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Preface 

 

 

I am glad to present this book, especially designed to serve the need soft he students. 

The 

book has been written keeping in mind the general weakness in understanding the 

fundamental concepts of the topics. The book is self- explanatory and adopts the 

“Teach 

Yourself” style. It is based on question- answer pattern. The language of book is quite 

easy and understandable based on scientific approach. 

Any further improvement in the contents of the book by making corrections, 

omission and 

inclusion is keen to be achieved based on suggestions from the readers for which the 

author shall be obliged. 

I acknowledge special thanks to Mr. Rajeev Biyani, Chairman & Dr. Sanjay Biyani, 

Director(Acad.) Biyani Group of Colleges, who are the backbones and main concept 

provider and also have been constant source of motivation throughout this 

Endeavour. 

They played an active role in coordinating the various stages of this Endeavour and 

spearheaded the publishing work. 

I look forward to receiving valuable suggestions from professors of various 

educational 

institutions, other faculty members and students for improvement of the quality of the 

book. The reader may feel free to send in their comments and suggestions to the 

under 

mentioned address. 
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UNIT-1 

 

SECTION-A (2-MARKS QUESTIONS) 

Background and Silent Features of Companies (2013) 

Q1. What are the silent features of a company as per the Companies Act, 2013? 

A1. The silent features of a company as per the Companies Act, 2013, include: 

 Separate Legal Entity 

 Limited Liability 

 Perpetual Succession 

 Common Seal (earlier required but now optional) 

 Transferability of Shares (except in a private company) 

 Capacity to Sue and be Sued 

Q2. How does the concept of 'perpetual succession' differentiate a company from other business 

entities? 

A2. 'Perpetual succession' means that a company continues to exist despite any change in its 

shareholders, directors, or management. Unlike a sole proprietorship or partnership, which may 

dissolve upon the owner's death, a company remains intact as a separate legal entity. 

 

2. Company and its Characteristics 

Q3. Define a company as per the Companies Act, 2013. 

A3. As per Section 2(20) of the Companies Act, 2013, a company is an artificial person created 

by law, having a separate legal identity, perpetual succession, and a common seal. 

Q4. Why is a company considered an artificial legal person? 

A4. A company is called an artificial legal person because: 

 It is created by law. 

 It has rights and liabilities like a natural person. 

 It can own property, enter into contracts, and sue or be sued. 

 However, it lacks physical existence and needs human agents to act on its behalf. 

 

3. Types of Companies 



Q5. What are the different types of companies based on liability? 

A5. Based on liability, companies are classified as: 

1. Company Limited by Shares – Liability limited to unpaid share capital. 

2. Company Limited by Guarantee – Liability limited to the guarantee amount. 

3. Unlimited Company – No limit on liability of members. 

Q6. Differentiate between a public company and a private company. 

A6. 

Basis Public Company Private Company 

Minimum Members 7 2 

Maximum Members Unlimited 200 

Share Transfer Free Restricted 

Minimum Directors 3 2 

Use of 'Limited' Yes Yes (Pvt Ltd) 

 

4. Distinction between a Company and a Partnership 

Q7. Mention two differences between a company and a partnership. 

A7. 

1. Legal Status – A company is a separate legal entity, whereas a partnership is not. 

2. Liability – Shareholders of a company have limited liability, while partners have 

unlimited liability. 

Q8. In a partnership, what happens if one partner dies? How is this different from a company? 

A8. In a partnership, unless otherwise agreed, the firm is dissolved upon a partner’s death. In 

contrast, a company enjoys perpetual succession and continues to exist despite a shareholder’s or 

director’s death. 

 

5. Lifting of the Corporate Veil 

Q9. What is meant by "lifting the corporate veil"? 

A9. Lifting the corporate veil means ignoring the company’s separate legal identity and holding 

its members or directors personally liable for fraud, misconduct, or tax evasion. 

Q10. Name any two instances where courts may lift the corporate veil. 

A10. Courts may lift the corporate veil in cases of: 

1. Fraudulent Trading – When the company is used to defraud creditors. 



2. Evasion of Taxes – To check tax avoidance practices by the company. 

 

6. Formation and Incorporation of a Company 

Q11. What are the steps in the formation of a company? 

A11. The formation of a company involves the following steps: 

1. Promotion 

2. Registration and Incorporation 

3. Capital Subscription 

4. Commencement of Business (for a public company) 

Q12. What is the significance of incorporation? 

A12. Incorporation gives a company its legal status, making it a separate entity from its owners, 

granting it perpetual succession, and limiting the liability of its members. 

 

7. Promoter and Their Legal Position 

Q13. Who is a promoter? 

A13. A promoter is a person or group of people who take necessary steps to form a company, 

including raising capital, preparing legal documents, and obtaining registration. 

Q14. What are the legal liabilities of a promoter? 

A14. A promoter is liable for: 

 Any misstatements in the prospectus. 

 Contracts made before incorporation (unless adopted by the company). 

 Non-disclosure of material facts that may harm investors. 

 

8. Pre-Incorporation and Provisional Contracts 

Q15. What is a pre-incorporation contract? 

A15. A pre-incorporation contract is a contract made by promoters on behalf of the company 

before its incorporation. It is not legally binding unless the company adopts it after incorporation. 

Q16. Can a company be held liable for a pre-incorporation contract? 

A16. No, a company cannot be held liable for a pre-incorporation contract unless it adopts the 

contract after incorporation and a novation agreement is made. 

 



9. Online Registration of a Company 

Q17. What is the SPICe+ form in company registration? 

A17. SPICe+ (Simplified Proforma for Incorporating a Company Electronically) is an integrated 

form used for company registration, including name approval, incorporation, PAN, TAN, and 

GST registration. 

Q18. What are the advantages of online company registration? 

A18. 

1. Faster processing and reduced paperwork. 

2. Integrated services such as PAN, TAN, and GSTIN. 

3. Cost-effective and transparent process. 

 

10. Certificate of Incorporation 

Q19. What is a Certificate of Incorporation? 

A19. A Certificate of Incorporation is a legal document issued by the Registrar of Companies 

(ROC) signifying that a company has been legally registered under the Companies Act, 2013. 

Q20. Why is the Certificate of Incorporation considered conclusive evidence? 

A20. It is considered conclusive evidence because once issued, the existence of the company 

cannot be questioned in court, even if procedural defects existed during registration. 

 

11. Memorandum and Articles of Association 

Q21. What is the difference between the Memorandum of Association (MOA) and the Articles 

of Association (AOA)? 

A21. 

Basis MOA AOA 

Purpose Defines company’s objectives Lays down internal rules 

Alteration Requires special approval Can be changed easily 

Binding on Company and outsiders Company and its members 

Q22. Name the six clauses of the Memorandum of Association. 

A22. 

1. Name Clause 

2. Registered Office Clause 

3. Object Clause 



4. Liability Clause 

5. Capital Clause 

6. Subscription Clause 

 

12. Doctrine of Constructive Notice and Indoor Management 

Q23. What is the doctrine of constructive notice? 

A23. This doctrine states that outsiders dealing with a company are presumed to have knowledge 

of its public documents (MOA & AOA) and cannot claim ignorance. 

Q24. What is the doctrine of indoor management? 

A24. This doctrine protects outsiders by allowing them to assume that internal company 

procedures are properly followed, unless they have actual notice of irregularities. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



SECTION-B (6-Marks Questions) 

 

1. Explain the concept of ‘Lifting of the Corporate Veil’ and its exceptions.  

Solution: 

The doctrine of corporate veil refers to the legal principle where a company is treated as a 

separate legal entity, distinct from its shareholders and directors. This principle was established 

in Salomon v. Salomon & Co. Ltd (1897), ensuring that shareholders are not personally liable 

for the company's debts. 

However, in certain cases, courts "lift the corporate veil" to hold individuals personally liable, 

ignoring the company's separate entity status. 

Exceptions to the Corporate Veil: 

1. Fraudulent or Improper Conduct: 
o If a company is formed to commit fraud or illegal activities, courts lift the veil to 

penalize the real individuals behind it. 

o Case: Gilford Motor Co. Ltd. v. Horne (1933) – A former employee created a 

company to avoid a non-compete clause. The court lifted the veil, holding him 

liable. 

2. Evasion of Tax: 
o If a company is used to evade tax, the courts may disregard its separate legal 

identity. 

o Case: Daimler Co. Ltd v. Continental Tyre & Rubber Co. (1916) – A company 

registered in the UK but controlled by Germans during wartime was considered 

an enemy entity. 

3. Avoidance of Legal Obligations: 
o If a company is used to escape contractual or statutory obligations, the veil is 

lifted. 

o Example: Using multiple shell companies to avoid labor law compliance. 

4. Public Interest and Government Control: 
o When companies violate environmental laws, health laws, or other public interest 

regulations, courts may hold directors personally liable. 

5. Agency or Sham Companies: 

o When a company is merely acting as an agent for its shareholders, courts may 

disregard its separate entity status. 

Conclusion: 

The doctrine of corporate veil protects business owners, but when misused, courts have the 

power to lift it to ensure justice and accountability. 

 



2. What are the essential clauses of the Memorandum of Association (MOA)? Explain with 

examples. 

Solution: 

The Memorandum of Association (MOA) is a crucial document that defines a company’s 

scope and objectives. It sets the foundation for business operations and cannot be altered beyond 

legal provisions. 

Essential Clauses of MOA: 

1. Name Clause: 

o Specifies the company’s legal name, which must be unique and include “Limited” 

or “Private Limited” based on its type. 

o Example: Tata Motors Ltd. or Reliance Industries Ltd. 

2. Registered Office Clause: 

o States the official address where the company is registered and where legal 

documents can be served. 

o The company must notify the Registrar of Companies (ROC) if it changes its 

address. 

3. Object Clause: 
o Defines the company’s main and ancillary objectives. Any activities beyond this 

clause are considered ultra vires (beyond authority) and invalid. 

o Example: If a company registered for IT services starts real estate dealings, it 

violates this clause. 

4. Liability Clause: 

o Specifies the extent of liability of members. It can be: 

 Limited by Shares – Members’ liability is restricted to unpaid share 

capital. 

 Limited by Guarantee – Liability is limited to a pre-agreed amount. 

 Unlimited Liability – Members are fully liable for debts. 

5. Capital Clause: 

o States the authorized share capital (maximum capital the company can issue) 

and its division into shares. 

o Example: If a company’s capital is ₹10 crore divided into 1 crore shares of ₹10 

each, it cannot issue shares beyond this limit without amendment. 

6. Subscription Clause: 
o Lists the initial shareholders who have agreed to subscribe to the company’s 

shares. 

o Minimum subscribers: 7 for a public company, 2 for a private company. 

Conclusion: 
The MOA acts as the company’s constitution, guiding its operations. Any violation or alteration 

must comply with legal provisions to maintain its integrity. 

 



3. What is the Doctrine of Indoor Management? Explain its exceptions. 

Solution: 

The Doctrine of Indoor Management protects outsiders dealing with a company by allowing 

them to assume that internal rules and formalities are properly followed. This doctrine was 

established in Royal British Bank v. Turquand (1856), where the court ruled that third parties 

are not responsible for verifying internal compliance. 

Key Features of the Doctrine: 

1. Outsiders can assume that company officials have followed internal rules. 

2. If company officers act within their apparent authority, their decisions bind the company. 

3. Protects investors, creditors, and business partners from undisclosed irregularities. 

Exceptions to the Doctrine: 

1. Knowledge of Irregularity: 
o If an outsider is aware of internal irregularities, they cannot claim protection. 

o Example: If a supplier knows that a director does not have approval to sign 

contracts but still proceeds, the contract is invalid. 

2. Forgery or Fraud: 
o If a document is forged, the company is not liable. 

o Case: Ruben v. Great Fingall Consolidated (1906) – A forged share certificate 

was deemed invalid. 

3. Ultra Vires Acts (Beyond Powers): 
o If an act is beyond the company’s MOA or AOA, it is unenforceable. 

o Example: If a company’s object clause states it can only manufacture textiles, but 

a director enters a real estate deal, it is invalid. 

4. No Authority to Act: 
o If an officer does not have actual or apparent authority, the company is not bound 

by their actions. 

o Example: A sales manager signing a property lease agreement on behalf of the 

company would be invalid unless authorized. 

5. Negligence in Inquiry: 

o If an outsider fails to perform reasonable checks, they cannot claim ignorance. 

o Example: A bank issuing a loan without verifying board approval. 

 

 

4. Differentiate between a Company and a Partnership. 

Solution: 

A Company and a Partnership are two different forms of business structures. While both 

involve multiple individuals working together, they differ significantly in terms of liability, 

ownership, and legal status. 



Key Differences Between a Company and a Partnership: 

Basis of Difference Company Partnership 

Legal Status 
Separate legal entity distinct from its 

members. 

No separate legal entity; partners 

and firm are the same. 

Liability Shareholders have limited liability. 
Partners have unlimited liability, 

except in LLPs. 

Registration 
Mandatory registration 

under Companies Act, 2013. 

Registration is optional 

under Partnership Act, 1932. 

Perpetual 

Succession 

Exists even if shareholders or 

directors change. 

Dissolves if a partner dies or 

leaves, unless stated otherwise. 

Number of 

Members 

Private company: 2-200 members, 

Public company: 7+ members. 

Minimum: 2, Maximum: 50 (for 

normal partnerships). 

Management 
Managed by Board of 

Directors elected by shareholders. 

Managed by partners as per 

mutual agreement. 

Transferability of 

Shares 

Shares are freely transferable in 

public companies. 

A partner cannot transfer 

ownership without consent. 

Taxation Companies pay corporate tax. 
Partnership firms are taxed 

at individual slab rates. 

Conclusion: 

While a company provides better protection due to limited liability, a partnership offers 

flexibility and simpler compliance. The choice depends on business needs and risk appetite. 

 

5. Explain the process of Company Incorporation under the Companies Act, 2013. 

Solution: 

Company incorporation refers to the legal process of registering a company under 

the Companies Act, 2013 with the Ministry of Corporate Affairs (MCA). 

Steps for Incorporation of a Company: 

1. Obtain Digital Signature Certificate (DSC): 

o DSC is mandatory for all directors to sign electronic forms. 

o Can be obtained from Certifying Authorities (CA). 

2. Apply for Director Identification Number (DIN): 
o Each director must have a unique DIN, applied through Form DIR-3. 

3. Name Approval through RUN (Reserve Unique Name): 
o Submit name proposals to the Registrar of Companies (ROC). 

o The name must be unique and comply with the Companies Act, 2013. 

4. Draft Memorandum & Articles of Association (MOA & AOA): 

o MOA: Defines company’s objectives. 



o AOA: Lays down internal management rules. 

5. File SPICe+ (INC-32) Form for Incorporation: 

o This integrated form covers: 

 Name approval 

 Incorporation 

 PAN & TAN allotment 

 GST registration 

6. Payment of Registration Fees & Stamp Duty: 

o Fees vary based on company type and authorized capital. 

7. Issuance of Certificate of Incorporation (COI): 

o Once ROC verifies documents, a Certificate of Incorporation is issued. 

o The company becomes a separate legal entity from this point. 

Conclusion: 

Company incorporation ensures legal recognition, limited liability, and structured 

governance. The SPICe+ systemhas made the process more efficient and paperless. 

 

6. What are Pre-Incorporation Contracts? How can they be enforced? 

Solution: 

A Pre-Incorporation Contract is an agreement made by promoters on behalf of a 

company before it is legally registered. These contracts typically include lease agreements, 

employment contracts, supplier agreements, etc. 

Legal Status of Pre-Incorporation Contracts: 

1. Since a company does not exist before incorporation, it cannot enter into a contract. 

2. Promoters are personally liable unless the company adopts the contract post-

incorporation. 

3. Under Section 15(h) of the Specific Relief Act, 1963, a contract can be enforced if: 

o The contract is for the company's benefit. 

o The company, after incorporation, adopts the contract through a Board 

Resolution. 

How Can Pre-Incorporation Contracts Be Enforced? 

1. Novation of Contract: 
o The company, after incorporation, replaces the promoter’s liability and accepts 

all rights and obligations. 

o A fresh contract is signed with all parties' consent. 

2. Adoption through Board Resolution: 
o The company passes a resolution agreeing to honor the contract. 

o The liability shifts from promoters to the company. 



3. Promoters’ Personal Liability: 
o If the company refuses to adopt the contract, promoters remain personally 

liable. 

o In Kelner v. Baxter (1866), promoters were held liable when the company refused 

to adopt a purchase contract. 

Conclusion: 

Pre-incorporation contracts play a crucial role in setting up a company. To avoid personal 

liability, promoters must ensure that contracts are adopted post-incorporation. 

 

7. Explain the Doctrine of Constructive Notice with case laws. 

Solution: 

The Doctrine of Constructive Notice states that outsiders dealing with a company are 

presumed to have knowledge of its public documents, including the Memorandum of 

Association (MOA) and Articles of Association (AOA). 

Key Aspects of the Doctrine: 

1. Public Accessibility: 

o Documents like MOA & AOA are registered with the Registrar of Companies 

(ROC) and accessible to the public. 

o Anyone dealing with the company is expected to read them. 

2. Legal Presumption: 

o Whether a person actually reads the MOA/AOA does not matter. 

o If someone enters into a contract that contradicts these documents, they cannot 

claim ignorance. 

Case Laws Supporting the Doctrine: 

1. Oakbank Oil Co. v. Crum (1882): 
o A person dealing with the company assumed an incorrect power of a director. 

o The court ruled that they should have checked the MOA/AOA before 

proceeding. 

2. Kotla Venkataswamy v. Rammurthy (1934): 
o A loan was granted against company securities, but the procedure in the AOA 

was not followed. 

o The Supreme Court held that the lender should have checked the company's 

internal rules. 

Implications: 

 Protects companies from outsiders making false claims. 



 Ensures corporate compliance and structured governance. 

Conclusion: 

The Doctrine of Constructive Notice safeguards companies from third-party claims. However, 

it is often balanced by the Doctrine of Indoor Management, which protects outsiders when 

company officials fail to follow internal procedures. 

8.Who is a Promoter? Explain the legal position and liabilities of a Promoter. 

Solution: 

A promoter is a person who conceives the idea of a business, arranges capital, and takes 

necessary steps to form a company. They prepare documents like the Memorandum of 

Association (MOA) and Articles of Association (AOA) and handle the incorporation process. 

Legal Position of a Promoter: 

 A promoter is not an agent of the company because the company does not exist before 

incorporation. 

 A promoter is not a trustee but has a fiduciary duty to act in the best interest of the 

company. 

Duties and Liabilities of a Promoter: 

1. Duty of Good Faith (Fiduciary Duty): 

o The promoter must act honestly and disclose any financial gains. 

o Case: Erlanger v. New Sombrero Phosphate Co. (1878) – The court held that 

promoters must disclose all profits made during company formation. 

2. Personal Liability for Pre-Incorporation Contracts: 

o Since a company is not legally formed, it cannot enter into contracts. 

o Promoters remain personally liable unless the company adopts the contract post-

incorporation. 

3. Duty to Disclose Secret Profits: 

o If a promoter profits from the company formation, it must be disclosed. 

o If undisclosed, the company can cancel the contract or recover the profits. 

4. Liability for Misrepresentation: 
o If a promoter makes false statements in the prospectus, they can be held liable 

under the Companies Act, 2013. 

o They may face civil and criminal penalties. 

5. Liability under the Companies Act, 2013: 
o Under Section 447, a promoter can be imprisoned for fraud. 

o If the promoter fails to return undisclosed profits, they may face financial 

penalties. 



Conclusion: 

A promoter plays a crucial role in forming a company but must follow legal and ethical 

guidelines. Failure to comply can result in personal liability and legal action. 

 

9. What is the Certificate of Incorporation? Explain its significance. 

Solution: 

The Certificate of Incorporation (COI) is a legal document issued by the Registrar of 

Companies (ROC) once a company is successfully registered under the Companies Act, 2013. 

It serves as proof of the company’s legal existence. 

Significance of the Certificate of Incorporation: 

1. Legal Birth of the Company: 
o The company becomes a separate legal entity from its promoters. 

o It can enter contracts, sue or be sued, and own property in its name. 

2. Conclusive Evidence: 

o The COI is conclusive proof that all incorporation procedures are complete. 

o Even if there is a minor defect in the process, once COI is issued, the company 

remains valid. 

3. Limited Liability of Shareholders: 

o After incorporation, shareholders are not personally liable for company debts 

beyond their share capital. 

4. Perpetual Succession: 
o The company exists independent of its members and continues even if directors 

or shareholders change. 

5. Ability to Raise Capital: 

o Only after receiving the COI can a company issue shares or debentures to raise 

funds. 

6. Essential for Business Operations: 
o The COI is required for: 

 Opening a bank account in the company’s name. 

 Entering into contracts and agreements. 

 Registering for taxes (GST, PAN, TAN, etc.). 

Conclusion: 

The Certificate of Incorporation is the most critical document in a company’s formation. 

Once issued, it grants legal recognition, ensuring that the company can operate independently. 

 



10. Explain the Doctrine of Ultra Vires with case laws. 

Solution: 

The Doctrine of Ultra Vires states that a company cannot undertake activities beyond the 

scope defined in its Memorandum of Association (MOA). Any such act is void and 

unenforceable. 

Meaning of Ultra Vires: 

 Ultra Vires (Beyond Powers): If a company acts beyond its object clause in MOA, the 

act is invalid. 

 Intra Vires (Within Powers): If an act is within MOA and AOA, it is valid and 

binding. 

Case Laws on Ultra Vires: 

1. Ashbury Railway Carriage Co. v. Riche (1875): 
o The company’s MOA allowed railway carriage manufacturing, but directors 

entered into a contract for railway financing. 

o The contract was declared void, as financing was beyond the company’s objects. 

2. A.G. v. Great Eastern Railway Co. (1880): 
o The court ruled that companies can do acts incidental to their objects, but not 

those completely outside their scope. 

Effects of Ultra Vires Acts: 

1. Void and Unenforceable: 

o Ultra vires transactions cannot be ratified by shareholders or directors. 

2. Protection of Shareholders and Creditors: 

o Ensures that company funds are used for authorized purposes only. 

3. Legal Consequences for Directors: 

o Directors entering into ultra vires acts may be held personally liable. 

4. Third-Party Impact: 

o If a contract is ultra vires, third parties cannot enforce it against the company. 

Conclusion: 

The Doctrine of Ultra Vires ensures that companies operate within their defined powers, 

protecting investors and the public from unauthorized transactions. 

 



11. What is Online Registration of a Company? Explain the SPICe+ Process. 

Solution: 

The online registration of a company in India is done through the SPICe+ (Simplified 

Proforma for Incorporating a Company Electronically) system introduced by the Ministry 

of Corporate Affairs (MCA). 

Steps in Online Company Registration (SPICe+ Process): 

1. Login to the MCA Portal: 
o Visit the MCA website  and create a login. 

2. Choose and Reserve a Company Name (RUN Service): 
o Submit two name choices for approval. 

o Ensure the name follows naming guidelines under the Companies Act, 2013. 

3. Obtain Digital Signature Certificate (DSC): 

o All directors must obtain DSC to sign documents electronically. 

4. Apply for Director Identification Number (DIN): 

o Required for directors, applied through SPICe+ Form (INC-32). 

5. Filing of SPICe+ Form: 

o Submit incorporation documents, including: 

 MOA (INC-33) 

 AOA (INC-34) 

 Declaration of directors and subscribers. 

6. PAN & TAN Allotment: 
o The company is automatically allotted PAN and TAN after incorporation. 

7. Payment of Fees and Stamp Duty: 
o Fees depend on the authorized capital of the company. 

8. Issuance of Certificate of Incorporation (COI): 

o Once verified, the ROC issues the COI, completing the registration process. 

Benefits of Online Registration: 

 Fast and Paperless: Entire process is online. 

 Integrated Services: Company registration, PAN, TAN, and GST are issued in one step. 

 Cost-Effective: Reduces legal and administrative expenses. 

Conclusion: 

The SPICe+ system has made company registration simpler and quicker, 

ensuring transparency and complianceunder the Companies Act, 2013. 

 

 

 



SECTION-C (20-Marks Questions) 

1. Explain the concept of Corporate Veil. Discuss the circumstances under which the 

corporate veil can be lifted with case laws. 

Solution: 

Introduction: 

A company is a separate legal entity from its members, as established in Salomon v. Salomon & 

Co. Ltd. (1897). This separation is called the corporate veil, which protects shareholders from 

personal liability. However, in certain situations, courts can lift the corporate veil to hold 

individuals responsible for fraudulent or wrongful acts. 

 

Meaning of Corporate Veil: 

The corporate veil is the legal distinction between the company and its owners. It ensures: 

 Limited liability for shareholders. 

 The company can own property, enter contracts, and sue/be sued independently. 

However, this protection is not absolute. Courts can pierce the veil if the company is used for 

illegal or unethical activities. 

 

Circumstances Under Which Corporate Veil Can Be Lifted: 

1. Fraud or Improper Conduct: 
o If a company is created to commit fraud or evade legal obligations, courts can lift 

the veil. 

o Case Law: Gilford Motor Co. Ltd. v. Horne (1933) 

 A former employee started a company to evade a non-compete 

agreement. 

 The court lifted the veil, holding that the company was a mere sham. 

2. Tax Evasion: 
o Courts prevent companies from using the corporate veil to avoid taxes. 

o Case Law: Daimler Co. Ltd. v. Continental Tyre & Rubber Co. (1916) 

 A UK company was controlled by enemy shareholders during WWI. 

 The court ignored corporate personality, treating it as an enemy business. 

3. Evasion of Contractual Obligations: 

o If individuals create a company to escape contractual duties, courts will 

intervene. 

4. Agency Relationship: 
o If a company is acting as an agent for its parent company, the parent may be held 

liable. 



5. Protection of Public Interest: 
o If a company is involved in activities harming public welfare, courts may pierce 

the corporate veil. 

6. Government Holding or Influence: 

o Courts examine whether a company is actually controlled by the government or 

private individuals to determine liability. 

 

Conclusion: 

The corporate veil is essential for business protection, but courts will lift it if it is used to 

commit fraud, evade law, or harm the public interest. This doctrine ensures corporate 

accountability while maintaining legal protections for genuine businesses. 

 

2. Discuss the Doctrine of Indoor Management and its exceptions with case laws. 

Solution: 

Introduction: 

The Doctrine of Indoor Management protects outsiders (third parties) who deal with a 

company in good faith. It states that outsiders are not required to verify the company’s 

internal procedures. 

This doctrine is the opposite of the Doctrine of Constructive Notice, which presumes 

that outsiders should know the company’s public documents (MOA & AOA). 

 

Doctrine of Indoor Management Explained: 

 Established in Royal British Bank v. Turquand (1856) 

 The company borrowed money, but internal rules were not followed. 

 The court held that outsiders could assume that internal approvals were granted. 

This means that if a company’s representative acts within apparent authority, their actions 

are binding on the company, even if internal approvals were not taken. 

 

Exceptions to the Doctrine of Indoor Management: 

1. Knowledge of Irregularity: 

o If an outsider knows about an internal irregularity, they cannot claim 

protection. 

o Case: Howard v. Patent Ivory Manufacturing Co. (1888) 



 A director lent money without proper approval. The lender knew the 

internal rules were not followed. 

 The doctrine did not apply, and the lender could not recover the money. 

2. Forgery: 

o If a document is forged, the doctrine does not apply. 

o Case: Ruben v. Great Fingall Consolidated Co. (1906) 

 A company secretary forged a share certificate. 

 The court ruled that the doctrine does not protect forgery. 

3. Lack of Authority: 
o If an officer acts without any authority, their actions are not binding. 

o Example: If a manager without board approval signs a contract, the company 

is not liable. 

4. Oppression and Mismanagement: 

o If internal management is corrupt or oppressive, courts may intervene. 

 

Conclusion: 

The Doctrine of Indoor Management balances corporate secrecy with outsider protection. 

However, it does not apply in cases of forgery, fraud, or known irregularities, ensuring 

that only genuine transactions are protected. 

 

3. Explain the Memorandum of Association (MOA) and Articles of Association (AOA). 

How do they differ? 

Solution: 

Introduction: 

A company operates based on two key documents: 

1. Memorandum of Association (MOA) – Defines the company’s external scope. 

2. Articles of Association (AOA) – Governs internal rules and regulations. 

Both documents are essential under the Companies Act, 2013. 

 

Memorandum of Association (MOA): 

MOA is the constitution of a company. It defines the company’s objectives, powers, and 

scope. 

Key Clauses of MOA: 

1. Name Clause: Specifies the company’s name. 



2. Registered Office Clause: Defines the company’s official location. 

3. Object Clause: Lists the permitted business activities. 

4. Liability Clause: States whether liability is limited or unlimited. 

5. Capital Clause: Specifies share capital and division. 

MOA cannot be easily altered, as it sets the foundation of the company’s legal identity. 

 

Articles of Association (AOA): 

AOA defines internal management and operational rules. It governs: 

 Directors’ powers 

 Voting rights of shareholders 

 Dividend distribution 

Unlike MOA, AOA can be altered easily through a special resolution. 

 

 

Basis 
Memorandum of Association 

(MOA) 
Articles of Association (AOA) 

Purpose Defines company’s external scope Governs internal rules 

Binding on Company and outsiders Company and members 

Alteration 
Difficult (Requires government 

approval) 
Easier (By special resolution) 

Legal 

Requirement 
Mandatory for all companies 

Private companies may not require 

AOA 

Content Object clauses, capital, liability 
Internal regulations, director 

powers 

 

Conclusion: 

MOA and AOA form the legal backbone of a company. While MOA defines the company's 

scope, AOA controls internal governance. A well-drafted MOA and AOA ensure smooth 

corporate functioning. 



4.What is the Formation and Incorporation of a Company? Discuss the steps 
involved in the incorporation of a company under the Companies Act, 2013. 

Solution: 

Introduction 

The formation and incorporation of a company refer to the legal process by which a 

company is created and registered under the Companies Act, 2013. Once incorporated, a 

company becomes a separate legal entity with rights and responsibilities. 

Incorporation involves several legal steps, including preparation of documents, approvals 

from authorities, and registration with the Registrar of Companies (ROC). 

 

Stages in the Formation of a Company 

The process of forming a company can be divided into four major stages: 

1. Promotion Stage 

Promotion refers to conceiving the idea of a business and taking initial steps to establish a 

company. 

Key Functions of a Promoter: 

 Identifying a Business Idea 

 Conducting Market Research 

 Arranging Initial Capital 
 Preparing Key Documents (MOA & AOA) 

 Appointing Professionals (Lawyers, Accountants, etc.) 

Legal Position of Promoters: 

 Promoters owe a fiduciary duty to the company. 

 They must disclose any profits made during promotion. 

 Case Law: Erlanger v. New Sombrero Phosphate Co. (1878) – The promoter was held 

liable for failing to disclose secret profits. 

 

2. Incorporation Stage 

This stage involves the legal registration of the company with the ROC. 



Steps for Incorporation Under the Companies Act, 2013 

1. Obtain Digital Signature Certificate (DSC): 
o Required for directors and subscribers to sign electronic documents. 

2. Apply for Director Identification Number (DIN): 
o Every director must have a unique DIN obtained from the MCA portal. 

3. Choose and Reserve a Company Name: 
o Use the RUN (Reserve Unique Name) service to apply for a name. 

o The name must be unique and comply with naming guidelines. 

4. Drafting MOA and AOA: 

o Memorandum of Association (MOA): Defines company objectives and 

powers. 

o Articles of Association (AOA): Defines internal rules and management 

structure. 

5. Filing of SPICe+ (Simplified Proforma for Incorporating a Company Electronically) 

Form: 

o This single-window system allows registration, PAN, TAN, and GST application. 

6. Payment of Registration Fees and Stamp Duty: 

o Fees depend on the authorized share capital of the company. 

7. Issuance of Certificate of Incorporation (COI): 

o The ROC verifies all documents and, if satisfied, issues the Certificate of 

Incorporation. 

o The company is now legally recognized. 

 

3. Capital Subscription Stage (For Public Companies Only) 

After incorporation, a public company must raise funds through a public issue of shares. 

Steps in Capital Subscription: 

1. Filing Prospectus with SEBI (For Public Companies) 

2. Issuing Shares to the Public 

3. Receiving Applications and Allotting Shares 

Private companies do not issue shares to the public and directly obtain capital from private 

investors or promoters. 

 

4. Commencement of Business 

 Private Companies: Can start business immediately after incorporation. 

 Public Companies: Must obtain a Certificate of Commencement of Business by filing 

a declaration with the ROC. 



 

Conclusion 

The incorporation of a company grants it legal recognition, allowing it to own assets, enter 

contracts, and operate as an independent entity. The Companies Act, 2013 provides a 

streamlined online process for quick registration, ensuring transparency and efficiency. 

 

5. What are Pre-Incorporation Contracts and Provisional Contracts? Explain their 
legal effects. 

Solution: 

Introduction 

Before a company is legally incorporated, promoters enter into agreements for its formation. 

These agreements are called pre-incorporation contracts. 

Once the company is formed, it may or may not accept these contracts. The legal 

enforceability of such contracts is an important issue under Company Law. 

 

1. Pre-Incorporation Contracts 

A pre-incorporation contract is a contract made by promoters on behalf of a company that is 

not yet legally incorporated. 

Examples: 

 Renting an office space before registration 

 Hiring employees or consultants before the company exists 

Legal Position of Pre-Incorporation Contracts 

 A company cannot be bound by a contract made before its incorporation because it 

was not in existence at the time. 

 Promoters are personally liable for such contracts unless the company adopts them 

after incorporation. 

Case Law: Kelner v. Baxter (1866) 

 Promoters signed a contract for buying goods before incorporation. 

 The company did not exist at the time, so it could not be held liable. 

 The promoters were personally responsible for the contract. 



 

2. Provisional Contracts 

A provisional contract is a contract made after the incorporation of the company but before 

it has obtained a Certificate of Commencement of Business (for public companies). 

These contracts only become binding if the company gets the certificate of commencement. 

Example: 

 A public company signs an agreement to buy machinery before getting 

its commencement certificate. 

 If the company fails to obtain the certificate, the contract becomes invalid. 

 

Distinction Between Pre-Incorporation and Provisional Contracts 

Basis Pre-Incorporation Contracts Provisional Contracts 

Time of 

Contract 
Before incorporation 

After incorporation but before business 

commencement 

Legal Effect 
Not binding on company 

unless adopted 
Becomes valid after business commencement 

Liability Promoters are personally liable 
Company is liable if the certificate of 

commencement is obtained 

 

3. Adoption of Pre-Incorporation Contracts by the Company 

A company can adopt a pre-incorporation contract in three ways: 

1. Novation: 

o The company enters into a fresh contract with the same terms. 

2. Express Adoption: 

o The company formally ratifies the contract after incorporation. 

3. Implied Adoption: 

o If the company acts upon the contract, it is assumed that it has accepted it. 

 

4. Legal Provisions under Companies Act, 2013 

 Section 15: A company cannot be held liable for pre-incorporation contracts unless 

expressly adopted. 

 Section 21: Contracts must be signed by authorized persons to be binding. 



 

5. Consequences of Non-Adoption of Pre-Incorporation Contracts 

 If a company refuses to adopt the contract, the promoters remain personally liable. 

 The third party cannot sue the company unless the contract is adopted. 

Case Law: Newborne v. Sensolid (1954) 

 A company refused to accept a pre-incorporation contract. 

 The third party tried to sue the company, but the court ruled that only promoters were 

liable. 

 

Conclusion 

Pre-incorporation contracts help establish companies, but they are not automatically binding. 

Promoters must ensure adoption by the company to avoid personal liability. Provisional 

contracts are binding only after business commencement, ensuring legal clarity in early 

corporate operations. 

 

 

 

 

 

 

 

 

 

 

 

 

 



UNIT-2 

SECTION -A (2Marks Questions) 

1. What is a Prospectus? 

Solution: 

A prospectus is a legal document issued by a company inviting the public to subscribe to its 

shares or debentures. It contains details about the company’s financial health, objectives, and 

risks. 

As per Section 2(70) of the Companies Act, 2013, a prospectus includes any notice, 

advertisement, or circularinviting deposits or securities from the public. 

 

2. What are the contents of a prospectus? 

Solution: 

As per the Companies Act, 2013, a prospectus must include: 

1. Company name and registered office 

2. Details of directors and promoters 

3. Capital structure and issue size 

4. Objective of the issue 

5. Risk factors and financial statements 

6. Details of underwriting and commissions 

7. Statutory declarations 

 

3. What is the legal requirement for issuing a prospectus? 

Solution: 

The Companies Act, 2013, specifies that: 

1. A prospectus must be filed with the Registrar of Companies (ROC) before issuing to 

the public. 

2. It must comply with SEBI guidelines. 

3. It should not contain false or misleading statements. 

4. If issued without proper registration, the company and its officers are liable for 

penalties. 

 

4. What is a Deemed Prospectus? 



Solution: 
A deemed prospectus (Section 25 of the Companies Act, 2013) is a document that, although not 

called a prospectus, is treated as one when securities are offered for sale to the public 

through intermediaries. 

Example: If a company privately allots shares to an investment firm, and that firm sells them 

to the public, the sale document is a deemed prospectus. 

 

5. What is a Shelf Prospectus? 

Solution: 

A shelf prospectus (Section 31 of the Companies Act, 2013) allows companies to issue 

multiple securities over time without filing a fresh prospectus for each issue. 

This is commonly used by financial institutions and companies with frequent public offerings. 

 

6. What is a Red Herring Prospectus? 

Solution: 
A Red Herring Prospectus (RHP) is issued before the price and number of shares are 

finalized in a public issue. It provides indicative details about the company and the issue 

but does not include final pricing or size of the offer. 

Example: Used in Book Building processes for IPOs. 

 

7. What is Misstatement in a Prospectus? 

Solution: 

A misstatement occurs when a prospectus contains false, misleading, or omitted material 

facts. This can lead to civil and criminal liability under Sections 34 and 35 of the Companies 

Act, 2013. 

Example: If a company falsely claims high profits, investors may sue for damages. 

 

8. What is the Civil Liability for Misstatements in a Prospectus? 



Solution: 
Under Section 35 of the Companies Act, 2013, any person who relies on a misleading 

prospectus and suffers loss can: 

 Claim compensation from the company and its directors. 

 If fraud is proven, the court can award additional damages. 

 

9. What is the Criminal Liability for Misstatements in a Prospectus? 

Solution: 
Under Section 34 of the Companies Act, 2013, if a company knowingly issues a false 

prospectus, the responsible parties may face: 

 Imprisonment up to 10 years, or 

 Fine up to three times the gain made, or both. 

Example: If a company falsifies revenue reports in a prospectus, its directors may face criminal 

charges. 

 

10. What are the various modes of raising capital? 

Solution: 

Companies raise capital through: 

1. Public Issue – Offering shares to the general public via IPO. 

2. Private Placement – Selling shares to select investors. 

3. Rights Issue – Offering shares to existing shareholders at a discount. 

4. Bonus Shares – Issuing free shares to shareholders. 

5. Employee Stock Option Scheme (ESOP) – Shares given to employees at a discount. 

6. Global Depository Receipts (GDRs) – Raising funds from foreign investors. 

 

11. What is a Global Depository Receipt (GDR)? 

Solution: 

A GDR is a financial instrument that represents a company's shares and is traded on foreign 

stock exchanges. It allows companies to raise capital internationally. 

Example: An Indian company issuing GDRs on the London Stock Exchange. 

 



12. What is the Book Building Process? 

Solution: 

Book Building is a method of pricing shares in an IPO based on investor demand. 

 Investors bid within a price range. 

 The final price is determined based on demand and supply. 

Example: Used in Red Herring Prospectus (RHP) IPOs. 

 

13. What is a Private Placement of Securities? 

Solution: 
A private placement is when a company sells shares to a small group of investors instead of 

the public. 

Example: Venture capitalists, hedge funds, or institutional investors buying shares before an 

IPO. 

 

14. What is a Rights Issue? 

Solution: 
A Rights Issue allows existing shareholders to buy additional shares at a discounted 

price before offering them to the public. 

Example: A company issues 1 extra share for every 3 shares held by investors. 

 

15. What are Bonus Shares? 

Solution: 

Bonus shares are free shares issued to existing shareholders out of company profits. 

Example: A company declares a 1:1 bonus, meaning a shareholder gets one free share for 

every share held. 

 

16. What is an Employee Stock Option Scheme (ESOP)? 



Solution: 
An ESOP allows employees to buy company shares at a lower price. This incentivizes 

employees and improves company performance. 

Example: A tech startup offering stock options to retain employees. 

 

17. What are Sweat Equity Shares? 

Solution: 

Sweat equity shares are shares issued to employees for their expertise, knowledge, or 

contributions, instead of cash. 

Example: A company rewards its CTO with shares for developing a successful software 

product. 

 

18. What is Buyback of Shares? 

Solution: 

A buyback is when a company repurchases its own shares from shareholders. This reduces 

the number of shares in the market and increases shareholder value. 

Example: TCS Buyback 2023, where TCS repurchased shares to improve its earnings per 

share (EPS). 

 

19. What is Allotment of Shares? 

Solution: 
Allotment of shares is the process of distributing shares to investors after a public or private 

offering. 

Example: In an IPO, shares are allotted based on demand and application size. 

 

20. What is the difference between Transfer and Transmission of Securities? 

Solution: 

Basis Transfer of Shares Transmission of Shares 

Cause Voluntary (sale or gift) Involuntary (death or insolvency) 



Basis Transfer of Shares Transmission of Shares 

Process Shareholder initiates transfer Legal heir/representative receives shares 

Approval Needed? Company approval needed No approval, only proof required 

Example Selling shares to another investor Shares passed to heirs after death 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



SECTION-B (6 Marks Questions) 

Question 1: What is a Prospectus? Explain its contents and statutory 
requirements under the Companies Act, 2013. 

Solution: 

Introduction 

A prospectus is a formal document issued by a company that invites the public to subscribe 

to shares or debentures. It contains vital information about the company, ensuring that 

investors make informed decisions. 

According to Section 2(70) of the Companies Act, 2013, a prospectus includes any notice, 

circular, advertisement, or other document that invites public investment in a company’s 

securities. 

 

Contents of a Prospectus 

As per the Companies Act, 2013, the following are mandatory contents of a prospectus: 

1. Company’s Name and Registered Office 
o The official name and address of the company. 

2. Details of Directors and Promoters 
o Names, addresses, and roles of directors and promoters. 

o Their financial interests in the company. 

3. Capital Structure 

o The total capital of the company. 

o Division into equity and preference shares. 

4. Objective of the Issue 
o Purpose of raising funds (e.g., expansion, new projects). 

5. Risk Factors 
o Potential risks associated with the investment. 

o Example: Market fluctuations, legal issues, or economic instability. 

6. Financial Statements 

o Audited balance sheet and profit & loss statements. 

7. Underwriting and Commission Details 

o Information on whether shares are underwritten by financial institutions. 

8. Declaration by Company Officials 

o A statement confirming that the information provided is accurate and complete. 

 



Statutory Requirements for a Prospectus 

As per the Companies Act, 2013, the following are essential legal requirements for issuing a 

prospectus: 

1. Filing with the Registrar of Companies (ROC) 

o The prospectus must be filed with the ROC before publication. 

2. Approval from SEBI (For Listed Companies) 

o The Securities and Exchange Board of India (SEBI) must approve the 

prospectus before an IPO. 

3. Compliance with Disclosure Norms 
o Section 26 of the Companies Act, 2013 specifies that all material facts must be 

disclosed. 

4. No Misleading Statements 

o If a prospectus contains false or misleading information, it may lead to civil or 

criminal liability. 

5. Issue within 90 Days 
o A prospectus must be issued within 90 days of approval; otherwise, it becomes 

invalid. 

 

Conclusion 

A prospectus plays a crucial role in protecting investors and ensuring transparency in the 

securities market. The Companies Act, 2013, imposes strict guidelines to prevent fraud and 

misrepresentation, ensuring investor confidence. 

 

Question 2: What is Misstatement in a Prospectus? Explain the Civil and Criminal 
Liabilities for Misstatements. 

Solution: 

Introduction 

A misstatement in a prospectus occurs when a company provides false, misleading, or 

incomplete information to potential investors. 

A misstatement can be: 

1. Untrue Statement – A false claim about the company’s financial position. 

2. Material Omission – Leaving out important facts that affect investor decisions. 

Example: If a company falsely claims a 20% annual profit increase, but actually has losses, it 

is a misstatement. 



 

Civil Liability for Misstatements 

As per Section 35 of the Companies Act, 2013, civil liability applies when a 

misstatement causes financial loss to investors. 

1. Who is Liable? 

o Company Directors 

o Promoters 

o Experts who authorized the prospectus 

2. Remedies for Investors 
o Rescission of Contract: Investors can cancel their share purchase. 

o Compensation: Investors can claim monetary damages. 

Case Law: New Brunswick Railway Co. v. Muggeridge (1860) 

 The court held that a prospectus must disclose all material facts, and any omission can 

lead to civil liability. 

 

Criminal Liability for Misstatements 

As per Section 34 of the Companies Act, 2013, a company and its officers face criminal 

prosecution if they intentionally mislead investors. 

1. Who is Liable? 
o Directors 

o Promoters 

o Any person responsible for issuing the prospectus 

2. Punishment Under Section 34: 
o Imprisonment (up to 10 years) 

o Fine (three times the amount of wrongful gain) 

o Both imprisonment and fine 

Example: 

 If a company falsely claims high profits and investors suffer losses, directors may 

be sentenced to jail. 

Case Law: R v. Kylsant (1932) 

 The court ruled that misleading financial statements in a prospectus constitute fraud, 

leading to criminal penalties. 

 



Defenses Against Liability 

1. Due Diligence (Section 35(2)) 
o If a director can prove that they had no knowledge of the misstatement, they 

may escape liability. 

2. Error Without Fraudulent Intent 

o If the misstatement was an honest mistake, criminal liability may not apply. 

 

Conclusion 

Misstatements in a prospectus can lead to serious legal consequences, including civil and 

criminal penalties. Companies must ensure accuracy in their disclosures to maintain investor 

trust and comply with the law. 

 

Question 3: What is the Difference Between Private Placement, Public Issue, 
Rights Issue, and Bonus Shares? 

Solution: 

Introduction 

Companies raise capital through various means, including: 

 Private Placement 

 Public Issue 

 Rights Issue 

 Bonus Shares 

Each method serves a different purpose based on the company’s funding needs and investor 

strategy. 

 

1. Private Placement 

 A company sells shares to a select group of investors instead of the public. 

 Regulated by Section 42 of the Companies Act, 2013. 

 Investors may include venture capitalists, hedge funds, or institutional buyers. 

Example: A startup raising funds from private investors. 

 



2. Public Issue 

 Shares are offered to the public via an IPO. 

 SEBI approval is required. 

 Companies list shares on stock exchanges like NSE or BSE. 

Example: Zomato’s IPO in 2021. 

 

3. Rights Issue 

 Shares are offered to existing shareholders at a discounted price. 

 Companies Act, 2013 (Section 62) regulates rights issues. 

 It prevents dilution of ownership by allowing current shareholders to buy shares first. 

Example: A company offers 1 share for every 2 shares held by an investor. 

 

4. Bonus Shares 

 Free shares issued to shareholders out of company profits. 

 This increases the number of shares without changing total capital. 

 Example: A 2:1 bonus issue means an investor gets 2 extra shares for every 1 held. 

 

Comparison Table 

Mode Offered To 
Payment 

Required? 

Approval 

Needed? 
Example 

Private 

Placement 
Select Investors Yes Board Approval Startup Funding 

Public Issue General Public Yes SEBI + ROC IPOs 

Rights Issue 
Existing 

Shareholders 
Yes (Discounted) Board Approval 

Shareholder 

Benefit 

Bonus Shares 
Existing 

Shareholders 
No Board Approval 

Reward for 

Investors 

 

Conclusion 

Each method of capital raising has unique advantages. Companies choose based on 

their funding needs, market conditions, and investor strategy. 

 



Question 4: What is the difference between a Company and a Partnership? 
Explain in detail. 

Solution: 

Introduction 

A company and a partnership are two different forms of business organizations. While both are 

created for profit-making, they differ in ownership, liability, legal status, and management 

structure. 

The key distinction lies in the Companies Act, 2013, which governs companies, whereas 

partnerships are regulated by the Indian Partnership Act, 1932. 

 

Differences Between a Company and a Partnership 

Basis Company Partnership 

Legal Status 
A company is a separate legal 

entity distinct from its owners. 

A partnership has no separate legal 

existence; partners are collectively 

responsible. 

Liability 
Shareholders have limited 

liability (only up to their shares). 

Partners have unlimited liability, 

meaning their personal assets can be 

used to pay debts. 

Minimum 

Members 

Private company: Minimum 

2, Public company: Minimum 7. 
Minimum 2 partners are required. 

Maximum 

Members 

Private company: Maximum 

200, Public company: No limit. 
Maximum 50 partners. 

Transferability of 

Shares 

Shares of a public company are 

freely transferable. 

Partner’s interest cannot be 

transferred without consent. 

Continuity of 

Business 

A company enjoys perpetual 

succession(continues even if 

members change). 

A partnership dissolves if a partner 

dies or leaves. 

Management Managed by a Board of Directors. 
Managed by partners through mutual 

consent. 

Registration 
Mandatory under the Companies 

Act, 2013. 

Registration is optional under the 

Partnership Act, 1932. 

 

Conclusion 

Companies provide greater financial security and legal protection to shareholders, whereas 

partnerships offer more flexibility and control. Businesses choose the structure based on 

their investment needs, risk factors, and long-term goals. 



 

Question 5: What is the Doctrine of Lifting the Corporate Veil? Discuss its 
importance and exceptions. 

Solution: 

Introduction 

A company is considered a separate legal entity from its owners. This concept, established 

in Salomon v. Salomon & Co. Ltd. (1897), means that shareholders are not personally 

liable for the company’s debts. 

However, in certain cases, courts may ignore this separation and hold the owners responsible—

this is called "Lifting the Corporate Veil." 

 

Importance of Lifting the Corporate Veil 

The doctrine prevents misuse of corporate personality by uncovering fraud, tax evasion, or 

wrongful conduct behind a company’s existence. 

The veil is lifted in the following situations: 

1. Fraud or Sham Companies 
o When a company is used to commit fraud, courts can hold the individuals behind 

it liable. 

o Case Law: Gilford Motor Co. Ltd. v. Horne (1933) – The owner created a 

company to avoid non-compete agreements. The court ruled against him. 

2. Evasion of Taxes 

o If a company is created to avoid paying taxes, authorities can hold the 

individuals liable. 

o Example: If a businessman forms multiple companies just to reduce tax liability, 

the tax department can ignore the corporate status. 

3. Avoidance of Legal Obligations 
o When a company is used to escape legal duties, courts may intervene. 

o Example: If a company refuses to pay workers’ benefits by frequently changing 

names, courts can lift the veil. 

4. Protection of Public Interest 
o If a company’s actions harm the public or national interest, the government 

may intervene. 

o Example: If a company pollutes the environment and hides behind its legal 

status, courts can take action. 

5. Statutory Provisions 

o The Companies Act, 2013, allows lifting the veil in cases of: 

 Misstatements in a Prospectus (Section 34 & 35) 

 Failure to Pay Minimum Subscription (Section 39) 



 Fraudulent Trading (Section 339 of the Insolvency and Bankruptcy 

Code, 2016) 

 

Conclusion 

Lifting the corporate veil is essential to prevent corporate abuse and ensure justice in business 

operations. It reinforces that the corporate form cannot be misused to commit fraud or evade 

laws. 

 

Question 6: What are Global Depository Receipts (GDRs)? Explain their features 
and benefits. 

Solution: 

Introduction 

A Global Depository Receipt (GDR) is a financial instrument that represents shares of a foreign 

company traded on international stock exchanges. It allows companies to raise funds 

globally. 

For example, an Indian company can issue GDRs in the London Stock Exchange to attract 

foreign investors. 

 

Features of GDRs 

1. Issued by Depository Banks 
o A GDR is issued by an international bank that holds the underlying company’s 

shares. 

2. Traded in Foreign Markets 
o GDRs are listed on international exchanges (e.g., London Stock Exchange, 

Luxembourg Stock Exchange). 

3. Freely Transferable 

o Investors can buy and sell GDRs without needing direct ownership of company 

shares. 

4. Multiple Currency Trading 
o GDRs are usually traded in US dollars or euros, making them attractive to 

foreign investors. 

5. No Direct SEBI Regulations 

o Since they are issued outside India, they do not require SEBI approval but 

must comply with RBI guidelines. 

 



Benefits of GDRs 

1. Access to Global Capital 
o Companies can raise funds from international investors without being limited 

to Indian markets. 

2. Increased Liquidity 

o Since GDRs trade on foreign exchanges, they provide better liquidity than 

domestic shares. 

3. Diversification for Investors 
o Foreign investors can invest in Indian companies without going through 

Indian regulations. 

4. Improved Global Presence 

o Issuing GDRs increases a company’s brand visibility and credibility in foreign 

markets. 

5. Foreign Exchange Benefits 
o Since GDRs are issued in foreign currencies, companies benefit from foreign 

exchange gains. 

 

Example of GDR Issuance 

 Reliance Industries issued GDRs in London Stock Exchange, raising millions from 

global investors. 

 

Conclusion 

GDRs are a powerful tool for companies looking to expand internationally. They 

provide funding opportunities, investor diversification, and enhanced market reputation 

 

Question 7: What is a Red Herring Prospectus? How does it differ from a Shelf 
Prospectus? 

Solution: 

Introduction 

A prospectus is a formal document issued by a company to invite the public to invest in its 

securities. A Red Herring Prospectus (RHP) and a Shelf Prospectus are two special types 

used in Initial Public Offerings (IPOs) and multiple security issuances, respectively. 

 



Red Herring Prospectus (RHP) 

Definition 

 A Red Herring Prospectus (RHP) is a preliminary document filed before an IPO that 

contains all details except the final price and number of shares to be issued. 

 It helps investors assess the company's financial health before deciding to invest. 

Key Features of RHP 

1. Filed before SEBI and ROC under Section 32 of the Companies Act, 2013. 

2. Does not include the final issue price or number of shares. 

3. Price band is mentioned, but the final price is determined after book-building. 

4. Used mainly for IPO offerings. 

Example 

Companies like Zomato and Paytm issued Red Herring Prospectuses before their IPOs. 

 

Shelf Prospectus 

Definition 

 A Shelf Prospectus is a document that allows a company to issue multiple tranches of 

securities without filing a fresh prospectus each time. 

 This is valid for one year from the date of approval. 

Key Features of a Shelf Prospectus 

1. Defined under Section 31 of the Companies Act, 2013. 

2. Used mainly by banks and financial institutions to raise funds over time. 

3. Reduces paperwork and administrative costs for multiple security issuances. 

Example 

 The National Highways Authority of India (NHAI) uses a Shelf Prospectus to 

issue infrastructure bondsperiodically. 

 

Differences Between Red Herring Prospectus and Shelf Prospectus 

Basis Red Herring Prospectus (RHP) Shelf Prospectus 

Definition 

A prospectus used in IPOs without 

specifying final price and share 

details. 

A prospectus allowing a company 

to issue securities in multiple 

tranches. 



Basis Red Herring Prospectus (RHP) Shelf Prospectus 

Applicable To Companies launching an IPO. 
Large financial institutions issuing 

bonds. 

Time Validity Used for a single issue only. Valid for one year. 

Final Price 

Included? 

No, price is determined after book-

building. 

Yes, price is decided in the first issue 

itself. 

Example Zomato IPO NHAI Infrastructure Bonds 

 

Conclusion 

Both RHP and Shelf Prospectus help companies raise capital efficiently, but they differ 

in purpose and application. While RHP is used for IPOs, a Shelf Prospectus allows multiple 

issuances over time, making fund-raising smoother. 

 

Question 8: Explain Buyback of Shares. What are the legal provisions governing 
it? 

Solution: 

Introduction 

Buyback of shares refers to a company repurchasing its own shares from existing 

shareholders. This reduces the number of outstanding shares, thereby increasing the value of 

remaining shares. 

Companies undertake buybacks for reasons such as: 

1. Boosting Share Price – Reducing supply increases demand. 

2. Returning Excess Cash to Shareholders – Instead of dividends, companies buy back 

shares. 

3. Preventing Hostile Takeovers – Reducing free-floating shares prevents external 

takeovers. 

 

Legal Provisions for Buyback (Under Companies Act, 2013) 

1. Section 68 – Sources of Buyback 

A company can buy back shares using: 

 Free reserves 

 Securities premium account 

 Proceeds from fresh issue of shares (not from an earlier issue). 



2. Section 69 – Accounting Treatment 

 The shares bought back must be canceled. 

 The company must create a Capital Redemption Reserve (CRR) if buyback is from 

free reserves. 

3. Section 70 – Restrictions on Buyback 

Buyback is not allowed if: 

1. The company defaulted on loans, taxes, or employee dues. 

2. The company has not complied with SEBI regulations (for listed companies). 

3. The buyback exceeds 25% of total paid-up capital and free reserves. 

 

Methods of Buyback 

1. Tender Offer – The company offers to buy shares from shareholders at a fixed price. 

2. Open Market Purchase – The company buys shares from the stock market over time. 

3. Buyback from Employees – Companies may repurchase shares issued under Employee 

Stock Options (ESOPs). 

 

Example of Buyback 

In 2022, TCS (Tata Consultancy Services) conducted a ₹18,000 crore buyback, repurchasing 

shares at ₹4,500 per share. 

 

Conclusion 

Buybacks help companies reward shareholders, increase EPS (Earnings Per Share), and 

prevent takeovers. However, strict regulations ensure fair financial practices. 

 

Question 9: What is Employee Stock Option Scheme (ESOP)? Explain its benefits 
and limitations. 

Solution: 

Introduction 

An Employee Stock Option Scheme (ESOP) is a program where a company offers shares to 

employees at a discounted price. It is a form of incentive to retain and motivate employees. 



Legal Framework 

ESOPs are governed by: 

1. Companies Act, 2013 (Section 62(1)(b)) 

2. SEBI (Share Based Employee Benefits) Regulations, 2021 (for listed companies). 

 

Key Features of ESOP 

1. Options, Not Shares – Employees do not receive shares immediately, but have the 

right to buy them later. 

2. Vesting Period – Employees must work for a fixed time before they can buy shares. 

3. Exercise Price – Employees buy shares at a predetermined price, often lower than 

market price. 

4. Performance-Based Grants – Companies may link ESOPs to employee performance 

or company profits. 

 

Benefits of ESOP 

1. Employee Motivation & Retention 

 ESOPs encourage employees to stay long-term and contribute to company growth. 

2. Wealth Creation for Employees 

 Employees benefit from stock appreciation over time. 

3. Aligns Employee & Shareholder Interests 

 Employees become stakeholders, making them more committed to company success. 

4. Reduces Cash Flow Burden 

 Instead of high salaries, companies use ESOPs as an incentive. 

 

Limitations of ESOP 

1. Uncertain Future Returns 

 Stock prices may fall, leading to employee dissatisfaction. 



2. Dilution of Ownership 

 Issuing more shares reduces existing shareholder control. 

3. Complex Regulations 

 SEBI and Companies Act regulations make ESOPs legally complicated. 

 

Example of ESOP in Action 

 Infosys has one of the most well-known ESOP programs in India, benefiting thousands 

of employees. 

 

Conclusion 

ESOPs are a powerful employee retention tool, but companies must balance benefits with 

regulatory compliance and financial stability. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

 

SECTION-C (20 Marks Questions) 

Question1: What is a Prospectus? Explain its types, contents, legal requirements, 
and liabilities for misstatements. 

Solution: 

1. Introduction 

A prospectus is a formal document issued by a company to the public inviting them to 

subscribe to its shares or debentures. It provides important details about the company’s 

financial health, risks, and future prospects. 

The Companies Act, 2013 defines a prospectus under Section 2(70) as any document inviting 

the public to purchase shares, debentures, or other securities. 

A prospectus is essential because it ensures transparency and informed decision-making for 

investors. 

 

2. Types of Prospectus 

(i) Deemed Prospectus 

 When a company issues securities through intermediaries, such as brokers or 

underwriters, the document used is called a Deemed Prospectus under Section 25. 

 Example: If a company issues shares to an intermediary, who then sells them to the 

public, the document used is considered a prospectus. 

(ii) Red Herring Prospectus (RHP) 

 Defined under Section 32, an RHP is issued during an Initial Public Offering 

(IPO) but does not include the final price or number of shares. 

 Used when the company follows book-building to determine pricing. 

 Example: Zomato issued a Red Herring Prospectus before its IPO, giving investors 

details but not the final price. 



(iii) Shelf Prospectus 

 Defined under Section 31, a Shelf Prospectus allows a company to issue multiple 

securities over time without filing a new prospectus. 

 Valid for one year. 

 Mainly used by banks and financial institutions. 

 Example: National Highways Authority of India (NHAI) issues infrastructure bonds 

through a Shelf Prospectus. 

(iv) Abridged Prospectus 

 A shortened version of a full prospectus, containing only essential details. 

 As per Section 33, every public offer must include an abridged prospectus to make it 

easier for investors to understand. 

 

3. Contents of a Prospectus 

As per Section 26 of the Companies Act, 2013, a prospectus must include: 

(i) General Information 

 Company’s name and registered office address. 

 Date of incorporation. 

 Capital structure (authorized, issued, subscribed, and paid-up capital). 

(ii) Details of the Offer 

 Purpose of the issue (e.g., expansion, debt repayment). 

 Types and number of securities issued. 

 Pricing details and mode of payment. 

(iii) Financial Information 

 Audited balance sheet and profit & loss statements for the last five years. 

 Earnings per share (EPS) and dividend history. 

 Debt-equity ratio and liquidity position. 

(iv) Risk Factors 

 Economic risks, industry risks, and business-specific risks. 

 Litigation and regulatory risks. 

(v) Management & Promoters 

 Names and qualifications of directors and key managerial personnel. 



 Promoters’ background and financial contributions. 

(vi) Underwriting & Expert Opinions 

 Names of underwriters guaranteeing the issue. 

 Independent auditors’ or experts’ opinions on the financial viability of the company. 

(vii) Legal Disclosures 

 Any pending litigations or regulatory actions. 

 Compliance with SEBI and Companies Act regulations. 

 

4. Legal Requirements for a Prospectus 

(i) Approval from SEBI 

 Companies must get SEBI approval before issuing a public prospectus. 

 Ensures investor protection and financial transparency. 

(ii) Registration with ROC (Registrar of Companies) 

 A prospectus must be filed and registered with the ROC before issuance. 

 Section 26 mandates that the document should be signed by all directors. 

(iii) Compliance with SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2018 

 Includes rules regarding minimum subscription, pricing, and disclosures. 

(iv) Minimum Subscription Requirement 

 Companies must receive at least 90% of the issue amount within 60 days of the offer, 

failing which the money must be refunded. 

 

5. Misstatements in Prospectus: Civil and Criminal Liability 

A misstatement is any false, misleading, or omitted information that influences investors' 

decisions. 

(i) Civil Liability (Section 35) 

If an investor suffers a loss due to misstatements, they can: 

1. Claim compensation from the company, directors, promoters, and experts. 



2. Rescind the contract and demand a refund. 

Example: If a company falsely claims high profits and investors suffer losses, they can sue for 

damages. 

(ii) Criminal Liability (Section 36) 

 If a company fraudulently includes false information, directors and officers can face: 

o Imprisonment up to 10 years. 

o Fines up to 3 times the amount involved. 

Example: Sahara Group’s case, where the company misrepresented facts in its prospectus, 

leading to legal action. 

 

6. Various Modes for Raising Capital 

Companies raise funds through different methods: 

(i) Public Issue 

 The company invites the public to buy shares or bonds through an IPO or FPO (Follow-

on Public Offer). 

(ii) Private Placement 

 The company sells securities to a select group of investors, not the general public. 

(iii) Rights Issue 

 Existing shareholders are offered additional shares at a discounted price. 

(iv) Bonus Shares 

 Free shares issued to existing shareholders from the company’s profits. 

(v) Employee Stock Option Plan (ESOPs) 

 Employees are given the right to buy shares at a reduced price. 

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

 Companies raise funds internationally by issuing shares in foreign stock markets. 

 



7. Allotment, Forfeiture, Transfer & Transmission of Shares 

(i) Allotment of Shares 

 When investors apply for shares, the company issues them after verification. 

 Allotment must be completed within 60 days. 

(ii) Forfeiture of Shares 

 If a shareholder fails to pay due money, the company can forfeit the shares. 

(iii) Transfer of Shares 

 Shareholders can sell or gift shares to others. 

 Private company shares require board approval, while public company shares are freely 

transferable. 

(iv) Transmission of Shares 

 If a shareholder dies, their shares are transferred to legal heirs. 

 

8. Conclusion 

A prospectus is a crucial document for investors, providing transparency and protecting public 

interests. It ensures that companies disclose accurate financial and business information. 

However, misstatements can lead to severe legal consequences. 

The Companies Act, SEBI regulations, and legal provisions ensure that prospectuses serve 

their purpose of informing and protecting investors while enabling companies to raise capital 

efficiently. 

 

2. Discuss the concept of Corporate Veil. Explain the circumstances under which the 

Corporate Veil can be lifted with relevant case laws. 

1. Introduction 

The concept of Corporate Veil is a fundamental principle in Company Law, which establishes 

that a company is a separate legal entity distinct from its shareholders, directors, and 

management. This means that the company itself is liable for its debts, obligations, and 

liabilities, rather than the individuals who own or control it. 

However, in certain cases, courts and legal authorities may disregard this separate legal 

identity and hold individuals personally liable for the company’s actions. This process is known 

as "Lifting the Corporate Veil." 



This principle ensures that companies do not become a shield for fraud, tax evasion, or illegal 

activities. 

 

2. Concept of Corporate Veil 

2.1 Meaning of Corporate Veil 

The term Corporate Veil refers to the legal distinction between a company and its members 

(shareholders and directors). It protects individuals from being personally liable for the 

company's debts or wrongful acts. 

The doctrine of separate legal entity was first established in the landmark case: 

Salomon v. Salomon & Co. Ltd. (1897) 

Facts: 

 Mr. Salomon incorporated a company and transferred his business to it. 

 He held majority shares, and the company later faced financial difficulties. 

 Creditors claimed that Salomon was personally liable for company debts. 

Judgment: 

 The House of Lords ruled that the company was a separate legal entity from Salomon. 

 Thus, he was not personally liable for company debts. 

 This case established the principle that a company has its own legal identity distinct 

from its owners. 

2.2 Significance of the Corporate Veil 

 Protects shareholders from personal liability. 

 Encourages entrepreneurship and investment. 

 Ensures continuity even if ownership changes. 

 Facilitates corporate decision-making and contracts in the company’s name. 

However, this separate identity can be misused for fraud, evasion of laws, or wrongful acts. In 

such cases, courts can "lift the veil" and hold individuals accountable. 

 

3. Lifting of the Corporate Veil 

Lifting the corporate veil means ignoring the company’s separate legal existence and holding 

its directors, shareholders, or officers personally liable for acts done under the company’s name.  



3.1 Grounds for Lifting the Corporate Veil 

The Corporate Veil may be lifted under judicial interpretations or statutory provisions in the 

following cases: 

 

(i) Fraud or Improper Conduct 

If a company is formed to commit fraud or illegal activities, courts can lift the corporate veil and 

hold the individuals responsible. 

Case Law: Gilford Motor Co. Ltd. v. Horne (1933) 

Facts: 

 Mr. Horne, an ex-employee of Gilford Motors, started a new business to compete with 

his former employer. 

 He formed a company to avoid a non-compete agreement. 

Judgment: 

 The court ruled that the company was a sham created to avoid legal obligations. 

 The corporate veil was lifted, and Mr. Horne was held personally liable. 

 

(ii) Evasion of Tax and Legal Obligations 

A company cannot be used as a tool to evade taxes or regulatory laws. 

Case Law: Dinshaw Maneckjee Petit (1927) 

Facts: 

 Dinshaw, a wealthy individual, created a company in his name only to avoid taxes. 

 He transferred his income to the company and received it as a loan to reduce tax liability. 

Judgment: 

 The court held that the company was a mere tax-evading entity. 

 The corporate veil was lifted, and Dinshaw was taxed personally. 

 



(iii) Avoidance of Legal and Contractual Obligations 

If a company is used to bypass contractual duties, courts can disregard its separate identity. 

Case Law: Jones v. Lipman (1962) 

Facts: 

 Mr. Lipman entered a contract to sell land but later transferred it to a company to avoid 

selling it. 

Judgment: 

 The court ruled that the company was a mere facade to evade obligations. 

 The veil was lifted, and Lipman was forced to complete the sale. 

 

(iv) Public Interest and National Security 

Governments may lift the corporate veil in cases concerning public interest, national security, 

or economic stability. 

Case Law: State of U.P. v. Renusagar Power Co. (1988) 

Facts: 

 A power company claimed tax exemption under the guise of being an industrial 

undertaking. 

Judgment: 

 The court ruled that the company’s identity was a device to claim undue benefits. 

 The corporate veil was lifted to safeguard public interest. 

 

(v) Agency or Alter Ego Doctrine 

If a company acts merely as an agent or extension of another entity, courts may lift the 

corporate veil. 

Case Law: Tata Engineering and Locomotive Co. Ltd. v. State of Bihar (1964) 

Facts: 

 A subsidiary company was controlled entirely by the parent company. 



 The question was whether they should be treated as separate entities. 

Judgment: 

 The court ruled that the subsidiary was not independent but an alter ego of the parent 

company. 

 The veil was lifted, and both were treated as a single entity. 

 

(vi) Protection of Creditors 

If a company is created only to deprive creditors of rightful payments, courts can hold 

individuals responsible. 

Case Law: Delhi Development Authority v. Skipper Construction Co. (1996) 

Facts: 

 A company collected money from buyers for a housing project but failed to deliver the 

property. 

Judgment: 

 The Supreme Court lifted the veil to hold the promoters personally accountable for 

refunds. 

 

(vii) Violation of Statutory Provisions 

When a company violates legal provisions, courts may lift the corporate veil. 

Example: SEBI v. Sahara India (2012) 

 Sahara Group raised funds through Optionally Fully Convertible Debentures 

(OFCDs) without SEBI approval. 

 The Supreme Court lifted the veil and held the directors personally liable for returning 

investor funds. 

 

4. Statutory Provisions for Lifting the Corporate Veil 

Under the Companies Act, 2013, the corporate veil can be lifted in various scenarios: 



(i) Section 2(60) - Officer in Default 

 Directors, key officers, or any person involved in mismanagement or fraud can 

be personally liable. 

(ii) Section 34 - Misstatements in Prospectus 

 Directors and promoters are personally responsible for false statements in 

the prospectus. 

(iii) Section 70 - Fraudulent Trading 

 If a company carries on fraudulent activities, the veil can be lifted. 

(iv) Section 248 - Companies Formed for Fraudulent Purposes 

 The ROC can strike off fraudulent companies from records. 

 

5. Conclusion 

The Corporate Veil is a fundamental principle that protects shareholders and encourages 

investment. However, when companies are misused for fraud, evasion, or public harm, courts 

and legal authorities can lift the veil to ensure justice. 

 

3. Explain the process of Formation and Incorporation of a Company under the 

Companies Act, 2013. 

 

Formation and Incorporation of a Company under the Companies Act, 2013 

1. Introduction 

The formation and incorporation of a company is the legal process through which a business 

entity is created and recognized as a separate legal entity under the Companies Act, 2013. A 

company is registered with the Registrar of Companies (ROC) and obtains a Certificate of 

Incorporation, which grants it a distinct legal identity. 

The Companies Act, 2013 governs the incorporation of companies in India and provides a 

structured step-by-step procedure that must be followed to ensure compliance with legal 

requirements. 

 

2. Steps in Formation and Incorporation of a Company 



The process of incorporating a company involves several legal and procedural steps, which 

include: 

Step 1: Choosing the Type of Company 

Before incorporation, the promoters must decide the type of company they want to form. The 

main types of companies include: 

 Private Limited Company (Minimum 2 and Maximum 200 members). 

 Public Limited Company (Minimum 7 members, no maximum limit). 

 One-Person Company (OPC) (Single member company). 

 Section 8 Company (Non-profit organizations). 

Each type has different legal requirements regarding minimum members, capital, and 

compliance obligations. 

 

Step 2: Obtaining Digital Signature Certificate (DSC) 

Since company registration is an online process, the directors and shareholders need a Digital 

Signature Certificate (DSC) for electronic filing of documents. 

 Issued by certifying authorities (e.g., eMudhra, Sify, NSDL). 

 Required for signing electronic forms submitted to the Ministry of Corporate Affairs 

(MCA). 

 

Step 3: Director Identification Number (DIN) Application 

A Director Identification Number (DIN) is a unique 8-digit number allotted by the Ministry 

of Corporate Affairs (MCA) to individuals who wish to become company directors. 

 DIN can be applied through SPICe+ Form at the time of incorporation. 

 If the individual is already a director in another company, they must use their 

existing DIN. 

 

Step 4: Name Approval (Reservation of Name – RUN Service) 

The company’s name must be unique and not identical to any existing company or trademark. 

 The Reserve Unique Name (RUN) service of the MCA allows companies to apply for 

name approval. 



 The name should follow the rules under the Companies (Incorporation) Rules, 2014. 

 The suffix should match the type of company: 

o Private Limited Company: "Pvt. Ltd." 

o Public Limited Company: "Limited" 

o One-Person Company: "OPC Pvt. Ltd." 

 

Step 5: Drafting the Memorandum of Association (MoA) and Articles of Association (AoA) 

Memorandum of Association (MoA) and Articles of Association (AoA) are the two most 

important documents in company incorporation. 

Memorandum of Association (MoA) (Section 4 of the Companies Act, 2013) 

MoA defines the scope of operations and the objectives of the company. It contains: 

1. Name Clause – Name of the company. 

2. Registered Office Clause – State where the company will be registered. 

3. Object Clause – Main and ancillary objectives of the company. 

4. Liability Clause – Limited or unlimited liability of members. 

5. Capital Clause – Authorized share capital. 

Articles of Association (AoA) (Section 5 of the Companies Act, 2013) 

AoA contains the rules and regulations governing the internal management and 

operations of the company. It covers: 

 Powers and duties of directors. 

 Voting rights of shareholders. 

 Dividend declaration rules. 

 Procedure for transferring shares. 

Both MoA and AoA must be signed by all subscribers to the company and submitted to the 

ROC. 

 

Step 6: Filing SPICe+ (Simplified Proforma for Incorporating a Company Electronically) 

The SPICe+ form (INC-32) is an integrated online form for company incorporation, available 

on the MCA website. It covers: 

 Application for Company Incorporation. 

 DIN Allotment for directors. 

 Name reservation (if not done earlier). 



 PAN and TAN allotment. 

 Registration for EPFO, ESIC, and GST (for applicable companies). 

Supporting documents include: 

 MoA and AoA (SPICe+ MoA and SPICe+ AoA formats). 

 Identity proof (PAN, Aadhar, Passport for foreign nationals). 

 Address proof (Electricity bill, rent agreement, etc.). 

 Consent of directors (DIR-2 Form). 

 Declaration by subscribers (INC-9 Form). 

The form is digitally signed using DSC and submitted to the Registrar of Companies 

(ROC) for approval. 

 

Step 7: Payment of Fees and Stamp Duty 

 The government charges registration fees based on authorized share capital. 

 Stamp duty is also applicable, depending on the state where the company is registered. 

 

Step 8: Certificate of Incorporation (COI) 

Once the ROC verifies all documents, the company is issued a Certificate of Incorporation 

(COI), which contains: 

 Company Name. 

 CIN (Corporate Identification Number). 

 Date of Incorporation. 

 PAN and TAN of the Company. 

This COI acts as conclusive proof of the company's legal existence. 

 

Step 9: Post-Incorporation Compliances 

After incorporation, the company must fulfill several legal and regulatory compliances: 

1. Obtain PAN and TAN (if not issued earlier). 

2. Open a Company Bank Account using COI and PAN. 

3. File Commencement of Business Declaration (Form INC-20A) within 180 days. 

4. Register under GST, EPFO, ESIC, if applicable. 

5. Appoint the First Auditor within 30 days of incorporation. 



6. Conduct the First Board Meeting within 30 days. 

 

3. Online Registration Process (SPICe+ e-Form) 

The SPICe+ system (Simplified Proforma for Incorporating a Company Electronically) 

introduced by MCA makes the incorporation process: 

 Faster (Single-window registration). 

 Cost-effective (No need for multiple filings). 

 More transparent (Automated verification). 

The new system integrates: 

 Name Reservation. 

 Director Identification Number (DIN) allotment. 

 Incorporation certificate issuance. 

 PAN, TAN, GST, and EPFO registration. 

 

4. Conclusion 

The incorporation of a company under the Companies Act, 2013 involves a structured legal 

process to ensure transparency, compliance, and accountability. The introduction of the SPICe+ 

system has simplified online registration, making it faster and more efficient for businesses. 

The process ensures that a company is legally recognized, enabling it to operate as a separate 

legal entity with limited liability, encouraging business growth, and protecting stakeholders' 

interests. 

 

 

4. What is the Doctrine of Constructive Notice and Indoor Management? Explain with 

relevant case laws. 

Doctrine of Constructive Notice and Indoor Management 

1. Introduction 

When dealing with a company, the doctrines of Constructive Notice and Indoor 

Management play a crucial role in determining the rights, liabilities, and obligations of external 

parties and company members. These doctrines are based on the Memorandum of Association 

(MoA) and Articles of Association (AoA) of a company, which define its scope of operations 

and internal management rules. 



The Doctrine of Constructive Notice protects the company by placing the responsibility on 

outsiders to be aware of its public documents, whereas the Doctrine of Indoor 

Management protects outsiders from internal irregularities within the company. 

 

2. Doctrine of Constructive Notice 

Meaning and Definition 

The Doctrine of Constructive Notice states that any person dealing with a company is 

presumed to have knowledge of its MoA and AoA, which are public documents available with 

the Registrar of Companies (ROC). This means that: 

 Third parties (outsiders) must verify the company's powers and rules before entering 

into contracts. 

 If an outsider enters into a contract that goes beyond the company’s authority, they 

cannot later claim ignoranceas a defense. 

Legal Basis 

 Section 399 of the Companies Act, 2013 allows public inspection of company 

documents filed with the ROC. 

 This means that outsiders have a "constructive notice" of the company’s public 

documents, and they must read and understand them before entering into 

agreements. 

Important Case Law: Kotla Venkataswamy v. Rammurthy (1934) 

Facts: A company’s AoA required that certain documents be signed by three directors and the 

secretary. However, an outsider entered into an agreement that was signed only by two 

directors and the secretary. 

Judgment: The court held that the outsider should have checked the company’s AoA and 

ensured compliance. Since the requirement was not fulfilled, the agreement was 

declared invalid. 

Exceptions to the Doctrine of Constructive Notice 

 It does not apply to internal matters of the company (covered under the Doctrine of 

Indoor Management). 

 It does not apply to fraud or misrepresentation by the company’s officials. 

 

3. Doctrine of Indoor Management 



Meaning and Definition 

The Doctrine of Indoor Management is an exception to the Doctrine of Constructive Notice. 

It protects outsiders who enter into contracts with a company in good faith, assuming that 

internal procedures are properly followed. 

This means: 

 Outsiders are not expected to investigate internal company matters. 

 If an officer appears to have authority, outsiders can assume that internal rules have 

been followed. 

 The company cannot deny liability for a contract due to internal procedural failures. 

Legal Basis 

The principle was first laid down in the case of Royal British Bank v. Turquand (1856). 

Important Case Law: Royal British Bank v. Turquand (1856) 

Facts: A company’s AoA required shareholder approval for borrowing money. The 

directors borrowed money without approval, and the lender sued the company for repayment. 

Judgment: The court held that the lender was not required to check internal approvals. Since the 

directors had the authority to borrow, the company was liable to repay the loan. 

Exceptions to the Doctrine of Indoor Management 

1. Knowledge of Irregularity – If the outsider is aware of an internal irregularity, they 

cannot claim protection. 

o Example: If a person knows a director has no authority but still enters into a 

contract, the company is not liable. 

2. Forgery – If a company officer forges a document, the company is not bound by it. 

o Case Law: Ruben v. Great Fingall Consolidated (1906) – A forged share 

certificate was held to be invalid. 

3. Negligence – If an outsider fails to conduct basic due diligence, they cannot claim 

protection. 

4. Ultra Vires Acts – If the contract is beyond the company's legal powers (MoA), it is 

void. 

 

4. Comparison of Both Doctrines 

Aspect Doctrine of Constructive Notice Doctrine of Indoor Management 

Purpose Protects the company from outsiders. 
Protects outsiders from internal 

company irregularities. 



Aspect Doctrine of Constructive Notice Doctrine of Indoor Management 

Focus 
Outsiders must be aware of the company’s 

public documents. 

Outsiders can assume internal 

compliance. 

Who it 

affects 
Outsiders dealing with the company. The company and its management. 

Key Case 

Law 

Kotla Venkataswamy v. Rammurthy 

(1934) 

Royal British Bank v. Turquand 

(1856) 

Exception Does not apply to internal management. 
Does not apply if fraud or forgery is 

involved. 

 

5. Conclusion 

Both doctrines play an essential role in company law. While the Doctrine of Constructive 

Notice prevents outsiders from claiming ignorance of company rules, the Doctrine of Indoor 

Management ensures that genuine third parties are not affected by internal mismanagement. 

By balancing corporate transparency and protection for third parties, these principles help 

maintain trust and smooth business transactions in corporate dealings. 

 

5.Explain in detail the different Modes of Raising Capital by a Company. 

Modes of Raising Capital by a Company 

1. Introduction 

Capital is the lifeblood of a business, and companies require capital for establishment, 

expansion, and operational purposes. Companies raise capital from various sources, which can 

be classified based on ownership, nature, and time period. 

Under the Companies Act, 2013, companies can raise capital through equity financing, debt 

financing, and hybrid methods. The selection of the mode depends on factors such as financial 

position, risk appetite, regulatory requirements, and business goals. 

 

2. Classification of Capital in a Company 

A company’s capital can be classified as follows: 

1. Authorized Capital – The maximum amount a company is allowed to raise as per 

its Memorandum of Association (MoA). 

2. Issued Capital – The portion of authorized capital offered to investors. 

3. Subscribed Capital – The part of issued capital actually subscribed by investors. 



4. Paid-up Capital – The amount actually paid by shareholders. 

5. Reserve Capital – The portion of capital kept aside for future needs. 

Companies can raise capital through various modes, which are explained below. 

 

3. Different Modes of Raising Capital. Explain. 

Companies can raise capital through the issue of securities, debt instruments, and other 

financial instruments. The most common methods include: 

A. Equity Financing (Issuance of Shares) 

1. Public Issue (Initial Public Offering - IPO & Follow-on Public Offering - FPO) 

 Initial Public Offering (IPO): The first-time issuance of shares to the public. The 

company gets listed on a stock exchange. 

 Follow-on Public Offering (FPO): Additional shares issued by a company after its IPO 

to raise more funds. 

✅ Example: Zomato, Paytm, and Reliance have raised capital through IPOs. 

2. Private Placement 

 The company sells shares privately to a select group of investors (e.g., venture 

capitalists, hedge funds, private equity). 

 It is faster and less regulated than an IPO. 

✅ Example: Ola and Swiggy raised funds through private placements. 

3. Rights Issue 

 Existing shareholders are given the right to buy additional shares at a discounted 

price in proportion to their holdings. 

 Helps companies raise funds without losing ownership control. 

✅ Example: Tata Steel and Bharti Airtel have used rights issues to raise funds. 

4. Bonus Issue 

 Additional shares are issued free of cost to existing shareholders in proportion to their 

holdings. 

 No new capital is raised, but it increases the number of shares in circulation. 

✅ Example: Infosys and Wipro have announced bonus issues in the past. 



5. Employee Stock Option Scheme (ESOPs) 

 Shares are issued to employees at a discounted price as an incentive. 

 Encourages employee ownership and motivation. 

✅ Example: Google and Facebook offer ESOPs to their employees. 

6. Sweat Equity Shares 

 Shares are issued to employees or directors in exchange for their contribution to 

intellectual property, technology, or business growth. 

 Used to retain and reward key employees. 

✅ Example: Many startups use sweat equity to compensate key personnel. 

 

B. Debt Financing (Raising Funds Through Borrowing) 

1. Issue of Debentures 

 Debentures are debt instruments issued to the public with a promise of repayment with 

interest. 

 Types: 

o Convertible Debentures – Can be converted into shares later. 

o Non-Convertible Debentures (NCDs) – Cannot be converted but offer higher 

interest rates. 

✅ Example: Tata Motors and NTPC have issued NCDs to raise funds. 

2. Bank Loans and Financial Institutions 

 Companies borrow from banks or financial institutions. 

 Includes term loans, working capital loans, and overdraft facilities. 

✅ Example: MSMEs often rely on bank loans for capital needs. 

3. Global Depository Receipts (GDRs) and American Depository Receipts (ADRs) 

 GDRs – Shares issued in international markets, denominated in foreign currency. 

 ADRs – Shares issued in the US stock market, allowing foreign investors to invest. 

✅ Example: Infosys and Wipro have issued ADRs and GDRs. 

4. External Commercial Borrowings (ECBs) 

 Loans raised from foreign banks, institutions, or investors. 



 Used for expansion, import of machinery, or working capital. 

✅ Example: Indian companies like Tata Steel have raised ECBs for expansion. 

5. Bonds 

 Similar to debentures but issued by companies to raise long-term debt. 

 Fixed interest rate and repayment period. 

✅ Example: Power Grid Corporation has issued bonds to raise funds. 

6. Venture Capital and Private Equity 

 Startups and growing companies raise funds from venture capitalists (VCs) and private 

equity (PE) investors. 

 VCs invest in early-stage companies, whereas PEs invest in established businesses. 

✅ Example: Flipkart raised funds from SoftBank and Tiger Global. 

 

C. Hybrid Instruments (Combination of Equity and Debt) 

1. Preference Shares 

 Hybrid securities that combine equity and debt characteristics. 

 Holders receive fixed dividends before equity shareholders. 

 Types: 

o Convertible Preference Shares – Can be converted into equity. 

o Non-Convertible Preference Shares – Cannot be converted. 

✅ Example: Tata Sons raised capital through preference shares. 

2. Convertible Debentures 

 Initially issued as debt instruments but can be converted into equity shares after a 

certain period. 

 Useful for raising funds without immediate equity dilution. 

✅ Example: Many infrastructure companies use convertible debentures. 

3. Warrants 

 Financial instruments that give investors the right (but not obligation) to buy company 

shares at a fixed price in the future. 

 A way to raise funds without immediate dilution of ownership. 



✅ Example: Reliance Industries issued share warrants for fundraising. 

Key Points to Cover: 

 Public Issue (IPO and FPO) – Procedure, eligibility, SEBI norms. 

 Private Placement – Qualified Institutional Placement (QIP), SEBI regulations. 

 Rights Issue – Benefits, process, Companies Act provisions. 

 Bonus Shares – Meaning, conditions, impact on shareholders. 

 Employee Stock Options (ESOPs) – Meaning, benefits, legal requirements. 

 Sweat Equity Shares – Eligibility, Companies Act compliance. 

 Debt Instruments – Debentures, Bonds, Global Depository Receipts (GDRs). 

 Book Building Process – Meaning, advantages. 

 Buyback of Shares – Purpose, legal requirements, SEBI norms. 

 Case studies of capital-raising methods used by companies like Reliance, TCS, etc. 

 

6. Explain the concept of Share Capital. Discuss the different types of shares and their legal 

provisions under the Companies Act, 2013. 

1. Introduction 

Capital is the backbone of any business, and in the case of a company, it is raised through 

the issuance of shares. The money raised by a company through shares is known as Share 

Capital. 

Under the Companies Act, 2013, shares represent ownership in a company and entitle the 

shareholder to certain rights, dividends, and voting powers. The Act also governs the types of 

shares, their issuance, and legal provisions related to them. 

 

2. Meaning and Concept of Share Capital 

Definition of Share Capital 

Share capital refers to the total amount of money raised by a company from its shareholders by 

issuing shares. It forms part of the company’s equity and is classified into various types based 

on ownership, payment status, and legal nature. 

Key Provisions under Companies Act, 2013 

 Section 2(84): Defines "share" as a share in the share capital of a company, which 

includes equity and preference shares. 

 Section 43: Specifies the types of share capital a company can issue. 

 Section 61: Deals with alteration of share capital, including increasing or reducing it. 

 Section 66: Deals with reduction of share capital subject to tribunal approval. 



 Section 52: Regulates securities premium collected by a company on the issue of 

shares. 

 

3. Classification of Share Capital 

A. Based on the Structure of Share Capital 

1. Authorized Capital (Nominal Capital) 
o The maximum capital a company can issue as per its Memorandum of 

Association (MoA). 

o Can be increased by amending the MoA. 

o Example: If a company's authorized capital is ₹10 crore, it can issue shares up to 

this limit. 

2. Issued Capital 
o The portion of authorized capital actually offered to investors. 

o Example: If a company has an authorized capital of ₹10 crore but issues shares 

worth ₹5 crore, then ₹5 crore is the issued capital. 

3. Subscribed Capital 
o The portion of issued capital actually subscribed by investors. 

o Example: If a company offers shares worth ₹5 crore but investors subscribe for 

only ₹4 crore, then ₹4 crore is the subscribed capital. 

4. Paid-up Capital 
o The portion of subscribed capital for which payment has been received. 

o Companies Act, 2013 (Amendment) removes the minimum paid-up capital 

requirement for private and public companies. 

o Example: If a company has ₹4 crore subscribed capital and receives full payment, 

the paid-up capital is ₹4 crore. 

5. Reserve Capital 
o A portion of unissued capital reserved for future use, activated only during 

liquidation. 

 

B. Types of Shares Under Companies Act, 2013 

As per Section 43 of the Companies Act, 2013, a company can issue two types of shares: 

1. Equity Shares 

2. Preference Shares 

 

4. Equity Shares 



Meaning and Definition 

Equity shares represent ownership in the company and carry voting rights. They are also known 

as ordinary shares. 

Features of Equity Shares 

✔ Holders are owners of the company. 

✔ Entitled to dividends but only after preference shareholders are paid. 

✔ Have voting rights in company meetings. 

✔ High risk but potential for high returns. 

Types of Equity Shares 

1. With Voting Rights – Standard equity shares with voting powers. 

2. Differential Voting Rights (DVR) – Shares with lower or higher voting rights than 

ordinary shares. 

o Example: Tata Motors issues DVR shares with lower voting rights but higher 

dividends. 

Legal Provisions Related to Equity Shares 

 Section 43(a): Defines equity shares and their rights. 

 Section 53: Prohibits issuing shares at a discount, except as sweat equity. 

 Section 55: Equity shares are non-redeemable, unlike preference shares. 

 

5. Preference Shares 

Meaning and Definition 

Preference shares give shareholders preferential rights over equity shareholders in terms of: 

1. Fixed Dividend Payments 

2. Repayment of Capital during Liquidation 

However, preference shareholders generally do not have voting rights unless dividends are 

unpaid for a specific period. 

Features of Preference Shares 

✔ Fixed dividend rate. 

✔ Preference in dividend payment and capital repayment. 

✔ Limited voting rights. 

✔ Lower risk compared to equity shares. 



Types of Preference Shares 

1. Cumulative Preference Shares 
o If a company fails to pay dividends in one year, it is carried forward to future 

years. 

2. Non-Cumulative Preference Shares 

o Dividends do not accumulate if unpaid in a given year. 

3. Convertible Preference Shares 

o Can be converted into equity shares after a fixed period. 

4. Non-Convertible Preference Shares 

o Cannot be converted into equity shares. 

5. Participating Preference Shares 

o Shareholders get a fixed dividend plus additional profit-sharing in good 

financial years. 

6. Non-Participating Preference Shares 
o Entitled only to a fixed dividend and not additional profits. 

7. Redeemable Preference Shares 
o Can be bought back (redeemed) by the company after a certain period. 

8. Irredeemable Preference Shares 
o Cannot be bought back; shareholders hold them permanently. 

o Note: Under the Companies Act, irredeemable preference shares are not 

allowed. 

Legal Provisions Related to Preference Shares 

 Section 55: Only redeemable preference shares are allowed. 

 Section 47: Preference shareholders have voting rights only in case of non-payment of 

dividends for two years or more. 

Key Points to Cover: 

 Definition of Share Capital. 

 Types of Shares: 

o Equity Shares (With and Without Voting Rights). 

o Preference Shares (Convertible, Redeemable, Participating). 

 Legal Provisions under the Companies Act, 2013 (Section 43, 55, etc.). 

 Allotment of Shares – Legal Process & Compliance. 

 Forfeiture of Shares – Conditions and effects. 

 Transfer & Transmission of Shares – Difference and legal procedure. 

 Case Studies – Examples of companies issuing shares through different modes. 

7.Compare a Company and a Partnership Firm. Explain the advantages and 

disadvantages of each structure. 



3. Comparison Between Company and Partnership Firm 

Basis Company Partnership Firm 

Governing Law Companies Act, 2013 Partnership Act, 1932 

Legal Status Separate legal entity No separate legal entity 

Liability Limited liability of shareholders Unlimited liability of partners 

Number of Members 
Private Company: 2–200, Public 

Company: 7+ 

Minimum: 2, Maximum: 50 (for 

regular partnerships) 

Registration Mandatory Optional 

Perpetual Succession 
Exists even after the death or exit of 

members 

Dissolves if a partner dies or exits 

(unless stated otherwise) 

Ownership & 

Control 

Owners (shareholders) and 

management (directors) are separate 

Owners and managers are the 

same 

Transferability of 

Ownership 

Shares can be easily transferred 

(except in private companies) 
Requires partner consent 

Decision-Making 
Decisions made by the board of 

directors 

Decisions taken jointly by 

partners 

Compliance & 

Regulations 

High (audit, tax filings, statutory 

meetings) 

Low (basic tax filings, 

partnership deed) 

Raising Capital 
Can issue shares, debentures, take 

loans 

Limited to partners' contributions 

and borrowings 

Dissolution 
Complex process, requires legal 

procedures 

Can be dissolved easily by mutual 

consent 

 

4. Advantages and Disadvantages of a Company 

4.1 Advantages of a Company 

✅ Limited Liability – Shareholders are not personally liable for company debts. 

✅ Separate Legal Entity – The company has its own identity, separate from its owners. 

✅ Perpetual Succession – The company continues even if shareholders change. 

✅ Access to Capital – Can raise funds through shares, debentures, and bank loans. 

✅ Transferability of Shares – Shares can be easily transferred (except in private companies). 

✅ Better Credibility – A registered company is more credible in the business world. 

4.2 Disadvantages of a Company 

❌ High Compliance Requirements – Annual audits, statutory filings, and board meetings. 

❌ Complex Formation Process – Requires registration, Memorandum of Association, Articles 

of Association. 

❌ Separation of Ownership and Management – May lead to conflicts between shareholders 

and directors. 



❌ Higher Tax Rates – Companies are taxed at corporate rates, which can be higher than 

individual tax rates. 

❌ Costly Winding Up Process – Dissolving a company requires legal formalities and approvals. 

 

5. Advantages and Disadvantages of a Partnership Firm 

5.1 Advantages of a Partnership Firm 

✅ Easy Formation – Minimal paperwork, registration is optional. 

✅ Lesser Compliance Burden – No need for statutory audits, fewer legal requirements. 

✅ Direct Control by Owners – Partners directly manage business operations. 

✅ Profit Sharing – Partners share profits based on the agreed ratio. 

✅ Easy Dissolution – Can be dissolved by mutual consent. 

5.2 Disadvantages of a Partnership Firm 

❌ Unlimited Liability – Partners are personally liable for business debts. 

❌ No Separate Legal Identity – The firm is not distinct from its partners. 

❌ Limited Capital Raising Capacity – Cannot issue shares or debentures. 

❌ Dissolution Risks – The firm may dissolve if a partner leaves or dies. 

❌ Risk of Disputes – Disagreements among partners can harm business operations. 

 

 

8. Explain the concept of Global Depository Receipts (GDRs) and American Depository 

Receipts (ADRs). Discuss their role in global capital markets. 

Global Depository Receipts (GDRs) and American Depository Receipts 
(ADRs): Concept and Role in Global Capital Markets 

1. Introduction 

With globalization, companies seek to raise capital from international markets to expand their 

business operations. Global Depository Receipts (GDRs) and American Depository Receipts 

(ADRs) are financial instruments that allow companies to raise funds from foreign 

investors without directly listing their shares on foreign stock exchanges. 

These instruments help companies increase liquidity, expand their investor base, and 

improve their global presence. They also provide international investors an opportunity to 

invest in foreign companies without dealing with local regulations and currency exchange 

issues. 



 

2. Meaning and Concept of Depository Receipts 

A Depository Receipt (DR) is a financial instrument issued by a foreign bank (depository 

bank) that represents shares of a domestic company. Investors buy DRs instead of directly 

purchasing shares from the home stock exchange. 

 GDRs (Global Depository Receipts): Issued for trading in multiple international 

markets (except the U.S.). 

 ADRs (American Depository Receipts): Specifically issued for trading in the United 

States stock exchanges. 

 

3. Global Depository Receipts (GDRs) 

3.1 Definition of GDRs 

A Global Depository Receipt (GDR) is a negotiable financial instrument issued by a foreign 

bank that represents shares of a domestic company. It allows companies to raise funds from 

multiple global markets without listing their shares on those stock exchanges. 

3.2 Key Features of GDRs 

✔ Issued in multiple international markets, except the U.S. 

✔ Denominated in foreign currency (e.g., U.S. Dollars or Euros). 

✔ Traded on global stock exchanges like the London Stock Exchange (LSE), Luxembourg 

Stock Exchange, and Singapore Exchange. 

✔ Allows foreign investors to invest in a company without directly buying shares in the home 

country. 

✔ Holders get dividends and capital appreciation, but they do not have direct voting rights. 

3.3 Process of Issuing GDRs 

1. A company deposits its shares with a foreign bank (depository bank). 

2. The bank issues GDRs to international investors. 

3. Investors trade GDRs on foreign stock exchanges. 

4. The depository bank manages dividends and other corporate actions. 

3.4 Advantages of GDRs 

✅ Access to Global Capital – Companies can raise funds from international markets. 

✅ Diversified Investor Base – Attracts foreign institutional investors (FIIs). 

✅ Improved Liquidity – Increases trading opportunities and valuation. 



✅ No Need for Dual Listing – Companies avoid regulatory complexities of listing in multiple 

countries. 

3.5 Disadvantages of GDRs 

❌ Exchange Rate Risk – Fluctuations in foreign currency can impact returns. 

❌ Limited Control for Investors – No direct voting rights. 

❌ High Cost of Issuance – Involves fees for depository banks and compliance. 

3.6 Examples of Indian Companies Issuing GDRs 

 Infosys 

 Tata Motors 

 ICICI Bank 

 Reliance Industries 

 

4. American Depository Receipts (ADRs) 

4.1 Definition of ADRs 

An American Depository Receipt (ADR) is a negotiable financial instrument issued by a U.S. 

bank that represents shares of a foreign company. It allows foreign companies to raise capital 

from the U.S. financial market and trade on U.S. stock exchanges like the New York Stock 

Exchange (NYSE) and NASDAQ. 

4.2 Key Features of ADRs 

✔ Issued exclusively in the U.S. market. 

✔ Denominated in U.S. Dollars (USD). 

✔ Traded on NYSE and NASDAQ. 

✔ Investors receive dividends in USD. 

✔ ADR holders get limited voting rights. 

4.3 Process of Issuing ADRs 

1. A foreign company deposits shares with a U.S. bank. 

2. The U.S. bank issues ADRs to American investors. 

3. ADRs are traded like stocks in the U.S. markets. 

4. The depository bank handles corporate actions like dividends and stock splits. 

4.4 Types of ADRs 

Type Description 

Sponsored ADR Issued with company involvement; follows U.S. SEC regulations. 



Type Description 

Unsponsored 

ADR 

Issued without company involvement; traded in over-the-counter (OTC) 

markets. 

Level 1 ADR Traded in OTC markets; least regulated. 

Level 2 ADR Listed on NYSE or NASDAQ; must follow SEC regulations. 

Level 3 ADR Used to raise capital; fully compliant with SEC rules. 

4.5 Advantages of ADRs 

✅ Access to U.S. Capital Markets – Foreign companies can attract American investors. 

✅ Increased Visibility – Boosts global brand reputation. 

✅ USD-Denominated Dividends – No foreign currency conversion issues for U.S. investors. 

✅ Liquidity and Trading Volume – ADRs are actively traded on U.S. stock exchanges. 

4.6 Disadvantages of ADRs 

❌ Compliance with U.S. Regulations – Companies must follow SEC rules. 

❌ High Cost of Issuance – Listing fees, legal compliance, and reporting requirements. 

❌ Limited Investor Rights – ADR holders may have restricted voting rights. 

4.7 Examples of Indian Companies Issuing ADRs 

 Infosys 

 Wipro 

 ICICI Bank 

 HDFC Bank 

 

5. Role of GDRs and ADRs in Global Capital Markets 

GDRs and ADRs play a significant role in global financial markets by enabling cross-border 

investment and increasing market liquidity. Their impact includes: 

5.1 Benefits for Companies 

✅ Diversified Capital Sources – Companies can raise funds beyond domestic markets. 

✅ Global Brand Recognition – Improves credibility and investor confidence. 

✅ Better Valuation and Liquidity – Access to large international markets increases share 

demand. 



5.2 Benefits for Investors 

✅ Easy Access to Foreign Stocks – Investors can trade foreign shares without currency 

conversion or legal restrictions. 

✅ Dividend Payments in Local Currency – Investors receive payments in their home currency. 

✅ Portfolio Diversification – Investors gain exposure to international markets. 

5.3 Impact on Financial Markets 

✔ Enhances Market Efficiency – Facilitates seamless cross-border investments. 

✔ Encourages Foreign Direct Investment (FDI) – Attracts capital inflows into emerging 

economies. 

✔ Strengthens Stock Exchanges – More trading activity boosts liquidity and stability. 

 

6. Key Differences Between GDRs and ADRs 

Feature GDR ADR 

Market Global (Europe, Asia, etc.) U.S. Market 

Currency Foreign currencies (EUR, USD) U.S. Dollars (USD) 

Stock Exchanges London Stock Exchange, Luxembourg, etc. NYSE, NASDAQ 

Regulations Subject to local regulations SEC regulations (U.S.) 

Investor Base Global Investors U.S. Investors 

Voting Rights Limited Limited 

 

7. Conclusion 

GDRs and ADRs serve as bridge instruments between domestic companies and international 

investors, helping businesses expand their investor base, raise foreign capital, and increase 

market visibility. While they come with regulatory and financial costs, their benefits in terms 

of liquidity, diversification, and global reach make them an attractive option for companies 

looking to expand internationally. 

 

 

Key Points to Cover: 

 Definition and Purpose of GDRs & ADRs. 

 How They Work – Issuance, Trading, and Conversion Process. 

 Advantages to Companies and Investors. 

 Comparison between GDRs & ADRs. 



 Legal Framework and SEBI Guidelines. 

 Examples of Indian Companies Using GDRs/ADRs (Infosys, Wipro, ICICI Bank). 

 Challenges & Risks Associated with Foreign Listings. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

UNIT-3 

 

SECTION-A (2 Marks Questions) 

1. Who is a Women Director as per the Companies Act, 2013? 

Solution: A Women Director is a director who is a female member of the board. As per Section 

149(1) of the Companies Act, 2013, certain prescribed classes of companies, such as listed 

companies and public companies with a specified paid-up share capital, must appoint at least one 

woman director. 

2. What is an Independent Director? 

Solution: An Independent Director is a director who does not have any material or financial 

relationship with the company, other than receiving director remuneration. As per Section 149(6) 

of the Companies Act, 2013, they must be individuals of integrity and possess relevant expertise. 

3. What is a Director Identification Number (DIN)? 



Solution: DIN is a unique identification number allotted by the Ministry of Corporate Affairs 

(MCA) to an individual intending to become a director of a company. It is mandatory as per 

Section 153 of the Companies Act, 2013. 

4. What are the qualifications required to become a director? 

Solution: The Companies Act, 2013 does not specify particular educational or professional 

qualifications to become a director. However, the individual must be competent, of sound mind, 

and not disqualified under Section 164 of the Act. 

5. Mention any two disqualifications of a director. 

Solution: As per Section 164 of the Companies Act, 2013, a person is disqualified from being a 

director if: 

1. They are of unsound mind and declared so by a competent court. 

2. They have been convicted of an offense involving moral turpitude and sentenced to 

imprisonment for six months or more. 

6. What is the process for the appointment of a director? 

Solution: A director is appointed by the shareholders in a general meeting by passing an 

ordinary resolution. Additionally, the appointment must be filed with the Registrar of Companies 

(ROC) using the prescribed forms. 

7. Name any two committees of the Board of Directors. 

Solution: 

1. Audit Committee 

2. Nomination and Remuneration Committee 

8. What is the role of a Company Secretary? 

Solution: A Company Secretary ensures compliance with statutory and regulatory requirements, 

advises the board, maintains company records, and acts as a key governance officer. 

9. Who is a Managing Director? 

Solution: A Managing Director (MD) is a director who has substantial control over the 

company’s affairs and is entrusted with managerial powers by the board or shareholders. 

10. What is the legal position of a director in a company? 



Solution: A director acts as an agent, trustee, and employee of the company. They have fiduciary 

duties towards the company and shareholders and are responsible for its governance and 

compliance. 

11. A company wants to appoint a director but does not have their DIN. Can the 

appointment proceed? Why or why not? 

Solution: No, the appointment cannot proceed. As per Section 152(3) of the Companies Act, 

2013, a director must obtain a Director Identification Number (DIN) before being appointed. 

12. A company wants to provide a loan to its director. Is this allowed? 

Solution: No, as per Section 185 of the Companies Act, 2013, a company cannot directly or 

indirectly give a loan to its directors, except in certain permitted circumstances like loans to 

whole-time directors as part of conditions of service. 

13. If a director is found guilty of fraud, can they continue to hold office? 

Solution: No, as per Section 164(1)(d) of the Companies Act, 2013, a person convicted of fraud 

under Section 447 is disqualified from holding the position of a director. 

14. If a company fails to appoint a woman director, what are the consequences? 

Solution: Non-compliance with the appointment of a woman director in the prescribed 

companies may result in penalties under the Companies Act, 2013, including fines imposed by 

the Registrar of Companies. 

15. Can an independent director be involved in the day-to-day management of a company? 

Solution: No, independent directors are not involved in the daily operations of the company. 

Their role is primarily advisory, focusing on governance, risk management, and compliance. 

16. If a company does not have a Managing Director, who can take charge of managerial 

affairs? 

Solution: If a company does not have a Managing Director, the responsibilities can be handled 

by a Whole-Time Director, a Manager, or the Board of Directors. 

17. A director wishes to resign from the board. What steps must they follow? 

Solution: The director must submit a written resignation to the company, and the company must 

notify the ROC within 30 days by filing Form DIR-12. 

18. How can a director be removed from their position before the completion of their 

tenure? 



Solution: A director can be removed by an ordinary resolution in a general meeting under 

Section 169 of the Companies Act, 2013, provided they are given a reasonable opportunity to 

present their case. 

19. Can a director be paid remuneration? If yes, how is it determined? 

Solution: Yes, directors can be paid remuneration. It is determined as per Section 197 of the 

Companies Act, 2013, and is subject to limits prescribed for different types of directors. 

20. Who is a Resident Director, and why is their appointment necessary? 

Solution: A Resident Director is a director who has resided in India for at least 182 days in the 

previous calendar year. As per Section 149(3) of the Companies Act, 2013, every company must 

have at least one resident director to ensure regulatory compliance. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

SECTION-B(10 MARKS QUESTIONS) 

 

1. Discuss the classification of directors under the Companies Act, 2013. 

Solution: 

Directors in a company can be classified as follows: 

1. Women Director: 

 As per Section 149(1) of the Companies Act, 2013, certain classes of companies (such as 

listed companies and large public companies) must appoint at least one woman director. 

 This provision ensures gender diversity in corporate boards. 



2. Independent Director: 

 Defined under Section 149(6), an independent director is one who does not have any 

material or financial relationship with the company. 

 They are appointed in listed and large public companies to ensure good governance. 

3. Shareholder Director: 

 Directors appointed by shareholders in the general meeting through an ordinary 

resolution under Section 152(2). 

4. Nominee Director: 

 A director nominated by banks, financial institutions, or the government due to 

contractual obligations. 

5. Small Shareholder Director: 

 A director elected by small shareholders in listed companies under Section 151. 

6. Additional Director: 

 Appointed by the Board of Directors under Section 161 but must be approved in the next 

general meeting. 

7. Alternate Director: 

 Appointed to act in place of an existing director when they are absent for more than three 

months under Section 161(2). 

8. Executive and Non-Executive Directors: 

 Executive Directors (such as MDs or Whole-Time Directors) are actively involved in 

company operations. 

 Non-Executive Directors do not participate in daily management but provide oversight. 

9. Managing Director: 

 A director entrusted with substantial powers of management under Section 2(54). 

10. Resident Director: 

 As per Section 149(3), a company must have at least one director who has stayed in India 

for at least 182 daysin the previous calendar year. 

 



2. Explain the legal position, powers, and duties of directors in a company. 

Solution: 

Legal Position of a Director: 

A director in a company acts in multiple capacities: 

1. Agent – Acts on behalf of the company but is not personally liable for contracts. 

2. Trustee – Manages company assets for shareholders. 

3. Employee – If appointed as a managing director or whole-time director, they become 

employees. 

Powers of Directors: 

As per Section 179, the Board has general powers to manage the company’s affairs. Some key 

powers include: 

1. Borrowing Funds – The Board can borrow money but may require shareholder approval 

for large borrowings. 

2. Issuing Shares and Debentures – Directors can allot shares and issue securities. 

3. Making Investments – The Board can invest in securities, subject to limitations. 

4. Approving Financial Statements – They approve balance sheets and profit & loss 

accounts. 

5. Appointing KMPs – The Board appoints the Managing Director, CEO, CFO, and other 

key officials. 

Duties of Directors (Section 166): 

1. Act in Good Faith – Work for the benefit of shareholders and stakeholders. 

2. Avoid Conflict of Interest – Should not engage in personal transactions that conflict 

with company interests. 

3. Exercise Due Care – Make informed and diligent decisions. 

4. Avoid Insider Trading – Directors should not misuse company information for personal 

gains. 

5. Not Engage in Fraudulent Transactions – Must ensure the company follows ethical 

business practices. 

Failure to comply can lead to penalties and disqualification under Section 164. 

 



3. Explain the process of appointment and removal of directors under the 

Companies Act, 2013. 

Solution: 

Appointment of Directors (Section 152) 

1. By Shareholders in a General Meeting: 

o Most directors are appointed by shareholders through an ordinary resolution. 

2. By the Board of Directors: 

o The Board can appoint additional, alternate, or nominee directors under Section 

161. 

3. By the Government or Tribunal: 
o The Central Government or NCLT can appoint directors if mismanagement is 

found under Section 242. 

4. Director Identification Number (DIN): 

o As per Section 153, a director must have a DIN to be appointed. 

Removal of Directors (Section 169) 

1. By Shareholders: 
o A company can remove a director before the expiry of their term by passing 

an ordinary resolution after giving them an opportunity to be heard. 

2. By the Tribunal: 

o The NCLT can remove directors if they act fraudulently or oppress minority 

shareholders. 

3. By Resignation: 

o A director can resign by giving a written notice to the Board. 

Failure to comply with removal procedures may lead to legal consequences under the Companies 

Act. 

 

4. Discuss the different Board Committees in a company and their functions. 

Solution: 

1. Audit Committee (Section 177): 

 Composed of independent directors in listed and large companies. 

 Oversees financial reporting, risk management, and internal audits. 

 Reviews frauds and financial controls. 

2. Nomination and Remuneration Committee (Section 178): 

 Frames policies on the appointment and remuneration of directors. 

 Ensures fair compensation for key executives. 



3. Stakeholders Relationship Committee: 

 Resolves grievances of shareholders, debenture holders, and other stakeholders. 

 Mandatory for companies with over 1000 shareholders. 

4. Corporate Social Responsibility (CSR) Committee (Section 135): 

 Formulates and monitors the company’s CSR activities. 

 Applicable to companies meeting the profit, turnover, or net worth threshold. 

5. Risk Management Committee: 

 Identifies and mitigates financial and operational risks. 

 Mandatory for listed entities. 

Each committee helps in corporate governance and compliance, ensuring transparency and 

accountability. 

 

5. Explain the provisions regarding loans to directors and remuneration to 

directors under the Companies Act, 2013. 

Solution: 

Loans to Directors (Section 185): 

 A company cannot give direct or indirect loans to its directors. 

 Exceptions: 

o Loans to a Managing Director or Whole-Time Director if part of employment 

terms. 

o Loans provided by banks or financial institutions in the ordinary course of 

business. 

Violation can lead to penalties up to ₹25 lakhs for the company and imprisonment for 

directors. 

Remuneration to Directors (Section 197 & Schedule V): 

1. For Managing Directors and Whole-Time Directors: 
o Remuneration cannot exceed 11% of net profits of the company. 

o If the company has insufficient profits, remuneration is limited as per Schedule 

V. 

2. For Independent Directors: 

o They are only eligible for sitting fees and commission, not salaries. 

3. For Other Directors: 

o Paid based on profit-sharing models or fixed remuneration structures. 



Proper disclosures and shareholder approval are needed for high remuneration. 

6. Explain the concept of Key Managerial Personnel (KMP) under the 

Companies Act, 2013. Discuss their roles and responsibilities. 

Solution: 

Definition of KMP (Section 2(51)) 

Key Managerial Personnel (KMP) refers to individuals responsible for managing the overall 

operations of a company. As per Section 2(51) of the Companies Act, 2013, KMP includes: 

1. Managing Director (MD) – Entrusted with substantial management powers. 

2. Whole-Time Director (WTD) – A director involved in day-to-day company operations. 

3. Chief Executive Officer (CEO) – The highest-ranking officer responsible for business 

strategies. 

4. Chief Financial Officer (CFO) – Manages financial planning and risk assessment. 

5. Company Secretary (CS) – Ensures regulatory compliance and governance. 

6. Manager – An individual who oversees company operations under the Board’s 

supervision. 

Roles and Responsibilities of KMP: 

1. Compliance with Laws and Regulations: 
o Ensuring compliance with corporate laws, tax laws, and financial regulations. 

2. Corporate Governance: 
o Assisting the Board in decision-making and ethical conduct. 

3. Financial Management: 
o CFO manages budgets, investments, and financial reporting. 

4. Regulatory Filings: 
o CS is responsible for filing company documents with the Registrar of 

Companies (ROC). 

5. Board and Shareholder Meetings: 

o Ensuring that meetings are conducted as per legal provisions. 

6. Safeguarding Stakeholder Interests: 

o Ensuring transparency and accountability in business practices. 

Failure to comply with responsibilities may lead to penalties under Section 203. 

 



7. What is the role of an Independent Director? Discuss the provisions for 

their appointment, qualifications, and tenure. 

Solution: 

Definition and Role of an Independent Director 

An Independent Director (ID) is a non-executive director who does not have material or 

financial relationships with the company. As per Section 149(6), their role is to 

provide impartial advice, improve governance, and protect minority shareholders. 

Key Responsibilities of Independent Directors (Schedule IV): 

1. Ensuring Integrity and Transparency: 
o IDs act as guardians of corporate ethics and transparency. 

2. Risk Management and Compliance: 

o Oversee financial reporting and risk assessment. 

3. Protection of Minority Shareholders: 

o Ensure no unfair advantage is given to majority shareholders. 

4. Evaluation of Performance: 

o Review the Board’s performance and effectiveness. 

Appointment and Qualifications (Section 149 & Rule 5 of Companies Rules, 2014) 

 Must be appointed by listed companies and certain public companies. 

 Should have relevant expertise in finance, law, management, or governance. 

 Cannot have any pecuniary (financial) relationship with the company. 

Tenure (Section 149(10)) 

 Appointed for five years, eligible for reappointment for one more term. 

 After two terms, a cooling-off period of three years is required. 

Their presence ensures good corporate governance and investor confidence. 

 

8. What are the provisions regarding remuneration of directors under the 

Companies Act, 2013? 

Solution: 

1. Overall Limit on Directors' Remuneration (Section 197) 

 The total remuneration to all directors cannot exceed 11% of the net profits of the 

company. 



2. Remuneration to Managing Director, Whole-Time Director, and Manager 

 They can be paid up to 5% of net profits individually or 10% collectively. 

 If the company has no profits, remuneration is regulated by Schedule V. 

3. Remuneration to Non-Executive and Independent Directors 

 Can be paid only sitting fees and commission (not exceeding 1% of net profits). 

4. Approval Process for Excess Remuneration 

 If a company wants to pay more than the prescribed limits, it needs shareholder 

approval via a special resolution. 

5. Special Provisions for Loss-Making Companies (Schedule V) 

 Directors can be paid minimum remuneration, subject to limits based on effective 

capital. 

Failure to comply with Section 197 may result in penalties and repayment of excess 

remuneration. 

 

9. Discuss the role of a Company Secretary (CS) in a company. 

Solution: 

Definition and Appointment (Section 203) 

A Company Secretary (CS) is a senior officer responsible for corporate compliance and 

governance. As per the Act: 

 Every listed company and companies with ₹10 crore paid-up capital must appoint a 

CS. 

 Must be a member of the Institute of Company Secretaries of India (ICSI). 

Key Roles of a Company Secretary: 

1. Compliance Officer: 

o Ensures adherence to corporate laws and SEBI regulations. 

2. Legal Advisor: 

o Provides guidance on contracts, legal issues, and company policies. 

3. Board Meeting Coordinator: 

o Prepares agendas, minutes, and ensures compliance with meeting rules. 

4. Registrar of Companies (ROC) Filings: 

o Files annual returns, financial statements, and other statutory documents. 



5. Corporate Governance Facilitator: 

o Ensures ethical and transparent business practices. 

Failure to appoint a qualified CS in applicable companies can result in penalties up to ₹5 lakh. 

 

10. Explain the removal of directors under the Companies Act, 2013. 

Solution: 

1. Removal by Shareholders (Section 169) 

 A director can be removed before their tenure by passing an ordinary resolution in a 

general meeting. 

 The director must be given a reasonable opportunity to present their case. 

2. Removal by Tribunal (Section 242) 

 The National Company Law Tribunal (NCLT) can remove a director if: 

o They act in fraudulent, oppressive, or prejudicial ways. 

o There is a serious mismanagement in the company. 

3. Automatic Disqualification (Section 164) 

 A director is automatically removed if they: 

o Are convicted of fraud or an offense involving moral turpitude. 

o Fail to file annual returns for three consecutive years. 

4. Resignation of Directors (Section 168) 

 A director can resign voluntarily by submitting a written notice to the company. 

 The company must inform ROC within 30 days by filing Form DIR-12. 

The removal process ensures accountability and prevents mismanagement in companies. 

 

SECTION-C (20 Marks Questions) 



1: Explain in detail the appointment, qualifications, powers, duties, 
and removal of directors under the Companies Act, 2013. Also, 
discuss the provisions related to loans and remuneration to directors. 

Introduction 

Directors are the key individuals responsible for managing the affairs of a company. They act 

as agents, trustees, and representatives of shareholders and play a crucial role in corporate 

governance. The Companies Act, 2013 lays down specific provisions regarding 

their appointment, qualifications, duties, powers, removal, loans, and remuneration to  

ensure transparency and accountability in business operations. 

 

1. Appointment of Directors (Section 152-161) 

1.1 By Shareholders in a General Meeting (Section 152) 

 Most directors are appointed by shareholders through an ordinary resolution at 

a general meeting. 

 A director must provide their Director Identification Number (DIN) and consent before 

being appointed. 

1.2 By the Board of Directors (Section 161) 

 The Board can appoint certain directors under different circumstances: 

o Additional Director – If authorized by Articles of Association, the Board can 

appoint additional directors, but they must be approved in the next general 

meeting. 

o Alternate Director – Appointed in place of a director who is absent for more 

than 3 months from India. 

o Nominee Director – Appointed by banks, financial institutions, or 

government due to financial agreements. 

1.3 By the Central Government or Tribunal (Section 242) 

 The National Company Law Tribunal (NCLT) or Central Government may appoint 

directors in cases of mismanagement or oppression. 

 

2. Qualifications and Disqualifications of Directors (Section 164) 

2.1 Qualifications 

A person must: 



 Be competent to contract under the Indian Contract Act, 1872. 

 Hold a Director Identification Number (DIN). 

 Have necessary financial, legal, or managerial expertise. 

2.2 Disqualifications (Section 164(1) & 164(2)) 

A person cannot be appointed as a director if: 

 They are of unsound mind and declared so by a court. 

 They are undischarged insolvents. 

 They have been convicted for an offense involving moral turpitude and sentenced 

to more than six months. 

 They have not filed annual returns or financial statements for three consecutive 

years. 

 

3. Powers and Duties of Directors 

3.1 Powers of Directors (Section 179) 

The Board has the following powers: 

1. Managing Business Affairs – Directors oversee daily operations. 

2. Raising Funds – Can borrow money and issue debentures. 

3. Making Investments – The Board has authority over financial investments. 

4. Allotment of Shares – Approve the issue of securities and shares. 

5. Appointing Key Managerial Personnel (KMPs) – CEO, CFO, CS, etc. 

Certain powers, like selling assets or mergers, require shareholder approval through a special 

resolution. 

3.2 Duties of Directors (Section 166) 

1. Act in Good Faith – Work for the benefit of the company and stakeholders. 

2. Exercise Due Care and Diligence – Must make informed decisions. 

3. Avoid Conflicts of Interest – Directors should not engage in transactions that personally 

benefit them. 

4. Not Misuse Insider Information – Should not engage in insider trading. 

5. Prevent Corporate Fraud – Must ensure the company adheres to ethical business 

practices. 

Failure to comply can lead to penalties, disqualification, or legal consequences. 

 



4. Removal of Directors (Section 169) 

4.1 By Shareholders 

 A director can be removed before their tenure ends by passing an ordinary resolution in 

a general meeting. 

 The director must be given an opportunity to be heard before removal. 

4.2 By Tribunal (Section 242) 

 The NCLT can remove a director if they are found guilty of fraud, mismanagement, or 

oppression of minority shareholders. 

4.3 Automatic Disqualification (Section 164) 

 Directors are automatically removed if they fail to comply with the provisions of Section 

164, such as non-filing of financial documents. 

4.4 Resignation of a Director (Section 168) 

 A director may resign by giving a written notice to the Board. 

 The company must notify the Registrar of Companies (ROC) within 30 days. 

 

5. Loans to Directors (Section 185) 

The Act restricts companies from providing loans to their directors, with some exceptions: 

5.1 Prohibited Loans 

 A company cannot directly or indirectly provide loans, guarantees, or securities to its 

directors or their relatives. 

5.2 Exceptions 

 Loan to a Managing Director (MD) or Whole-Time Director (WTD) if given as part 

of their employment terms. 

 Loans by Banks or Financial Institutions in the ordinary course of business. 

5.3 Penalties for Violation 

 The company can face a fine of ₹5 lakh to ₹25 lakh. 

 Directors involved can be imprisoned for up to 6 months or fined. 



 

6. Remuneration to Directors (Section 197 & Schedule V) 

6.1 Overall Limit 

 The total remuneration paid to all directors cannot exceed 11% of net profits 

unless approved by shareholders. 

6.2 Remuneration to Executive Directors (MD, WTD, or Manager) 

 5% of net profits can be paid to an individual director. 

 If multiple executive directors exist, the limit is 10% collectively. 

6.3 Remuneration to Non-Executive and Independent Directors 

 Paid only sitting fees and profit-based commission. 

 The limit is 1% of net profits for non-executive directors. 

6.4 Special Provisions for Loss-Making Companies (Schedule V) 

 If a company has no profits, it can pay directors minimum remuneration, as prescribed 

in Schedule V. 

 Shareholder approval is required in case of excess remuneration. 

6.5 Approval Process 

 Remuneration exceeding limits must be approved by shareholders through a special 

resolution. 

6.6 Penalty for Excess Remuneration 

 Section 197(9) – Directors receiving excess remuneration must refund it to the company. 

 

Conclusion 

Directors play a critical role in the success and governance of a company. The Companies Act, 

2013 provides strict provisions regarding their appointment, qualifications, duties, powers, 

and removal to ensure accountability and ethical governance. Additionally, strict rules 

on loans and remuneration prevent mismanagement and financial misconduct. 

Compliance with these provisions not only protects the company from legal risks but also 

enhances investor confidence and corporate transparency. 



 

 

 

 

Question 2: Discuss in detail the various Committees of the Board of Directors under the 

Companies Act, 2013. Explain the composition, functions, and significance of the Audit 

Committee, Nomination and Remuneration Committee, Stakeholders Relationship 

Committee, and Corporate Social Responsibility (CSR) Committee. 

 

Introduction 

Corporate governance is crucial for maintaining transparency, accountability, and ethical 

business practices. The Companies Act, 2013 mandates certain companies to constitute Board 

Committees to oversee critical functions like financial reporting, executive remuneration, and 

stakeholder relations. 

These committees assist the Board of Directors in effective decision-making and ensure 

compliance with legal and regulatory requirements. The key committees under the Act include: 

1. Audit Committee (Section 177) 

2. Nomination and Remuneration Committee (Section 178) 

3. Stakeholders Relationship Committee (Section 178) 

4. Corporate Social Responsibility (CSR) Committee (Section 135) 

Each of these committees has specific composition, roles, and significance, which we will 

discuss in detail. 

 

1. Audit Committee (Section 177) 

1.1 Composition 

 Minimum three directors, with the majority being Independent Directors. 

 Members must have financial and accounting expertise. 

 The Chairperson must be an Independent Director. 

1.2 Functions 

The Audit Committee ensures financial integrity, risk management, and compliance in a 

company. Its key responsibilities include: 

1. Review of Financial Statements – Examining balance sheets, profit and loss statements, 

and auditor reports. 

2. Internal Audit Oversight – Monitoring internal controls and financial risk management. 



3. Appointment and Performance of Auditors – Recommending the appointment and 

removal of statutory auditors. 

4. Fraud Detection and Prevention – Investigating fraud cases and taking corrective 

actions. 

5. Whistleblower Mechanism – Establishing channels for employees to report unethical 

activities. 

1.3 Significance 

 Ensures fair and accurate financial reporting. 

 Enhances investor confidence by maintaining corporate transparency. 

 Prevents financial fraud and mismanagement. 

 

2. Nomination and Remuneration Committee (Section 178) 

2.1 Composition 

 Minimum three directors, with the majority being Independent Directors. 

 The Chairperson must be an Independent Director. 

2.2 Functions 

This committee manages the appointment and compensation structure for directors and senior 

executives. Its key functions include: 

1. Defining Criteria for Appointing Directors and KMPs – Evaluating qualifications, 

experience, and independence. 

2. Performance Evaluation – Assessing the performance of Board members. 

3. Deciding Remuneration Policies – Structuring executive salaries, bonuses, and 

incentives. 

4. Board Diversity & Succession Planning – Ensuring a balanced mix of skills and 

experience. 

2.3 Significance 

 Ensures fair compensation and accountability of executives. 

 Promotes good corporate governance by appointing competent leaders. 

 Reduces conflicts of interest in executive pay decisions. 

 



3. Stakeholders Relationship Committee (Section 178(5)) 

3.1 Composition 

 Companies with more than 1000 shareholders, debenture-holders, or deposit-

holders must form this committee. 

 Chaired by a Non-Executive Director. 

3.2 Functions 

1. Resolving Investor Grievances – Handling complaints regarding share transfers, 

dividends, and annual reports. 

2. Ensuring Transparent Communication – Engaging with shareholders on key issues. 

3. Monitoring Compliance with SEBI Guidelines – Ensuring adherence to securities 

regulations. 

4. Handling Corporate Disputes – Resolving shareholder disputes fairly. 

3.3 Significance 

 Enhances investor trust and satisfaction. 

 Strengthens corporate reputation and shareholder relations. 

 Ensures timely redressal of investor concerns. 

 

4. Corporate Social Responsibility (CSR) Committee (Section 
135) 

4.1 Applicability 

Companies meeting any one of the following criteria in the preceding financial year must form 

a CSR Committee: 

 Net worth ₹500 crore or more. 

 Turnover ₹1000 crore or more. 

 Net profit ₹5 crore or more. 

4.2 Composition 

 Minimum three or more directors, with at least one Independent Director. 

4.3 Functions 

1. Framing CSR Policy – Identifying areas for corporate social responsibility projects. 

2. Budget Allocation – Ensuring at least 2% of average net profits of the last three 

years is spent on CSR activities. 



3. Project Implementation and Monitoring – Overseeing CSR initiatives such as 

education, health, and environmental sustainability. 

4. Reporting to the Board – Preparing annual reports on CSR spending and impact. 

4.4 Significance 

 Enhances corporate reputation and brand value. 

 Encourages social development and sustainability. 

 Ensures companies fulfill their ethical and legal obligations to society. 

 

Conclusion 

Board Committees play a crucial role in ensuring ethical governance, financial accountability, 

and shareholder protection. The Audit Committee safeguards financial transparency, while 

the Nomination and Remuneration Committee ensures fair executive compensation. 

The Stakeholders Relationship Committee resolves investor grievances, and the CSR 

Committee ensures companies contribute to societal development. 

By adhering to the Companies Act, 2013, these committees promote corporate governance 

best practices, fostering investor confidence and long-term business sustainability. 

 

Question 3: Explain in detail the roles and responsibilities of Key Managerial Personnel 

(KMP) under the Companies Act, 2013. Discuss the provisions related to the appointment, 

qualifications, powers, and duties of the Managing Director (MD), Whole-Time Director 

(WTD), Manager, Company Secretary (CS), Chief Executive Officer (CEO), and Resident 

Director. Also, highlight the importance of KMP in corporate governance. 

 

Introduction 

Key Managerial Personnel (KMP) are individuals responsible for managing and controlling the 

operations of a company. They hold executive positions and are accountable for compliance, 

financial reporting, decision-making, and stakeholder communication. The Companies Act, 

2013 (Section 2(51)) defines KMP and mandates their appointment in certain companies to 

ensure corporate transparency and efficiency. 

The key managerial personnel include: 

1. Managing Director (MD) 

2. Whole-Time Director (WTD) 

3. Manager 

4. Company Secretary (CS) 



5. Chief Executive Officer (CEO) 

6. Chief Financial Officer (CFO) 

7. Resident Director 

Each of these roles has specific responsibilities and legal obligations, ensuring compliance 

with corporate laws and protecting stakeholder interests. 

 

1. Appointment of Key Managerial Personnel (KMP) (Section 203) 

1.1 Applicability 

As per Rule 8 of the Companies (Appointment and Remuneration of Managerial Personnel) 

Rules, 2014, the following companies must appoint KMP: 

 Listed companies. 

 Public companies with a paid-up share capital of ₹10 crore or more. 

1.2 Procedure for Appointment 

 KMPs are appointed by the Board of Directors through a resolution. 

 They cannot hold more than one KMP position in multiple companies, except as a 

director in a subsidiary company. 

 Companies must notify the Registrar of Companies (ROC) within 30 days of 

appointment. 

1.3 Penalty for Non-Compliance 

 The company faces a fine up to ₹5 lakh. 

 The director responsible for the violation is fined up to ₹50,000, with an 

additional ₹1,000 per day of non-compliance. 

 

2. Roles and Responsibilities of Key Managerial Personnel (KMP) 

2.1 Managing Director (MD) (Section 2(54)) 

A Managing Director is a full-time executive responsible for managing the company's overall 

operations. 

Powers and Duties 

1. Strategic Planning – Formulates long-term business strategies. 

2. Decision-Making – Makes key financial and operational decisions. 



3. Representing the Company – Acts as a representative before regulatory bodies and 

shareholders. 

4. Ensuring Compliance – Oversees adherence to legal and financial regulations. 

5. Board Communication – Reports company performance and strategic initiatives to the 

Board. 

Qualifications 

 Must be at least 21 years old and not more than 70 years old. 

 Should have relevant business experience and leadership skills. 

 

2.2 Whole-Time Director (WTD) (Section 2(94)) 

A Whole-Time Director is a director who is in full-time employment of the company. 

Powers and Duties 

1. Day-to-Day Management – Handles daily business operations. 

2. Implementation of Policies – Executes decisions made by the Board. 

3. Compliance Oversight – Ensures the company follows corporate laws. 

4. Supervising Departments – Works closely with department heads for smooth business 

operations. 

Difference Between MD and WTD 

 An MD has strategic and decision-making authority, while a WTD executes 

company policies. 

 

2.3 Manager (Section 2(53)) 

A Manager is an individual appointed to oversee a company's administration and affairs. 

Powers and Duties 

1. Supervising Business Operations – Ensures smooth day-to-day functioning. 

2. Assisting in Strategic Decisions – Works with the MD and Board in policy-making. 

3. Handling Employee Relations – Ensures proper HR management. 

4. Compliance and Risk Management – Ensures legal compliance and minimizes business 

risks. 

A company cannot appoint both a Manager and MD at the same time. 

 



2.4 Company Secretary (CS) (Section 2(24)) 

A Company Secretary (CS) is a KMP responsible for regulatory compliance, corporate 

governance, and legal matters. 

Powers and Duties 

1. Legal Compliance – Ensures compliance with the Companies Act, SEBI regulations, 

and tax laws. 

2. Board Meeting Administration – Prepares agendas, records minutes, and maintains 

statutory registers. 

3. Advising the Board – Provides legal and regulatory advice to directors. 

4. Filing Documents with ROC – Submits annual returns, resolutions, and disclosures. 

5. Shareholder Communication – Ensures transparency in dealings with investors and 

stakeholders. 

Qualifications 

 Must be a qualified member of the Institute of Company Secretaries of India (ICSI). 

 

2.5 Chief Executive Officer (CEO) (Section 2(18)) 

A CEO is the highest-ranking executive responsible for corporate strategy, business growth, 

and financial performance. 

Powers and Duties 

1. Vision and Strategy – Defines long-term goals and growth plans. 

2. Revenue and Profitability Management – Ensures financial stability and business 

expansion. 

3. Corporate Leadership – Builds and leads high-performing teams. 

4. Investor and Public Relations – Engages with shareholders and media. 

5. Risk Management – Identifies potential threats to business operations. 

A CEO may also serve as an MD or WTD in certain companies. 

 

2.6 Resident Director (Section 149(3)) 

A Resident Director is a director who has stayed in India for at least 182 days in the previous 

calendar year. 



Importance and Responsibilities 

1. Regulatory Compliance – Ensures compliance with Indian corporate laws. 

2. Local Representation – Acts as a point of contact for government and regulatory 

authorities. 

3. Board Participation – Attends board meetings and oversees local operations. 

Every company must have at least one Resident Director. 

 

3. Importance of KMP in Corporate Governance 

Key Managerial Personnel play a vital role in corporate governance by ensuring: 

1. Regulatory Compliance – Prevents legal penalties and maintains company reputation. 

2. Operational Efficiency – Ensures smooth business functioning. 

3. Financial Integrity – Maintains transparency in financial reporting. 

4. Shareholder Protection – Prevents fraud and mismanagement. 

5. Ethical Decision-Making – Promotes integrity in business operations. 

With strict SEBI and Companies Act regulations, KMPs are essential in ensuring 

accountability, transparency, and sustainable business growth. 

 

Conclusion 

Key Managerial Personnel (KMP) are the pillars of corporate governance in a company. Their 

roles in decision-making, compliance, financial management, and legal affairs ensure that the 

company operates efficiently and transparently. The Companies Act, 2013 lays down clear 

provisions regarding their appointment, duties, and qualifications, ensuring accountability at 

the highest level. 

By adhering to these regulations, KMPs help build trust among stakeholders, promote 

business growth, and prevent corporate fraud, ultimately contributing to the long-term 

success of the company. 

 

 

 

UNIT-4 

 

SECTION-A (2 Marks Questions) 

 

 



1. Define a Meeting in the context of corporate governance. 

Answer: 

A meeting is a formal gathering of members or stakeholders of a company to discuss business 

affairs and make collective decisions. Meetings can be held physically or virtually, and they 

follow specific procedures and legal requirements. 

 

2. What is a Statutory Meeting? 

Answer: 

A Statutory Meeting is a one-time meeting conducted by a public company limited by 

shares within six months but not earlier than one month from the commencement of business. 

It provides shareholders with details about the company's formation, financial position, and 

operational progress. (Section 165 of the Companies Act, 2013 – Now omitted in the 2017 

Amendment Act). 

 

3. What is the purpose of an Annual General Meeting (AGM)? 

Answer: 

An Annual General Meeting (AGM) is held once every financial year to: 

 Review the company’s financial performance. 

 Approve dividends. 

 Elect or reappoint directors. 

 Discuss other essential matters like auditor appointments. 

Private companies (except subsidiaries of public companies) are not required to hold AGMs. 

 

4. What is an Extraordinary General Meeting (EGM)? 

Answer: 

An Extraordinary General Meeting (EGM) is any meeting of shareholders other than the 

AGM. It is called to discuss urgent matters that cannot wait until the next AGM, such 

as approval of mergers, changes in capital structure, or removal of directors. 

 



5. What is a Class Meeting? 

Answer: 

A Class Meeting is a meeting held by shareholders of a particular class of shares (e.g., 

preference shareholders). These meetings are called when the rights of that class need to be 

altered or approved. 

 

6. What is a Virtual Meeting? 

Answer: 

A Virtual Meeting is a business meeting conducted via electronic means, such as video 

conferencing or teleconferencing, allowing remote participation by shareholders or 

directors. The Companies Act, 2013 allows board meetings and general meetings to be held 

virtually under prescribed guidelines. 

 

7. Who can call a Meeting of Shareholders? 

Answer: 

A Meeting of Shareholders can be called by: 

 The Board of Directors (AGM and EGM). 

 Shareholders holding at least 10% voting power (EGM). 

 Tribunal or Government authorities in special circumstances. 

 

8. Define Winding Up of a Company. 

Answer: 

Winding up is the legal process of closing a company, where its assets are liquidated, liabilities 

are paid off, and the remaining funds (if any) are distributed to shareholders. 

 

9. How is Winding Up different from Dissolution? 

Answer: 



 Winding Up is the process of liquidating a company’s assets and settling liabilities. 

 Dissolution is the final stage, where the company ceases to exist legally. 

After dissolution, the company’s name is removed from the Registrar of Companies (ROC). 

 

10. What is Winding Up by Tribunal? 

Answer: 

Winding Up by Tribunal is a process where the National Company Law Tribunal 

(NCLT) orders the closure of a company due to reasons like: 

 Inability to pay debts. 

 Unlawful activities or fraudulent conduct. 

 Failure to file financial statements for five consecutive years. 

This is also called Compulsory Winding Up. 

 

11. What is Members’ Voluntary Winding Up? 

Answer: 

Members’ Voluntary Winding Up occurs when a solvent company (one that can pay its debts) 

decides to close itself down. 

 Shareholders pass a special resolution. 

 A liquidator is appointed to distribute assets. 

 

12. What is Creditors’ Voluntary Winding Up? 

Answer: 

Creditors’ Voluntary Winding Up happens when a company is insolvent and is unable to pay 

its debts. 

 Both creditors and shareholders participate in the winding-up process. 

 A liquidator is appointed to settle outstanding debts and distribute remaining assets. 

 



13. Who appoints the Liquidator in Winding Up? 

Answer: 

 In Compulsory Winding Up: The Tribunal (NCLT) appoints the liquidator. 

 In Members' Voluntary Winding Up: Shareholders appoint the liquidator. 

 In Creditors’ Voluntary Winding Up: Creditors appoint the liquidator. 

 

14. What are the effects of Winding Up on a Company? 

Answer: 

Once a company is in winding up, it: 

 Ceases operations except for winding-up activities. 

 Directors' powers are suspended. 

 Assets are sold to pay off debts. 

 The company is dissolved after the process is complete. 

 

15. What is the role of the National Company Law Tribunal (NCLT) in Winding 

Up? 

Answer: 

NCLT is responsible for: 

 Examining winding-up petitions. 

 Determining if the company is unable to pay debts. 

 Appointing liquidators. 

 Overseeing asset distribution. 

 

16. What is the difference between Voluntary and Compulsory Winding Up? 

Answer: 

Voluntary Winding Up Compulsory Winding Up 

Initiated by members or creditors. Ordered by NCLT (Tribunal). 

Happens when the company is solvent or 

insolvent. 

Occurs mainly when the company cannot pay 

debts. 



Voluntary Winding Up Compulsory Winding Up 

Liquidator is appointed 

by shareholders/creditors. 
Liquidator is appointed by Tribunal. 

Less formal legal process. More court involvement and supervision. 

 

17. What happens to the company's assets after Winding Up? 

Answer: 

After winding up: 

 Assets are sold (liquidated). 

 Proceeds are used to pay debts. 

 Remaining funds are distributed to shareholders (if any). 

 The company is dissolved permanently. 

 

18. Can a company be revived after Winding Up starts? 

Answer: 

Yes, if: 

 Creditors agree to restructure the debts. 

 The NCLT permits revival due to procedural errors. 

 The company proves it can continue operations. 

However, once the company is dissolved, it cannot be revived. 

 

19. What is the role of a Liquidator in Winding Up? 

Answer: 

A liquidator is responsible for: 

 Selling assets and paying off debts. 

 Filing reports with the Tribunal. 

 Distributing surplus funds (if any) to shareholders. 

 Ensuring legal closure of the company. 

 



20. How does Virtual Meeting benefit corporate governance? 

Answer: 

Virtual meetings allow: 

 Greater shareholder participation. 

 Reduced costs (no need for physical venues). 

 Faster decision-making. 

 Better compliance with digital records. 

The Companies Act, 2013, now allows virtual board meetings, ensuring greater flexibility and 

efficiency. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

SECTION-B (10 Marls Questions) 

 



Question 1: Explain the different types of company meetings with 
their significance and legal provisions under the Companies Act, 
2013. 

Introduction 

Meetings are an essential part of corporate governance, enabling decision-making, transparency, 

and compliance. The Companies Act, 2013 provides for various types of meetings for different 

purposes, such as management decisions, shareholder approval, and legal compliance. 

Types of Company Meetings 

1. Board Meetings (Section 173) 

 These are meetings of the Board of Directors (BOD). 

 First Board Meeting must be held within 30 days of incorporation. 

 A minimum of 4 meetings per year with a gap of not more than 120 days between two 

meetings. 

 Quorum: At least 1/3rd of the total directors or 2 directors, whichever is higher. 

2. Annual General Meeting (AGM) (Section 96) 

 Required for every public and private company (except one-person companies). 

 The first AGM must be held within 9 months of incorporation. Subsequent AGMs 

should be conducted within 6 months after the end of the financial year. 

 Matters Discussed: Approval of financial statements, declaration of dividends, 

appointment/reappointment of directors and auditors. 

 Quorum: Depends on the number of members: 

o ≤5,000 members → 2 members 

o 5,001 - 10,000 members → 5 members 

o >10,000 members → 30 members 

3. Extraordinary General Meeting (EGM) (Section 100) 

 Called for urgent matters that cannot wait until the next AGM. 

 Can be convened by the Board of Directors or shareholders holding 10% or more 

voting rights. 

 Tribunal may also call an EGM if the company fails to hold one when required. 

4. Class Meetings (Section 48) 

 Conducted by a specific class of shareholders (e.g., preference shareholders). 

 Required when their rights are being altered, such as changes in dividend structure. 

 Special resolution is required for any decision made in the meeting. 



5. Creditors’ Meeting 

 Held when the company is in financial distress or undergoing restructuring. 

 Creditors discuss debt repayment plans, approval of liquidation, or company revival 

strategies. 

6. Virtual Meetings 

 The Companies Act, 2013 permits virtual meetings through video conferencing. 

 It ensures wider participation, cost reduction, and better corporate governance. 

Significance of Company Meetings 

1. Ensures transparency and accountability. 

2. Facilitates strategic decision-making. 

3. Provides legal compliance with regulatory frameworks. 

4. Enhances investor confidence and governance. 

Conclusion 

Meetings are crucial for the smooth functioning of a company. Legal provisions under 

the Companies Act, 2013 ensure they are conducted systematically, keeping all stakeholders 

informed and involved. 

 

Question 2: Explain the concept of Winding Up of a Company. 

Discuss its types and procedures under the Companies Act, 2013. 

Introduction 

Winding up is the legal process of closing a company, liquidating its assets, and settling 

liabilities before dissolution. A company ceases to exist after dissolution, which is the final 

stage. 

Types of Winding Up 

1. Compulsory Winding Up by Tribunal (Section 271-272) 

This happens when the National Company Law Tribunal (NCLT) orders a company to wind 

up due to: 

 Inability to pay debts (if the company fails to pay debts exceeding ₹1 lakh). 

 Fraudulent/unlawful business activities. 

 Failure to file financial statements for 5 consecutive years. 

 Company acts against the public interest. 



Procedure 

1. Petition is filed by creditors, shareholders, or regulatory bodies. 

2. Tribunal reviews the case and may order an inquiry. 

3. If found valid, the tribunal appoints an Official Liquidator. 

4. Assets are liquidated, and proceeds are used to clear debts. 

5. Company is dissolved, and its name is struck off from the Register of Companies. 

 

2. Members' Voluntary Winding Up (Section 304-313) 

This occurs when a solvent company voluntarily decides to close its business. 

Procedure 

1. Shareholders pass a special resolution to wind up the company. 

2. A Declaration of Solvency is submitted, confirming the company can pay its debts. 

3. A Liquidator is appointed to settle liabilities. 

4. After clearing debts, remaining assets are distributed among shareholders. 

5. The company is formally dissolved by filing final accounts with the ROC. 

 

3. Creditors’ Voluntary Winding Up (Section 305-306) 

Occurs when an insolvent company chooses to wind up its operations. 

Procedure 

1. Shareholders and creditors meet and agree to wind up. 

2. Creditors appoint a liquidator to sell assets and settle debts. 

3. If assets are insufficient, the company is declared insolvent. 

4. After liquidation, the company is dissolved by the Tribunal. 

 

Difference between Winding Up and Dissolution 

Winding Up Dissolution 

Process of closing a company. The company legally ceases to exist. 

Involves liquidation of assets. No assets or liabilities remain. 

Managed by a liquidator. Managed by ROC after winding up is complete. 

Can be voluntary or compulsory. Always the final step. 

 



Conclusion 

Winding up is a crucial legal process ensuring that a company settles its debts before 

dissolution. The Companies Act, 2013 provides a structured framework for different types of 

winding up, ensuring transparency and protection of stakeholders. 

 

Question 3: Explain the concept of Director Identification Number 
(DIN). What is its significance and the procedure for obtaining DIN 
under the Companies Act, 2013? 

Introduction 

A Director Identification Number (DIN) is a unique 8-digit number assigned by the Ministry 

of Corporate Affairs (MCA) to an individual who intends to become a director in a company. 

It is a mandatory requirement under Section 153-159 of the Companies Act, 2013. 

Significance of DIN 

1. Unique Identification: Ensures each director has a distinct identity in official records. 

2. Prevention of Fraud: Helps track multiple directorships and prevents unlawful business 

activities. 

3. Mandatory for Director Appointment: No person can be appointed as a director 

without a valid DIN. 

4. Legal Compliance: Enables regulatory authorities to monitor the conduct of directors. 

Procedure to Obtain DIN (Section 153-154) 

Step 1: Apply Online (Form DIR-3) 

 Individuals must apply through Form DIR-3 on the MCA Portal. 

 Required documents: 

o Self-attested PAN card (for Indian citizens). 

o Passport (for foreign nationals). 

o Address proof (Aadhaar, utility bill, or bank statement). 

Step 2: Verification & Approval 

 The application is verified by a Company Secretary or Chartered Accountant before 

submission. 

 The Central Government (MCA) processes the request and issues a DIN within 3-7 

working days. 

Step 3: Intimation to Company (Section 156) 

 Once a DIN is allotted, the director must inform the company within 30 days. 



 The company must then report it to the Registrar of Companies (ROC). 

DIN Deactivation and Cancellation (Section 158-159) 

A DIN may be cancelled, deactivated, or surrendered in the following cases: 

1. If the director is declared disqualified or convicted of an offense. 

2. If the DIN is issued by mistake or fraud. 

3. If the director fails to file DIR-3 KYC annually. 

Conclusion 

The DIN system enhances corporate governance by ensuring transparency in director 

appointments and preventing fraudulent directorships. The Companies Act, 2013 makes DIN an 

essential requirement for corporate compliance. 

 

Question 4: Explain the legal position, powers, and duties of 
a director under the Companies Act, 2013. 

Introduction 

A director is an individual appointed to manage the affairs of a company. As per Section 

2(34) of the Companies Act, 2013, a director is responsible for decision-making, compliance, 

and corporate governance. 

Legal Position of Directors 

A director can act as: 

1. An agent – Acts on behalf of the company in contracts. 

2. A trustee – Manages the company’s assets and acts in the best interest of shareholders. 

3. An employee – In case of executive directors, they are treated as employees with 

managerial responsibilities. 

Powers of Directors (Section 179-184) 

Directors exercise their powers through Board Meetings, and their key powers include: 

1. General Management – Supervision of company affairs and setting corporate strategy. 

2. Financial Decisions – Approving budgets, issuing shares, and deciding dividends. 

3. Appointment & Removal – Hiring top executives like the Managing Director, CFO, 

Company Secretary, etc. 

4. Entering into Contracts – Authority to enter into agreements on behalf of the company. 



5. Power to Borrow Funds – Directors can take loans or issue debentures for the 

company’s expansion. 

6. Corporate Governance Compliance – Ensuring the company follows laws and 

regulatory requirements. 

Duties of Directors (Section 166) 

1. Act in Good Faith – Directors must always work for the company’s benefit. 

2. Exercise Due Diligence – They should make informed decisions after proper evaluation. 

3. Avoid Conflicts of Interest – Directors must disclose any personal interest in company 

dealings. 

4. Not to Achieve Undue Gain – Directors cannot misuse their position for personal 

benefit. 

5. Comply with the Law – They must ensure the company follows corporate laws, tax 

regulations, and governance norms. 

Liability of Directors 

 Directors are personally liable for any fraudulent activities or non-compliance. 

 Penalty for misconduct: Heavy fines or imprisonment under Section 447 (Fraudulent 

Activities). 

Conclusion 

Directors play a crucial role in managing the company and ensuring compliance with laws. 

Their powers and duties are well-defined under the Companies Act, 2013, ensuring corporate 

governance and transparency. 

 

Question 5: Explain the concept of Compulsory Winding Up of a 
Company by the Tribunal. What are its grounds and procedure under 
the Companies Act, 2013? 

Introduction 

Compulsory Winding Up refers to a situation where the National Company Law Tribunal 

(NCLT) orders the closure of a company due to legal or financial reasons. It is governed 

under Sections 271-277 of the Companies Act, 2013. 

Grounds for Compulsory Winding Up (Section 271) 

1. Inability to Pay Debts – If a company fails to pay creditors' dues exceeding ₹1 lakh for 

more than 21 days. 

2. Fraudulent Conduct – If the company is involved in fraudulent or illegal activities. 



3. Failure to File Financial Statements – If a company fails to file annual financial 

statements for five consecutive years. 

4. Public Interest Violation – If the company operates against the public interest or 

national security. 

5. Tribunal’s Opinion – If the Tribunal finds it just and equitable to wind up the 

company. 

Procedure for Compulsory Winding Up 

Step 1: Filing of Petition (Section 272) 

 A petition can be filed by: 

o The Company itself. 

o The Registrar of Companies (ROC). 

o The Government or Regulatory Authorities. 

o Any Creditor or Shareholder. 

Step 2: Tribunal Hearing & Investigation 

 The Tribunal examines the financial records and allegations. 

 If found valid, it issues an order for winding up. 

Step 3: Appointment of a Liquidator (Section 275-277) 

 The Tribunal appoints an Official Liquidator, who: 

o Takes control of the company’s assets. 

o Sells assets to repay liabilities. 

o Settles claims of creditors and employees. 

Step 4: Asset Liquidation & Debt Settlement 

 The liquidator sells assets and distributes proceeds. 

 Priority of payment: 

1. Secured Creditors (Banks, Lenders, etc.). 

2. Employees’ Wages & Provident Fund Dues. 

3. Unsecured Creditors & Debenture Holders. 

4. Shareholders (if surplus remains). 

Step 5: Dissolution of Company (Final Order by Tribunal) 

 After liquidation, the Tribunal issues a final order to dissolve the company. 

 The company’s name is removed from the Register of Companies (ROC). 



Conclusion 

Compulsory winding up ensures legal closure of companies that violate laws, commit fraud, 

or become financially unsustainable. The NCLT supervises the process to protect creditors and 

stakeholders. 

 

Question 6: What is an Annual General Meeting (AGM)? Explain its 
objectives, legal provisions, and the consequences of not holding an 
AGM under the Companies Act, 2013. 

Introduction 

An Annual General Meeting (AGM) is a mandatory meeting held by companies to present 

financial statements, approve dividends, and elect directors. Section 96 of the Companies 

Act, 2013 specifies the legal framework for AGMs. 

Legal Provisions for AGM 

1. Applicability 
o AGMs are mandatory for private and public companies, except one-person 

companies (OPC). 

o Listed companies and other large firms must hold AGMs each year. 

2. Timeframe for Holding AGM 

o The first AGM must be held within 9 months from the end of the financial year. 

o Subsequent AGMs should be conducted within 6 months after the financial year 

but not later than 15 months from the previous AGM. 

3. Notice of AGM 

o A 21-day prior notice must be given to shareholders, auditors, and directors. 

o Notice should include date, time, venue, and agenda of the meeting. 

Objectives of AGM 

1. Approval of Financial Statements – Shareholders review and approve the company's 

financial position. 

2. Declaration of Dividends – Board proposes and declares dividends for shareholders. 

3. Appointment/Reappointment of Directors – Shareholders vote for new directors or 

reappoint existing ones. 

4. Appointment of Auditors – The AGM approves auditors for financial compliance. 

5. Shareholder Discussions – Shareholders can raise concerns or suggest improvements in 

management. 

Consequences of Not Holding an AGM 

1. Penalty for Default (Section 99) 



o Companies failing to hold an AGM may face a fine up to ₹1 lakh. 

o Officers in default (directors, company secretary) may be fined ₹5,000 per day. 

2. Regulatory Action 
o The Registrar of Companies (ROC) may take action against non-compliant 

companies. 

o The company may face deregistration or legal proceedings. 

3. Loss of Credibility 
o Investors lose trust in companies that fail to hold AGMs. 

o Non-compliance affects business reputation and stock market performance. 

Conclusion 

AGMs play a vital role in corporate governance, ensuring transparency and compliance. 

Companies must strictly adhere to the legal provisions of the Companies Act, 2013 to avoid 

penalties and maintain trust among stakeholders. 

 

Question 7: Explain the concept of Key Managerial Personnel (KMP) under the 
Companies Act, 2013. Who are included in KMP, and what are their roles and 
responsibilities? 

Introduction 

Key Managerial Personnel (KMP) are senior executives who are responsible for corporate 

management, decision-making, and regulatory compliance. Section 2(51) of the Companies 

Act, 2013 defines KMP and their duties. 

Who are included in KMP? 

According to the Companies Act, 2013, the following positions constitute KMP: 

1. Managing Director (MD) – Chief executive of the company, responsible for overall 

management. 

2. Whole-Time Director (WTD) – A director involved in day-to-day operations. 

3. Chief Executive Officer (CEO) – Leads strategic planning and corporate governance. 

4. Chief Financial Officer (CFO) – Manages the company’s financial operations, 

reporting, and compliance. 

5. Company Secretary (CS) – Ensures compliance with legal and regulatory frameworks. 

6. Other officers as prescribed by the Board – Includes department heads and senior 

executives. 

Roles and Responsibilities of KMP 

1. Managing Director (MD) / CEO 

 Sets company vision, mission, and strategic direction. 



 Approves business plans and investment decisions. 

 Represents the company in regulatory and legal matters. 

2. Chief Financial Officer (CFO) 

 Oversees financial reporting, budgeting, and risk management. 

 Ensures compliance with tax laws and corporate governance. 

 Advises the Board on investment and financial strategies. 

3. Whole-Time Director (WTD) 

 Looks after operational and administrative functions. 

 Works under the guidance of the Board. 

4. Company Secretary (CS) 

 Ensures compliance with SEBI regulations, tax laws, and corporate governance. 

 Maintains records of board meetings, financial statements, and regulatory filings. 

Legal Provisions Related to KMP (Section 203) 

 Mandatory Appointment: Listed companies and public companies with a paid-up 

capital of ₹10 crore or moremust appoint KMP. 

 Penalty for Non-Compliance: Companies failing to appoint KMP may face a fine of up 

to ₹5 lakh, and officers may be fined ₹50,000 per month. 

Conclusion 

KMP are crucial for corporate leadership, financial management, and legal compliance. 

The Companies Act, 2013mandates their appointment to ensure efficient decision-making and 

corporate governance. 

 

Question 8: What is Members’ Voluntary Winding Up? Explain its 
process and legal provisions under the Companies Act, 2013. 

Introduction 

Members' Voluntary Winding Up (MVWU) occurs when a company voluntarily decides to 

close down without financial distress. Sections 304-313 of the Companies Act, 2013 govern the 

process. 

When Can a Company Opt for MVWU? 

1. When the company is solvent and can pay its debts in full. 



2. When shareholders decide to dissolve the company due to business restructuring. 

Procedure for Members’ Voluntary Winding Up 

Step 1: Declaration of Solvency (Section 305) 

 Directors must submit a Declaration of Solvency stating that the company can pay off 

all debts within 12 months. 

 The declaration is filed with the Registrar of Companies (ROC). 

Step 2: Shareholders' Resolution (Section 304) 

 A special resolution is passed by shareholders (at least 75% majority approval 

required). 

Step 3: Appointment of Liquidator (Section 310) 

 A Liquidator is appointed by the shareholders. 

 The liquidator takes control of the company’s assets and settles liabilities. 

Step 4: Creditors' Approval (Section 306) 

 If the company has creditors, their consent is required before proceeding with 

liquidation. 

 Creditors are repaid using the company's remaining assets. 

Step 5: Filing of Liquidation Accounts (Section 313) 

 The liquidator submits final accounts to the shareholders. 

 A General Meeting is held to approve the accounts. 

Step 6: Dissolution of the Company (Section 248) 

 The liquidator files the final statement of accounts with the ROC. 

 ROC removes the company's name from the Register of Companies. 

Consequences of Voluntary Winding Up 

1. The company ceases operations permanently. 

2. Legal existence ends after dissolution. 

3. Any remaining assets are distributed to shareholders. 



Conclusion 

Members' Voluntary Winding Up is a structured way for solvent companies to close operations 

legally. The Companies Act, 2013 ensures a transparent process protecting stakeholders' 

interests. 

SECTION-C (20 Marks Question) 
 

1: Explain the different types of Company Meetings under the 
Companies Act, 2013. Discuss their objectives, legal provisions, and 
procedures in detail. 

Introduction 

Company meetings are essential for decision-making, corporate governance, and compliance. 

The Companies Act, 2013 mandates different types of meetings to ensure transparency, 

accountability, and regulatory compliance. These meetings facilitate communication 

between directors, shareholders, and stakeholders. 

Company meetings are classified into: 

1. Meetings of Shareholders 

2. Board Meetings 

3. Other Meetings 

 

1. Meetings of Shareholders 

These meetings allow shareholders to participate in decision-making, approve financial 

statements, and elect directors. 

A. Statutory Meeting (Section 165) 

 Applicable only to public companies. 

 Held within 6 months but not earlier than 1 month from the date of commencement of 

business. 

 Purpose: To inform shareholders about financial health and business activities. 

Agenda: 

1. Presentation of Statutory Report (financial position, shares allotted, and contracts 

signed). 

2. Discussion on company’s formation and future plans. 



3. Appointment of directors (if required). 

Legal Provisions: 

 Failure to hold a Statutory Meeting may result in legal consequences and penalties. 

 

B. Annual General Meeting (AGM) (Section 96) 

 Applicability: 
o Mandatory for all companies except One-Person Companies (OPC). 

 Timeline: 
o The first AGM must be held within 9 months from the end of the financial 

year. 

o Subsequent AGMs must be held within 6 months after the end of each financial 

year. 

Objectives of AGM: 

1. Approval of financial statements, auditor’s report, and directors’ report. 

2. Declaration of dividends. 

3. Appointment/reappointment of directors and auditors. 

4. Shareholder discussions on business performance and future strategies. 

Legal Consequences of Not Holding AGM: 

 Company may face penalties up to ₹1 lakh, and officers responsible may be 

fined ₹5,000 per day. 

 

C. Extraordinary General Meeting (EGM) (Section 100) 

 An EGM is called for urgent matters that cannot be postponed until the next AGM. 

 It can be convened by: 

o Board of Directors. 

o Shareholders holding at least 10% of voting power. 

o Tribunal (in case of oppression/mismanagement cases). 

Common Agenda Items in EGM: 

1. Change in Memorandum or Articles of Association. 

2. Approval of mergers, acquisitions, or takeovers. 

3. Removal of directors before completion of tenure. 

Legal Provisions: 



 Notice must be sent at least 21 days before the meeting. 

 If not conducted properly, resolutions passed may be declared invalid by courts. 

 

D. Class Meetings 

 Held when a company has different classes of shareholders (e.g., preference & equity 

shareholders). 

 Purpose: To obtain approval for decisions affecting a particular class (e.g., change in 

voting rights, dividend structure, etc.). 

Example: If a company wants to convert preference shares into equity shares, a separate 

meeting for preference shareholders is required. 

 

2. Board Meetings (Section 173) 

Board meetings are meetings of directors held to make key business decisions. 

A. First Board Meeting 

 Must be held within 30 days of company incorporation. 

 Directors discuss company policies, financial strategies, and appointment of key 

managerial personnel (KMP). 

B. Regular Board Meetings 

 Minimum four board meetings must be held every year, ensuring that the gap 

between two meetings does not exceed 120 days. 

Agenda Items: 

1. Approval of budgets, business strategies, and policies. 

2. Appointment or removal of directors, auditors, and senior management. 

3. Discussion on financial reports and investor relations. 

4. Approval of loans, borrowings, and new projects. 

Legal Provisions: 

 Notice must be sent to directors at least 7 days before the meeting. 

 Failure to conduct board meetings may result in financial penalties. 

 



C. Committee Meetings 

Companies with large shareholder bases or regulatory obligations form 

various committees for specialized decision-making. 

1. Audit Committee Meetings (Section 177) – Reviews financial reporting and internal 

audits. 

2. Nomination and Remuneration Committee – Decides compensation policies for 

directors and executives. 

3. Stakeholders’ Relationship Committee – Resolves investor complaints related to 

dividends, share transfers, etc. 

 

3. Virtual Meetings (E-Meetings) 

Due to technological advancements, virtual meetings (conducted through video conferencing) 

are legally recognizedunder the Companies Act, 2013. 

Legal Framework for Virtual Meetings 

 Companies must record proceedings and store digital transcripts. 

 Approval of resolutions requires electronic voting (e-voting). 

 Regulatory bodies such as SEBI and MCA allow listed companies to conduct virtual 

AGMs and EGMs. 

 

4. Meeting of Creditors (During Winding Up) 

When a company undergoes winding up, creditor meetings are conducted to finalize debt 

settlements. 

Types of Winding Up Meetings: 

1. Creditors' Meeting – Discusses debt repayment plans and liquidation strategies. 

2. Contributories' Meeting – Finalizes asset distribution among shareholders after settling 

debts. 

3. Final Meeting – Concludes the liquidation process and dissolves the company. 

 



Legal Provisions and Compliance for Company Meetings 

A. Notice of Meeting (Section 101) 

 A minimum 21-day prior notice must be sent for AGMs and EGMs. 

 Notice should include agenda, date, time, venue, and voting procedures. 

B. Quorum Requirements (Section 103) 

 For private companies: 2 members must be present. 

 For public companies: 

o Up to 1000 shareholders – at least 5 members required. 

o 1000-5000 shareholders – at least 15 members required. 

o More than 5000 shareholders – at least 30 members required. 

C. Resolutions Passed in Meetings (Sections 114-117) 

 Ordinary Resolutions – Requires a simple majority (e.g., appointment of directors). 

 Special Resolutions – Requires at least 75% approval (e.g., alteration of Articles of 

Association). 

 

Penalties for Non-Compliance 

Failure to conduct company meetings properly can lead to penalties and legal consequences: 

1. For Non-Holding of AGM (Section 99): 
o Company: Fine up to ₹1 lakh. 

o Officers: ₹5,000 per day. 

2. Failure to Maintain Minutes (Section 118): 

o Fine of ₹25,000 for the company. 

o Directors may be disqualified for repeated non-compliance. 

3. Misrepresentation in Meetings: 

o If misleading statements are made, directors can be held personally liable. 

 

Conclusion 

Company meetings are critical for corporate governance, transparency, and regulatory 

compliance. The Companies Act, 2013 establishes clear legal provisions to ensure meetings are 

conducted fairly and effectively. 

 Shareholder meetings (AGMs, EGMs) ensure ownership participation. 

 Board meetings enable strategic decision-making. 



 Committee meetings help in effective corporate management. 

Non-compliance with these meeting regulations can result in penalties, loss of credibility, and 

legal action. Companies must adhere to legal provisions and conduct meetings effectively to 

ensure smooth corporate functioning. 

 

 

 

Question2: Explain the process of Winding Up of a Company under the 

Companies Act, 2013. Discuss the different modes of winding up, their 

procedures, and legal provisions in detail. 

Introduction 

Winding up of a company refers to the legal process of closing a company’s operations and 

distributing its assets among creditors and shareholders. Once a company is wound up, it ceases 

to exist as a legal entity. The Companies Act, 2013, governs the winding-up process, 

ensuring fair treatment of creditors, shareholders, and other stakeholders. 

There are two primary modes of winding up: 

1. Winding Up by the Tribunal (Compulsory Winding Up) 

2. Voluntary Winding Up 

Each mode has specific legal provisions, procedures, and consequences. 

 

1. Winding Up by Tribunal (Compulsory Winding Up) (Sections 
271-303) 

Under Section 271 of the Companies Act, 2013, a company may be compulsorily wound up by 

the National Company Law Tribunal (NCLT) under certain circumstances. 

Grounds for Compulsory Winding Up (Section 271) 

A company can be wound up by the Tribunal if: 

1. It is unable to pay debts – If a company fails to pay a creditor ₹1 lakh or more within 

21 days of a demand notice. 

2. It has acted against national interests – If the company engages in fraudulent 

activities, illegal business, or threatens national security. 

3. Special resolution by shareholders – If the company’s shareholders pass a special 

resolution to wind up. 



4. Failure to file financial statements – If the company does not file annual returns or 

financial statements for five consecutive years. 

5. Oppression and mismanagement – If the Tribunal finds that the company’s affairs are 

conducted prejudicially to public interest or minority shareholders. 

Procedure for Compulsory Winding Up 

Step 1: Petition for Winding Up 

 A winding-up petition can be filed by: 

o Company itself 

o Creditors 

o Contributories (Shareholders/Investors) 

o Registrar of Companies (ROC) 

o Government (in case of public interest concerns) 

 The petition is filed before the NCLT. 

Step 2: Tribunal’s Decision 

 The Tribunal examines the petition and may appoint a provisional liquidator. 

 The company’s directors lose their powers once the winding-up order is passed. 

Step 3: Appointment of Official Liquidator 

 The Tribunal appoints an Official Liquidator (under Section 275) to take charge of 

company assets. 

 The Liquidator’s role is to assess assets, settle liabilities, and distribute remaining 

funds. 

Step 4: Settlement of Claims 

 The liquidator settles claims in the following order: 

1. Secured creditors 

2. Employees' dues (wages, provident fund, gratuity, etc.) 

3. Unsecured creditors 

4. Government dues (taxes, penalties, etc.) 

5. Shareholders (if any assets remain) 

Step 5: Dissolution of Company 

 Once all debts are settled, the Liquidator submits a final report to the Tribunal. 

 The Tribunal issues a dissolution order, and the company is struck off from the 

Register of Companies. 

Effects of Compulsory Winding Up 

1. The company ceases to exist as a legal entity. 



2. The directors lose their powers, and management is taken over by the liquidator. 

3. Creditors and shareholders receive their due payments from company assets. 

 

2. Voluntary Winding Up (Sections 304-323) 

A company may also voluntarily decide to wind up its operations without being forced by the 

Tribunal. There are two types of voluntary winding up: 

1. Members’ Voluntary Winding Up (for solvent companies) 

2. Creditors’ Voluntary Winding Up (for insolvent companies) 

A. Members' Voluntary Winding Up (MVWU) 

This occurs when a company chooses to wind up despite being financially solvent. 

Conditions for MVWU 

 The company must declare solvency, meaning it can pay all its debts within 12 

months. 

 Shareholders must approve the winding-up resolution with at least 75% voting 

majority. 

Procedure for Members' Voluntary Winding Up 

1. Declaration of Solvency (Section 305) – The directors declare that the company can pay 

all its debts within 12 months. 

2. Shareholders’ Resolution (Section 304) – A special resolution is passed by 

shareholders. 

3. Appointment of Liquidator (Section 310) – The shareholders appoint a liquidator to 

manage asset distribution. 

4. Final Meeting & Dissolution (Section 318) – The liquidator submits final accounts to 

shareholders. After approval, the company is dissolved by the ROC. 

B. Creditors' Voluntary Winding Up (CVWU) 

This occurs when a company is insolvent and unable to pay its debts. 

Procedure for Creditors' Voluntary Winding Up 

1. Board Resolution – The board declares the company's inability to pay debts. 

2. Meeting of Creditors (Section 306) – Creditors discuss and approve the liquidation 

process. 

3. Appointment of Liquidator – Creditors appoint a liquidator to sell assets and distribute 

funds. 



4. Dissolution of Company – Once debts are settled, the liquidator files the final report 

with the ROC, and the company is dissolved. 

Consequences of Voluntary Winding Up 

1. The company stops business operations. 

2. Directors hand over control to the liquidator. 

3. Creditors and shareholders receive their dues based on asset availability. 

 

3. Fast Track Winding Up (Section 361) 

For small companies and startups, the Companies Act, 2013, provides a simplified winding-

up process. 

Eligibility for Fast Track Winding Up 

 Companies with assets below ₹1 crore. 

 No outstanding debts beyond a prescribed limit. 

 No legal disputes or pending litigation. 

Procedure 

1. Application to ROC with reasons for closure. 

2. Approval from creditors and shareholders. 

3. Liquidator submits report to the ROC. 

4. Dissolution order is passed, completing the process. 

 

Legal Provisions for Winding Up 

Section Provision 

Section 271 Grounds for compulsory winding up 

Section 304 Voluntary winding up process 

Section 305 Declaration of solvency 

Section 310 Appointment of liquidator 

Section 318 Dissolution of the company 

Section 361 Fast track winding up for small companies 

 

Penalties for Non-Compliance 

If a company fails to follow proper winding-up procedures, it may face: 



1. Legal action by creditors for unpaid dues. 

2. Directors may be held personally liable for fraudulent practices. 

3. Fines up to ₹25 lakh or imprisonment for 2 years for wrongful trading. 

 

Conclusion 

Winding up is a structured legal process that ensures fair closure of a company while 

protecting stakeholders' interests. The Companies Act, 2013, provides multiple modes of 

winding up – Tribunal-led compulsory winding up, voluntary winding up (both members' and 

creditors'), and fast-track winding up for small firms. Proper compliance with legal provisions 

ensures a smooth dissolution process, preventing financial and legal risks. 

 

 

Question 4: Discuss the Concept of Meetings in a Company. Explain the 

Various Types of Company Meetings, their Legal Provisions, Procedures, and 

Importance as per the Companies Act, 2013. 

 

Introduction 

Meetings are an essential part of corporate governance. They provide a platform for decision-

making, discussion of company affairs, and compliance with legal formalities. Under 

the Companies Act, 2013, various types of company meetings are conducted to 

ensure transparency, accountability, and effective management. 

Company meetings can be broadly classified into: 

1. Meetings of Shareholders 

2. Meetings of Directors 

3. Meetings of Creditors and Other Stakeholders 

Each type serves a specific purpose and follows legal procedures outlined in the Companies 

Act, 2013. 

 

1. Meetings of Shareholders 

These meetings involve company members (shareholders) who come together to make 

decisions on important matters like financial statements, appointment of directors, mergers, and 

winding up. 



A. Statutory Meeting (Section 165) (Only for Public Companies) 

 Held only once in a company's lifetime. 

 Timing: Conducted within 6 months but not later than 9 months from the company’s 

incorporation. 

 Purpose: 
o Discuss company formation and initial financial affairs. 

o Approve preliminary contracts and investments. 

 Key Document: Statutory Report, containing share allotment details and company 

progress, is sent to shareholders at least 21 days before the meeting. 

B. Annual General Meeting (AGM) (Section 96) 

 Applicability: Mandatory for every company except OPC (One-Person Company). 

 Timing: 
o First AGM: Within 9 months from the end of the first financial year. 

o Subsequent AGMs: Within 6 months from the financial year-end, but not 

exceeding 15 months between two AGMs. 

 Purpose: 
o Approve financial statements and auditor’s report. 

o Declare dividends. 

o Appoint/reappoint directors and auditors. 

o Discuss any other shareholder concerns. 

 Penalty for Non-Compliance: ₹1 lakh fine on the company + ₹5,000 per day on 

officers. 

C. Extraordinary General Meeting (EGM) (Section 100) 

 Purpose: To discuss urgent matters that cannot wait until the next AGM. 

 Who Can Call an EGM? 

o Board of Directors on their own. 

o Shareholders holding at least 10% voting power. 

o Tribunal (NCLT) if necessary. 

 Notice Requirement: Minimum 21 days’ notice to shareholders. 

D. Class Meetings (For a Specific Class of Shareholders) 

 Purpose: Held when rights of a particular class of shareholders (e.g., preference 

shareholders) are affected. 

 Example: If a company decides to convert preference shares into equity shares, 

preference shareholders must approve the decision. 

 



2. Board of Directors' Meetings 

These meetings are conducted to discuss policy decisions, strategic planning, and operational 

matters. 

A. Board Meetings (Section 173) 

 First Board Meeting: Must be held within 30 days of incorporation. 

 Subsequent Meetings: 

o Minimum of 4 board meetings every year. 

o Maximum gap between two meetings: 120 days. 

 Agenda: 
o Reviewing financial performance. 

o Approving mergers, acquisitions, and investments. 

o Discussing compliance with corporate laws. 

o Evaluating risks and growth strategies. 

B. Committee Meetings 

Under the Companies Act, 2013, some committees must conduct regular meetings: 

1. Audit Committee (Section 177) – Reviews financial statements and internal controls. 

2. Nomination & Remuneration Committee (Section 178) – Manages director 

appointments and salaries. 

3. Corporate Social Responsibility (CSR) Committee (Section 135) – Plans and approves 

CSR initiatives. 

 

3. Creditors’ and Other Stakeholders’ Meetings 

These meetings involve creditors, debenture holders, and other stakeholders in case of 

financial restructuring or liquidation. 

A. Meeting of Creditors 

 Held when a company is facing financial distress or winding up. 

 Creditors discuss loan restructuring, debt settlements, or voluntary liquidation. 

B. Meeting for Winding Up (Section 304 & 306) 

 In case of voluntary winding up, shareholders and creditors meet to approve the 

liquidation process. 

 



4. Virtual Meetings and E-Voting (Digital Meetings) 

 Due to technological advancements and legal reforms, companies can hold virtual 

meetings using video conferencing and electronic voting (E-Voting). 

 The Companies Act, 2013, allows e-voting for shareholder resolutions to ensure wider 

participation. 

 Virtual meetings became more common post-COVID-19, ensuring compliance with 

corporate governance even during disruptions. 

 

Legal Provisions for Company Meetings 

Section Meeting Type Key Provisions 

Section 

96 

Annual General Meeting 

(AGM) 
Mandatory for all companies except OPC. 

Section 

100 

Extraordinary General Meeting 

(EGM) 

Called for urgent matters requiring shareholder 

approval. 

Section 

165 
Statutory Meeting 

Required for public companies within six months 

of incorporation. 

Section 

173 
Board Meetings Minimum four board meetings per year. 

Section 

177 
Audit Committee Meetings Ensures financial transparency and accountability. 

Section 

178 

Nomination & Remuneration 

Committee 
Manages director appointments and compensation. 

Section 

135 
CSR Committee Meeting 

Plans and approves corporate social responsibility 

projects. 

 

Importance of Company Meetings 

1. Ensuring Transparency – Meetings provide shareholders and directors with a 

platform to review company affairs. 

2. Compliance with Law – Mandatory meetings (AGM, Board Meetings) ensure the 

company follows corporate laws. 

3. Decision-Making – Shareholders vote on important issues like mergers, acquisitions, and 

dividends. 

4. Protecting Shareholder Interests – Meetings ensure equal participation of all 

stakeholders in decision-making. 

5. Crisis Management – EGMs and creditors' meetings help companies address urgent 

financial or strategic issues. 

 



Penalties for Non-Compliance 

Failing to hold mandatory meetings results in penalties and legal consequences: 

 Failure to Hold AGM: Fine up to ₹1 lakh + ₹5,000 per day on officers (Section 96). 

 Failure to Conduct Board Meetings: Fine on directors up to ₹25,000 per meeting. 

 Non-Filing of Meeting Resolutions with ROC: Penalty of ₹10,000 per instance. 

 

Conclusion 

Company meetings are critical for corporate governance, legal compliance, and business 

decision-making. The Companies Act, 2013, mandates various types of meetings, ensuring 

that stakeholders' voices are heard, financial transparency is maintained, and key business 

decisions are taken democratically. Whether it’s an AGM, EGM, Board Meeting, or 

Creditors' Meeting, each plays a unique role in the smooth functioning and regulation of a 

company. 

By conducting meetings effectively, companies can strengthen trust, improve governance, 

and ensure long-term success. 

 

 

 

Question5: Explain the Concept of Winding Up and Dissolution of a Company. Discuss in 

Detail the Various Modes of Winding Up, Their Procedures, Legal Provisions, and the Role 

of the Tribunal and Liquidator in the Process. 

 

Introduction 

Winding up and dissolution are two key processes in the closure of a company. Winding up is 

the legal process of liquidating a company’s assets and settling its liabilities, 

while dissolution is the final stage where the company ceases to exist as a legal entity. 

Under the Companies Act, 2013, a company may be wound up through: 

1. Winding up by the Tribunal (Compulsory Winding Up) 

2. Voluntary Winding Up (Members’ Voluntary Winding Up & Creditors’ Voluntary 

Winding Up) 

3. Fast Track Winding Up for Small Companies and Startups 



Each method follows specific legal procedures and involves various stakeholders, 

including shareholders, creditors, liquidators, and the National Company Law Tribunal 

(NCLT). 

 

1. Meaning of Winding Up and Dissolution 

A. Winding Up 

 It is the process of closing a company’s business operations, selling assets, paying off 

debts, and distributing any remaining funds to shareholders. 

 The company continues to exist legally until the final dissolution order is passed. 

B. Dissolution 

 Dissolution is the last stage of winding up, where the company's name is struck off 

from the Register of Companies, and it ceases to exist as a separate legal entity. 

 After dissolution, the company cannot enter into contracts or conduct business. 

 

2. Modes of Winding Up 

A. Winding Up by Tribunal (Compulsory Winding Up) (Sections 271-303) 

A company may be compulsorily wound up by the National Company Law Tribunal 

(NCLT) under certain circumstances. 

Grounds for Compulsory Winding Up (Section 271) 

1. Company is unable to pay debts – If the company fails to pay a creditor’s dues of ₹1 

lakh or more within 21 days of a notice. 

2. Company acts against national security or public interest – If the company engages 

in unlawful, fraudulent, or anti-national activities. 

3. Special resolution by shareholders – If shareholders pass a special resolution for 

winding up. 

4. Company defaults in filing financial statements for 5 years – Persistent non-

compliance can result in winding up. 

5. Oppression and mismanagement – If the company is managed in a way that 

is prejudicial to public interest or minority shareholders. 

Procedure for Compulsory Winding Up 

1. Filing of Petition – The winding-up petition is filed with the NCLT by: 

o Company itself 

o Creditors 



o Contributories (Shareholders) 

o Registrar of Companies (ROC) 

o Central or State Government (in public interest cases) 
2. Hearing and Tribunal’s Order – The NCLT examines the case and may: 

o Dismiss the petition or 

o Appoint a provisional liquidator to take charge of company affairs. 

3. Appointment of Official Liquidator – The Tribunal appoints an Official Liquidator to 

manage the company’s assets and settle debts. 

4. Sale of Assets and Settlement of Liabilities – The liquidator: 

o Sells assets and settles secured creditors first. 

o Pays off employees, unsecured creditors, and government dues. 

o Distributes remaining funds to shareholders (if any). 

5. Dissolution of the Company – After settlement, the liquidator files a final report, and 

the Tribunal issues a dissolution order. 

 

B. Voluntary Winding Up (Sections 304-323) 

A company may choose to wind up voluntarily in two cases: 

1. Members' Voluntary Winding Up (MVWU) (For Solvent Companies) 

 The company chooses to wind up despite being financially sound. 

 The directors must declare solvency, confirming that the company can pay all debts 

within 12 months. 

 Shareholders must approve the winding-up resolution with at least 75% voting majority. 

Procedure for MVWU 

1. Declaration of Solvency (Section 305) – Directors confirm that the company can pay its 

debts. 

2. Shareholders' Resolution (Section 304) – A special resolution is passed for voluntary 

winding up. 

3. Appointment of Liquidator (Section 310) – The liquidator takes charge of assets and 

debt settlement. 

4. Final Meeting & Dissolution (Section 318) – The liquidator submits final accounts, 

and after approval, the company is dissolved by the ROC. 

 

2. Creditors' Voluntary Winding Up (CVWU) (For Insolvent Companies) 

 This occurs when a company cannot pay its debts and decides to liquidate. 

 Creditors and shareholders hold meetings to approve the process. 



Procedure for CVWU 

1. Board Resolution – Directors declare the company unable to pay debts. 

2. Meeting of Creditors (Section 306) – Creditors and shareholders discuss the liquidation 

process. 

3. Appointment of Liquidator – A creditors' liquidator is appointed to manage asset 

sales and debt payments. 

4. Dissolution of Company – After settlement, the liquidator files a final report with the 

ROC, and the company is dissolved. 

 

C. Fast Track Winding Up (Section 361) 

 For small companies and startups, a simplified winding-up process is available. 

 The company must have no major outstanding liabilities or legal disputes. 

 The process involves: 

o Filing an application to the ROC. 

o Obtaining approval from shareholders and creditors. 

o Liquidator submitting a final report for dissolution. 

 

3. Role of the Liquidator in Winding Up 

The liquidator is responsible for: 

1. Taking control of company assets. 

2. Selling assets and paying off debts. 

3. Ensuring legal compliance. 

4. Distributing remaining funds to shareholders. 

5. Filing final accounts and dissolution reports with authorities. 

 

4. Legal Provisions for Winding Up and Dissolution 

Section Provision 

Section 271 Grounds for compulsory winding up 

Section 304 Voluntary winding up process 

Section 305 Declaration of solvency 

Section 310 Appointment of liquidator 

Section 318 Dissolution of the company 

Section 361 Fast track winding up for small companies 

 



5. Effects of Winding Up and Dissolution 

Effects of Winding Up 

 The company ceases operations but still exists legally. 

 The liquidator takes control, and directors lose their powers. 

 Creditors and employees get paid first, then shareholders (if any assets remain). 

Effects of Dissolution 

 The company ceases to exist as a legal entity. 

 No further legal actions can be taken against the company. 

 All remaining assets (if any) transfer to the government. 

 

Conclusion 

Winding up and dissolution are crucial legal processes ensuring a company's structured closure. 

The Companies Act, 2013, provides different modes of winding up, ensuring that creditors, 

employees, and shareholders are protected. The role of the Tribunal and Liquidator is 

critical in managing the winding-up process efficiently and legally. 
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