person who buys and holds shares in a company
raving a ehare capital. They become a member once their name is entered
on the register of members. In case of companies limited by guarantee
1o rut have a share capital and their members are not shareholiders.

J the Companies Act 2013, name of all

As per Section 88 of Fa _

will be entered in the Register of members. All
preference shareholders T
are considered as membersin pany.
he: preference shareholders , b ecs Wil
name i entered in the register of mem
Becauso all person whose

be considered as member.
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F Differences between a shareholder and a member: Aum-m"
' 1. Meaning :
A member is a person whose name is entered in the registe,
members of a company whereas a shareholder is a person wh 0“:
the shares of a company.
2. Share warrant:
: The holder of a share warrant is not a member whereas the holde,
ofa shuna warrant is a shareholder.

_ : '_ '"RMoldarisamemberavenmoughmm
l.m"‘“ e

-p L
i""\ .'L" d_-. ¥ —-

Ambhpm %hm«mﬂmdw

Who can become a member?
; As per Sec.11 of the Indian
- competen t to contract may becorna a member

fia._':f. p
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9 !ﬂw,‘veﬂt
an insolvent can becom
ea
member of a company and is entitied

t the meetings of
. e pany as long as his name appea’s In

{0 yoté e
" egister of members.
j L -
| natic can
Al not become a member of the company.

A partnershlp firrn'may hold shares in a company in the individual
¢ partners as joint holders. But shares can not be issued in the

ames @
ame of the firm, as it is not a legal person in the eyes of 1aw.
¢ Fomfgﬂ&fs:
A foreigner may become a member of
t any time he becomes an alien enemy,

are suspended.
er Oorr,paﬂy in ite

ered in

a company regist
per of

his rights 25 2 mer

~dia. A

6. Compaf’}' :
A company can become (N
ame if its own name if its Articles |
ea mernberof itself. ThAL "
is, @ subsidiany

own N
Ammpanyw
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~ shares and the transfer is recorded by the company in the rogm., ol
members.
4. By transmission:

If a person gets shares by way of transmission is recorded by the
company in the registar of membaers, then he becomes a member of the
company. Here, instrument of transfer is not necessary.

5. Membership by qualification shares:

If a person agrees to take tha qualification shares of the company
and pay for it then he becomes a member of the company. When 3
~ person agrees to become a director, of a company then he is deemed ty
- have accepted to becorne a member of that company. As per the

. companies Act, if a person agrees to become a director of a public
? any, then should take atieast one share before his appomhm
3 is known as qualification shares.
Bene { ownership:
becornes the beneficial owner of shares, then can I:o
) ""—' ember of the company. His name is registered in the record
" 1 1en he is deemed to be a member of the company,

- ---
D

ay not be the shareholders whereas all shareholders
red in the register of members are the members of

i - d"' ..

- -

. It
tember of a company f e owns he
momborlu
hhm.in



/. Actof the Partigg. ““EEMH[..“
A member MPANY
any one Or more of Cease to

i fol m :
) When he tranes 'owing Ways TPership of o Company, in

. g ers
W . faoﬁ:m AN0ther pers
' 'Pany Sells h; Yment of
Articles of Aggo; his sha calls,
iv) Wh ation, SOme provi;
; :f) ; en a member rescing SIoNs in jts
Jlotment. "3lion in the progpecqug o onthe gy e on th
v) When redeem ground of irregular
vi) When a me abfe Preference shares are redeemed
~ent Mber Surrender his shar
cepted @S and the surrender is

-

2. Operation of Law:
Membership of a member in a company is terminaled by the
operation of law under the following circumstances.

i) When a person becomes insolvent, his membership in 2 company
s terminated by way of removing the name of the insolvent from the
Register of members of the company. 5 2y

ii) When the shares are sold in execution of a decree of a Tribunal.

iii) When a company is wound up the membership ofa me;?be; :
terminated from the company. Buthe s liable as contributory and s

antitled to share in the surpius assets, if any.

Rights of me";b:fﬁembers are stated in the Companies Act and inthe
The righ iolas of Association.

company’s Mem
The members of

owners of the Gﬂmpa";f

to manage the affairs

: ' the
i ral rights. They aré
a company enjoy seve geoardof Directors

itht to appoint
They have thﬂ_:]'?eir rights canbe grouped under




the following three heads:
1) Statutory rights
2) Documentary rights
3) Legal rights

1) Statutory rights:
Statutory rights are the rights which are conferred upon the

members by the Companies Act. These rights can not be taken away by
the Articles of Association or Memorandum of Association. Some of thg
statutory rights are listed below.

i) Right to obtain copies of Memorandum and the Articles of

Association on request and payment of fees.
ii) Right to receive notice of meetings, attend, to take part in the

discussion and vote at the meetings.
iii) In case of public company, right to transfer the shares.
iv) Right to receive copies of annual return.
v) Right to inspect the register of members and register of

debentureholder.
vi) Right to participate in appointment of directors and auditors of

the company in the annual general meeting.
vii) Right to demand a poll or join in demand for a poll

viii) Right to appoint proxy and inspect proxy register.

ix) Right to appoint a representative to attend and vote at general
meetings on its behalf.

x) Right to receive dividend when declared.

xi) Right to make an application to the Tribunal for ordering an
investigation into the affairs of the company.

xii) Right to apply to the court for winding up of the company.

xiii) Right to apply to the National company Law Tribunal for relief

in case of oppression and mismanagement under section 397 and 398

xiv) Right to share in surpius on winding up.

xv) Right to information

xvi) Shareholders preemption rights.

A member has the statutory right to
company dacuments.

obtain a copy of the following



) Documentary Rights:

In addition to the statuto
+ohts which can be conferred Lp'gnﬂuﬂ:m ﬂ.ﬂﬂwwm dar; fyﬂ::‘ documentary
memorandum

. association and the articles of association

3) Legal rights:
Legal rights are the rights wh :
seneral law. g ich are given to the members by the

Liability of members:
The liability of members of a company depends on the nature of

the company.

Cempany Limited by sharés:
The liability of the shareholders is limited to the unpaid amount on

the shares in respect of which he is a member.

Company Limited by guarantee:
bute the amount guarantee by him

Each member is liable to contri
f the winding up of the company.

to be paid in the event o

Company withu o .
Theliaﬁlityofmmwsﬁexwﬂedmfullforadmdebtsconmm

by the company during the period he was a member.

Duties of members: .
i) ltismedutyofamﬂmm”opavﬂwmoneyformeummd

am of M.hald py him. : B
ou?:) In case of companies limited by guarantee, it IS the duty of a
member to pay the amount due for the amount of guarantee given by the

w o e N . _
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_ iif) In case of companies with unlimited, liabilities, members 5
liable to pay all of its debts if it is wound up. i

Register and index of members:
1. As per Sec 88 of the Companies Act, every company shall
and maintain the following registers as may be prescribed namely
a) Register of members indicating separately for each clasg of
equity and preference shares held by each member residing in or
outside india.
b) Register of debentureholders and

c) Register of any other security holders.
2. Every register maintained includes an index of names included

therein.

3. If the Articles of Association of the company authorises that
fereign register may be kept in any country outside India. It contains the
names and particulars of the members, debentures-holders, other
securityholders or beneficial owners residing outside India.

4. If a company does not follow the provisions of Section 38 of the
Companies Act 2013, then the company and every cofficer of the
company who is in defauit shall be punishable with a fine of notless
than Rupees fifty thousand but which may extend to Rupees three lakh
and where the default further failure continues the fine may extend to
one thousand for every day after the first during the failure continues.

Register of members (Sec 150):
1) Every company shall keep a register of its members and enter

there in the foilowing particulars:
a) name and address, and the occupation of each member
b) the shares held by each mem ber and the amount paid, of

agreed to be paid on those shares.
c) the date on which the name of

the register as a member.
d) the date on which any person who ceased o be a member

previous seven years So ceased to be a member, and

each persaon was entered in

during the



ar person may
any register, or index or return withoyt

y of any such register or entries there in or
fuas as may be prescribed.

. 1_" ,".'; company and every officer of the company
liable to pay a penalty of Rs.1000 for every day
of Rs.1 lakh during which the refusa! or defauit

ral ment may also direct an immediate inspection
r direct that the extract required shall forthwith be
;by the person requiring it.

}' wldenee:

gisters, their indices and copies of annual returns

jer sections 83 and 94 shall be prima facie evidence of
led or authorised to be inserted therein by or under

 register:
may close register of members or debentureholders
, eeding in the aggregate 45 days in each year but not
ays at any one time. As per the requirements of stock
y has to close its transfer books in a year at the time
rneatlng and to declare ‘record dates’ for the purpose
issue, n ghts issue etc.
’ sevan days previous notice of the closure of the
dvertisement is to be given in some newspapers circulating
ich the registered office of the company is situated.
and every officer of the company who is default
wiﬂlaﬁnoofRs 5,000 per day upto a maximum of

i-..rf'__'
OMDE
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"‘_}- :_ clify register;
- As per Sec.111 of the Companies Act, the Company Law Board
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