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Company (Incorporated under the Companies Act,

Corporate
Veil theory

 [ncorporatio |§
n of company

Separate Legal entity, Perpetual
Succession, Limited Liability,
Artificial Judicial Person

Company is different from its
members

Veil can be lifted to disregard
separate legal entity

m Register Company with ROC

Get certificate of incorporation

am  For easy filing follow SPICe
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}  Share |
Capital

Nominal,

Issued,
Subscribed

Called up
Paid up capital

Equity shares and Preference
Shares
share

“
MOA |

Defines object and scope of
work of company
Company can not go beyond the
scope defined.

Defines rules, regulations or

bye-laws of Company

Company has power to alter it
AoA through Special Resolution

| With Uniform
Rights

With differential

voting rights
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~ The companies Act 2013

470
sections
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» Applicability of the Companies Act, 2013:

_"_.-}:*‘._ - ———ee—— N a
»\,}& The provisions of the Act shi k\ 2:_______, %,\_\\,3
@ <§ompanies incorporéed )’nder fis Act or under any pr_e_vious company law. @

¢ Insurance companies (exc rovisions of the-said-Act are-inconsistent
" with the provisions of tife Insurance4et, 1938 or theRDA ‘

#
¢ ( Banki ompanies) (except where the provisions of the said Act are inconsistent

rovisions of the Banking Regulation Act, 1949) B\ ,?":i;_,»'
’_ﬁé — )"
e ———, ‘j’ |
¢ Companies engaged in the M ply ectricity (except where the Kot

provisions of the above Act are inconsistent with the provisions of the Electricity— e )
Act, 2003) " 7
— /




: *_._ ¢ Any other c onman@y any special Act for the time being in
Nl forc S S Z(' D

A\ e. ' V
j kﬂ ¢ Suc which are incorporated b ime

being in force,and as the Central Government may Kwnotification
specify in this behalf._ —
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Act may be called the Companies
Act, 2013

It extends to the whole of India ’

This section shall
come into force at
once

The remaining provisions shall come into force on such date as the CG may, by
notification in the Official Gazette, appoint and different dates may be
appointed for different provisions of this Act




APPLICATION OF THE CA, 2013
1

companies incorporated under this Act or under any
previous company law

as specified below:

Such other companies / Body Corporate

Insurance Companies

except provisions
inconsistent with the
provisions of the
Insurance Act, 1938
or the IRDA Act, 1999

Banking Electricity
Companies Companies

except provisions
inconsistent with
the provisions of
the Banking
Regulation Act, 1949

except provisions

inconsistent with
the provisions of the
Electricity Act, 2003

any other
company
governed by any
special Act for
the time being in
force, except
provisions
inconsistent with
the provisions of
such special Act

Such body corporate,
incorporated by any
Act for the time being
in force, as the CG
may, by notification,
specify in this behalf,
subject to such E/M/A §
as may be specified
in the notification
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Lompany - meaning

e ——

The werd ‘company’ generaiiy means coming It originally referred to an association of
together to generaie penny ! 3. money persons who took their meals together

i N

P g S e

Company is a joint stock ente;prise in \vhich the capital is contributed by several people.

Thus, a company denotes an associatior of likeminded persons formed for the purpose of carrying on some

cusiness or ungertaking.

It is called a body corporate oecause the persons composing it are made into one body by incorporating it according
to the law and clothing it with legal personality.
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Topic : Company : Meaning and ITS eatures

EARAT LEGAL ENTITY

;.s'. SUCCESSION ge’

\RATE BROBERT -

' Characteristics /
+NAracteristics

~Teatures
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Topic : Comnpany @ Meaning and ITS Features @
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r v Whenaco registered, it is @V ith @ legal perso@
v' It comes to have almost the sameJTZ

and powers as a human

—

being. oy
v’ Its existence is distinct and separate from that of its members.

v" A company €an own roperty have baW incur
L— liabilitiesand enter into CM
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% A member does not even have an insurable 1g£erest in tht {the company. I'he
H

k&a Fact of the case

yg
Held, the insurance company was natliable to him as no shareholder has any right to any

leading case on this point is of Mac ura Vs. Northern Assurance Co. Limited (1925):

"\

insurance compensatlon

;*!,

item of property owned by the company, for he. has nalegal oreqyitable interest in them. "i"”“'.‘:“l':‘f‘ﬁé\%)
. . . : . : ‘ B!
Hence in this case, since the timber was insured in #re—eampany's name, M Quld.not i

claim the compensation from insurance company.

mli



but that does not affect the existence of the company. Since a company is an artificial
person created by law, law alone can bring an end to its Ilfe tence iS not

Example 1:
< Q '
L-a _‘x%
Many companies in India are in existence fOr over 100 years. This is possible only due ‘*g‘
to the fact that the company has perpetual existence. There was a company which has :"i“":“‘:f&\%
Wt

7 members and all of them died in an aircraft. Despite this the company still exists
/™
unlike partnership form of business. | l !
[\
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’I‘oplc Company Meaning and ITS Features @

Joasifiafro. | Ty pe

gy »‘\ The liability of @ ependS upon the kind of éompany of which he is a member.
| S ) h kpow that co separate legal entity which is distinct from its members.

(s {_deg MmO A
g us, “these Of ' Tiraited Tiabi ity company, the debts of the company in
‘o" _ totality do not become the debts of the shareholders. The liability of the

—

members of the company is limited to the extent of the nominal value of

{I. Limited Liabili

o
A W
“r

\ i L

= = . shares held by them. In no case can the shareholders be asked to pay
anything more than the unpaid value of their shares. 4 |
” (ii) In the case of a company limited by guarantee, the members are liable only to “3«1"
the extent of the amount guaranteed by them and that too only when the ';'f\"‘:“‘:?f&\
company goes into liquidation. hinws ‘%

(iii) However, if it is an unlimited company, the liability of its members is
unlimited as well. = X l !




Topic : Company : Meaning and ITS Features

O~

, k&i\ J A company is arartificial person s iy is created by a pracess other than natural
| birth. It is legal or judicial as it is created by law. It is a person since it is clothed
with all the rights of an individual.

J As the company is an artificial person, it can act only through some human agency,
viz., directors. The directors cannot control affairs of the company and act as its
agency, but they are not the "agé-nts" of the members of the company. The directors
can either on their own or through the common seal (of the company) can
authenticate its formal acts.

v

J Thus, a company is called an artificial legal person.
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Therefore, it works through the agency of human beings. Sgmmon seal 1y the official
signature of a company, which is affixed by the officers and employees of the company

?Iumdocument The common seal is a seal used by a corporation as the symbol

of its incorporation

b2 ’/\ A company being angﬁaal persorny/is not bestowed with a natural being.

omitting the words "and a common seal” from Section 9 so as ' n alternative N 4
. . . Y | Sy
mode of authorization for companies who opt not to have a common seal. E‘;{“‘\
mm\\m’
= rog R0,
In case a company does not have a common seal, the authorization shall be made by two onosanas %,

directors or by a director and the Company Secrﬂxryl wherever the company has
appointed a CTgmpany Secretery. N l i




The term Co -

comiany ared » frorn liahility connected to the company's

If the company incurs any debts or contravenes any laws,
the corporate veil concept implies that members should not be

liable for those errors. In other words, they enjoy corporate
insulation.

Thus, the shareholders are protected from the acts of the company. N4

The Salomon Vs. Salomon and Co Ltd. laid down the foundation of “"«I‘

the concept of corporate veil or independent corporate personality. wmw*&\%
Bt
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~ 71 N
The Corporate Veil Theory is a legal concept which separates the identity @
of the company from its members.

Hence, the members are shielded from the liabilities arising out of the
company’s actions

Therefore, if the / I simpler words, D O

company incurs debts or
contravenes any laws, the shareholders

then the members are 1 dre prntected from
not liable for those errors the acts of the

and enjoy corporate AN
insulation K company. AV
.1 |




' ¢ InSalomon vs. Salomon & Co. Ltd. the House of Lords laid down that a company is a
© person distinct and separate from its members. In this case one Salomon incorpgrated

2 personal busine
ares c@m'c—h-,
debentures worth £10,000 of the company with charge on the c S assets and
the balance in cash. His wife daughter and four sons took u@are each.

Subsequently, the company went intotauidation due to general trade depression. The
unsegured creditors to the tontended that Salomon could not be
treated as a @f the company, in respect of the debentures held by him,
as he was the managmg@l_'gg_t,or of one-man company, wm_%aggwmm_&mn

Salomon and the cloak of the company was a mere sham and fraud. It was held by
————

Lord Mac ! Naughten: Sl e

—
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(R

rent rson from the

and though it may be that after

1e same as it was before and

"The Company is at law a
subscribers to the memoran

the company is not in law thk_agent ofthe(subscribe frustees for
them. Nor are the subscribers, as members,liable, in any shape or form,
except to the extent and in the manner proﬁded by the Act

 CCEEee——pn

Thus, this case clearly established thatcompany has it§ own existence

and as a result, a shareholde .‘a‘m}mm.& acts of the . (@
company even though he n*w e entire share capital. The “*‘«f

whole law of corporation is in fact based on this—theory of separate mm\\mm
corporate entity. .- %»,

ml!




Topic : Corporate Veil Theory




e Corporate Veil
will be lifted

Where
Trading corporate
with entity is used
enemy to.evaacor
c/rcumven? tax
W~y

Where the device of
incorporanchisatooted
for some illegal or
iImproper purpose

Where companies form .

R e AR - To avoid a
other companies as their s
legal

subsidiaries to act ag their

ybligation
agent e
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% (ii) Llftmg of Corpg @ h are the cases where

company la (/@KJ\, e prmcnple of corporat rsonality or
“A\.

To determine to find out whether co-

i.e.
enemy or friend: In the law relating toé(ibwlth m where the

test of control is adopted. The leading case in this point is Dalmler Co. Ltd.
&_—_——‘
vs. Continenta] Tyre & Rubber Co,, if the public interest is not likely to be

in jeopapey;, rt may not be willing to crack the corporate shell. Butit &)
mﬁfor ascertaining vmn enemy .:,\\1\“%
company. It is true that, unlike a natural person, a company does?oth’a% - V“%
mind or conscience; therefore, it cannot be a friend or foe. Va '
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Topic : Corporate Veil Theory

5
» \ o (————r. N A N St —

o F * TNV
[t may, however, be characterised as an‘enemyycompanyj if its
affairs are under the control of people of 2 nemy_country.
For this purpose, the Court may examine the character of the
persons who are really at the helm of affairs of the company.

(2) To proterenue/tax. In certain matters concerning the

o law of taxes, duties and stamps particularly where question of
the controlling interest is in issue. [S. Berendsen Ltd. vs.
Commissioner of Inland Revenue] 0 )

VRN

\Y

Q

.

(i) Where corporate entity is used to evade or circumvent tax, TN

the Court can disregard the corporate entity [Juggilal vs. ‘s :%
Commissioner of Income Tax AIR (SC)]. b~
51
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& Topic : Corporate Veil Theory

) it was @hat the

W : 1S Not-A-PeHTHTTe. pany at all but merely the
»ﬁsﬁ assessed\ himself disguised jinder the legal entity of a

limited co . The assess earned{%g@d?ﬁm&%py
way of (dividends) and iﬁﬁm, he opened some

companies and purchased their shares in exchange of his
income by way of dividend and interest. This income was

transferred _back to assessee by way of The Court
—decided that the private companies were a sham and the

corporate veil was lifted to decide the real owner of the  &)*"

income. Wiw“n\
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o« (3) To avoid a legal obligation: Where itg found
urpose) for theformation of the company was tofhses
‘, kﬁ devicedto :5 e amount to be paid by way &8

workmen, the Supreme Courtupheld the piereing of tI -
look at the real transaction (The Workmen Employed in
Associated Rubber Industries Limited, Bhavnagar vs. The
Associated Rubber Industries Ltd., Bhavnagar and another).

l
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. ot Workmen of Associated Rubber Industry Ltd., s sociated Rubber
A% Industry Ltd.: The facts of the case are that “A_Limif hased
~|®4q shares of “B Limited” byCinvestillg a sum of < 4,50,0 e dividend in

respect_ was shown in the profit and'Toss account of the

company, year . It was taken into account for the purpose of

calculating the(bonus ayable to workmen of the "‘Q‘ 1etimein

1968, the company transferred t hares ¢ B i \o d a

A N N

subsidiary, wholl ed by it. Thus, the(dividend intome did—Aettind

place in the Profit % Loss Account of A Ctd.,wifh the result that the

surplus available for the purpose for payment of bonus to the workmen . ,;3;;'

got reduced. F“"q
M\m\x\\\\ﬁ

\ Q;.;;";f\%
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ere a company created a subsidiary and transferred to it, its
investment holdings in a bid to reduce its liability to pay bonus to its
workers. Thus, the Supreme Court brushed aside the separate existence
of the subsidiary company. The new company so formed had no assets
0f its own except those transferred to it by the principal company, with
no business or income of its own except receiving dividends from
shares transferred to it by the principal company and serving no
purpose except to reduce the gross profit of the principal company so as

to reduce the amount paid as bonus to workmen.
" .‘I

B S
{_‘V._‘ ) '\‘3}“
=
‘*1
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& Topic : Corporate Veil Theory

(4) Formation of subsidiaries thacte 1getts C}mlm@_a_y
sometimes beGegarded 2 a@fitskmembgrs,
or of another company, and may therefore be deemed to have
lost its individuality in favour of its principal. Here the
principal will be held liable for the acts of that company.

In the case of Merchandise Transport Limited vs. British

Transport Commission (1982), a transport company wanted to

obtain licences for its vehicles but could not do so if applied in

its.own name. It, therefore, formed a subsidiary company, and

the application for licence was made in the name_of the

subsidiary. The vehicles were 6 be T |

subsidiary company. Held, the parentand (B

one commercial unit and the application for
. —

rejected.

icences was

g
W=

A PR
Rolauta \
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Topic : Corporate Veil Theory

(5) Company formed duct or to defeat
law: Where the device Tcorporation is adoptea for some
illegad or imprg,pﬂp/um‘z)se, e.g., to defeat or circumvent law,
to defraud creditors or to avoid legal obligations. |[Gilford

Motor Co. vs. Horne| — .
= ®

)
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=\ ;.\"'v
= "

‘*Il
[ -..1‘1 C
BobMRURRNEA N\
‘,“&..ma—.y&_v‘-’f".&\

MM‘&“ V%) ‘
7

o \ :



.«» Companies may be classified into various classes on the following basis:

| (a)

On the basis 8f liability:

Company limited by shares: Section2(22) of the Companies Act,
2013, defines that ﬂﬂﬁi ‘@3 of a
company is limited by its memoranc of association to the
amount (if any) unpaid on the shares held by them, it is known as

a company limited by shares.
[t thus implies that for meeting the \debty of the cQmpany, the
shareholder may be called upon to cantribute only to the extent

of the amount, which remains unpaid on his shareholdings. His

separate property cannot be encompassed to meet the company’s
debt.

r.‘. _,.‘4... -.-1_5 )
LA ORINAS 2\
'-7‘,':'"“"','.“.”“73 \‘}%"} \
Navvmmand O,

;
N l!
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It may be@o know that though ashareholderis a co-

owner of the any, he is ng : °_company’s
assets. The’ ownership\{pf th ' ' ,
because of its nature as a_legal person. The extent of the rights
and duties of a shareholder as co-owner is measured by his

shareholdings. I ST
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e Topic : CLASSES OF COMPANIES UNDER THE ACT

% (b) Cempany limited by guarantees Section 2(21) of the Companies

Act, 2013 defines it as the having the liability of its
’f& members limited by thmo such amount as the

members may respectively undertake by the memorandum to

contribute to f the company in the event of its being
— .

wound up.
Thus, the liability of the member of a@@ company is

limited upto a stipulated sum mentioned in the mm.
Me nnot_be called upon to contribute beyond that 77

S —— e

ulated sum. e
Bt ,;\\ :
Mt O,

;
N l!







The common features between a guarantee company’ and ‘the
company )y( g share capltal areJegal ersonmd limited

hablh . In the latter cz the member’s liability is limited by the
amount @am fanpaid) on th&Wthh each member
holds. Both of them have to state in thelr memorandum that the

members’ liabilj .

M\m\x\\\ ¢
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‘ e Na- ’V\'\
met N

|
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However, the point of distinction between these twq types of
il companies is that in the_formey case the members
| k@ upon to discharge their liability only after commenceéntentof-t
) winding up and only subject to certain conditions; but in the

latter case, they may be called upon to w, either .

during the company’s life-time or during its winding up.

'

It is clear from the definition of the guarantee compa it
does not raise its initial workin s from_ its(members |
Therefore, such a company ma nly where noworking .

th N
'-"-_‘ | 's‘:‘\“

funds are needed or where these funds can be held from other-

i

g et T . S —
sources | endoye/nt, fees/(ﬁargﬁ, dona/nytm, -\
s

[ A~ =
ol \ &




@

| A The Supreme Court has laid down that
\ | company to refuse to_aceept the trar

interest in the company is on a dlfferent‘footmg than that of a

company limited by shares. The membership of a ﬂarantee
company may carry privileges much dlfferent from those of
ordinary shareholders.
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Topic : CLASSES OF COMPANIES UNDER THE ACT

A .s“o; |
% (c) Unlimited company: Section\2(92) of the Companies Act, 2013

definesunlimited company as a company not having any limit on

In such a c - the liabili |

memb @ hen =@u be @ memb
The ligbility of each member extends to the’ whole amount of the
company’s debty and liabilities but he will be entifled to claim
contribution from other members. In case the company has share
apital, the Articles of-Association must state the amount of share

capital and the amount of each share. So long as the company isa ' o
going concern the liability on the sharesis the only liabilig which can —*‘

be enforced by the company. The credi n institute proceedings &
for winding up of the company (for their claims\The official [iquidator =~ ‘s

A

may call the members for their ution towards the liabilities | "
and debts of the company, which can be unlimited. R ' !
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On the basis of members:
One person company: The Companies Act, 2013
introduced a new class of companies which can be

incorporated by a$ingle .
Section 2(62) of the ‘€ompanies

one person compan
has only one person as(z

Act, 2013 defines
a company which

age epreneurship and corporatization of

usiness. OPC differs from sole proprietary concern
in an aspect that OPC is a separate legal entity with
a limited liability of the member whereas in the
case of sole proprietary, the liability of owner is not
restricted and it extends to the owner’s entire
assets constituting of official and personal.

r"‘ A _,.3" )
Bt ,1{ ‘
!‘.ﬂ';'vllu).‘v"#tﬁl": \:..

hvsamatt 0,
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hrivate limited company with the minimum paid up share capital

as may be prescribed and having one member. @<
OPC (One | oints

P ompany) - si

* Only o@as member,
Minimum pafd up capital - Qo limit prescribed. %
e memorandum of OPC shall indicate the\Mfme

e

other persen,who shall, in the event of the subscribe :
or hito contract, become the member of thi/

company:

™

r.‘. _,.‘4... -.-1_5 )
LA ORINAS 2\
'-7‘,':'"“"','.“.”“73 \‘}%"} \
Navvmmand O,

;
N l!



; —“ * The other person whose name
shall giveds priog mﬁﬁ fornrand

( _ A 1 LL_1IL 1 A1TC v

™. the same shall be{jled with_Registrar of mpan@at the
| time of incorporation of the company along with its e-
memorandum and e-articl

=  Such other person m

consen
. The@f OPC may at an

other person

deemed to beman alteration of the memorandum.

e — ———

—

—

Topic : CLASSES OF COMPANIES UNDER THE ACT

M\m\x\\\\é
RS ’v\

%mwﬁ \"%

,M!“



4 ther
ident i ia for a
i period of noues%gﬁ/during the immediately
L) preceding financial year —

« shall be eligible to incorporate

 shall s for the sole member of a OPC.
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OFPC
uch Cormanj cannot be incorporated o

Topic : CLASSES OF COMPANIES UNDER THE ACT

—— -

onverted into a

company under\section

converted tQ_private or
Such Caompany canngt carry out Non-Banking Financial

(f)J:L« H’\ 0™

A’

~
J

8 |of the Act. Though it may be

4]

bTic companies+n certain cases.




7 : : N o ‘ i
e 61? the member can be the sole member and director.

Procedural
requirements Separate
arc simplifiea ' Legal
PURESLY Entity
exemptions

Encourage
entrepreneurship and
corporatization of

One Private Limited

liability }

member |l Company

L .
-ompany j in nature business




' : “Private company”
@ wum _paid-upyshare capital as may be

pr ibed, and whic ,m@, </ ™
the right to transfer 1 (.m 0;
S’QQ Z(dn)

except in case of One Person H)mpany, th
its members to two hundred:
% K 2 2

K- =1 ,‘_
Provided )that where two or more persons hold Qne Or more
shares in a_compan ’ they shall, for the purposes of this
clause, be treated as a sitrgié member: a

ﬁ
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SE\AR
F; (B)
)

Prowded furtherthat—

Toplc CLASSES OF COMPANIES UNDER THE ACT

V4

persons who are in thé employment)of the company; and

persons who, having been formerly in th
company, were member i t.h_Lompany while in that
employment and have “gontinuec
employment ceased, =

shall not be included in the number of m

o be members after the
T
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Private compalgj significant points
No minimum paid-up capital requirement.
Minimum number of members - 2 (except if private company is

an OPC, where it will b€ 1)-
Maximum number of members - (200, excluding present
employee-cum-members and erstwhile employee-cum-members.
Right to transfer shares restricted.

Prohibition on invitation to subscribe to securities of' the

—

company. =~ |
Small company is a private company. o &

OPC can be formed only as a private company. =
T el | N
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Topic : CLASSES OF COMPANIES UNDER THE ACT

)Small company given under the Sectio of the

ompanies Act, 2013 which meansja company, other than a public y
| k& company— w =
./ (i) (paid-up share capital?of whiti doe ore rupees

or such hi amount as may be prescribed which shall not be

more than ten crore rupees; and
(ii) turnover of wﬁic% as per profit and loss accoun r the

immediately preceding | ﬁnancii@r‘ does not excee rore

rupees or such higher amount as may be prescribed w shall |

not be more than one hundred crore rupees: ()
2 Exceptions: This clause shall not apply to: | :
(A) aholding company or a subsidiary comypany; b\
(B) acompaqpy registered under %ection 8; O'Z
_(C) acompany or body corporate y any special Act.

L

(R
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%m%“ LS

;
N l!



Topic : CLASSES OF COMPANIES UNDER THE ACT

‘ — -

% — (c) Public company) [§ection 2(71)]: "Public company”a
company which—_£& \

. kgh (G}~ is ot a private companyay ¢ R,

(i)~ has a ml St \\\\ are  capitas .' ay :

A(P) Uk Qb

rovided thatAcompanywitctt 1s 4 subsidiary/of a comparny, not |

0 be public company

r.‘. _,.‘{.. -.-1_5 )
RoduuneRet A\
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@13 of co@

Holding and s companies: ‘Holding and subsidiary’
companies are rms. \;'
A comgankrﬁ' a holding company i @' to oneormore other

companies, means a company of whiel_ ch Companies are
subsidiary companies. [Section 2(46¥

-
Holﬂ\'T \\
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[ S
;.;- | 's‘:‘\“

A
|
}

M\m\x\\\ ¢ '
‘ W Na- ’V\'\ \

%mwt %)

s

,M!“



Co-'; Om ‘H\-'v LJOYV% a‘“ Cb’:[-ml

) .
WG] K
A Y
Sebeilioy (e ) - )
\Sest@)




L “subsidiary company” or “subsidiary”, in relation to any other (that is

| “subsidiary company” or “subsidiary [SECTION 2(87)]

*to say the _//,mqns a in which the g i

1) controls the
composition of
the

the [total either at its own or
n.

together with one or more of its subs:dta
companies:

|

Provided that such class or classes of holding companies | N4
shall not have layers of subsidiaries beyond such numbers as

t
s — =<2
M\m\x\\\\t

may be ! 0,
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@
Explanation.—For the purposes of this clause,—
p purp f \ W/

a) a company shall be deemed to be a subsidiary company of the holding
company even if the control referred to in sub-clause (i) or sub-clause (ii)
is of another subsidiary company of the holding company;

the compasition of ¢ company’s Board of Directors shall be deeiied to

be controlled by another company if that other company by exercise of '

some power exercisable by it at its discretion can appoint or remove all O
or a majority of the Directors;

the expression “company” includes any body corporate;

“layer” in relation to a holding company means its subsidiary or
subsidiaries;










—“ Example 2: @ll be subsidiary o@if B_controls the composition of
the Board of Directors of, )i.e., if B can, with e
e point pr

l‘& consent or approval of any_other person,
| remove a majority of directors of A.

p—

—

Example 3: A will be §u 1diz @ B holds more than _5__(‘)_3/0 of the

ind i such a

ol 1 the like manner, if D . @
is a subsndlary of C, D will be subsidiary of B as well as of "“*I
A and so on. RO\
et \%>

s

,M!“



'— % (b) Associate comgany |Section 2%6%: In relation to\anoth

company, means a company in which that other company has

| k& @ignificant influence}) but which is not @ subsidiary company) of

the company having such_influence and includes ¢ 'omt venture
company.

Explanation. — For thepurpose of thlS clause —

(a) the expressnon gu%gﬂu.m} means_controlg
- e...'
_ busmggs decisions under an ggreement
(b) theexpression ’ ]omre means a joint-arrangement MRS
whereby the parties that have joint control of the "“‘“’“““‘%
. S— —

arrangement____l}_g_ve rights to the net assets of the

arrangement. N W ' !
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“ % 4. On the basis of access to capital:

p l‘&& (a) Listed company: As per the definition given in the sect®
| of the Companies Act, 2013, it is a company which has any of its
securities listed on any recogmsed stock exchange.
e e
= o
9__9’ Provided that such (class_of comp ani 8 ' e( i

intend to list such
consultation with the Secaxifies anc xchange Board, |
e considered asfigted companigs. ,;'g;';._‘,.'

$
Whereas the word securifli)ﬁ/as per the section 2(81)-6f the  Fasi
Companies Act, 2013 Mas been assigned the same meaning as ™ *

defined in clause of section 2 of the Securities Contracts
(Regulation) Act, 1956. N'!



Scan Steel Rods Limited is a Pul ed Company
whose listed in the Stock Exchange, Kolkata.
Hence Scan Steel Rods Limited is a Listed Company_tThe
reason for calling it “Listeg? “"?\. use the company and

the Stock Exchange have dig 1st11£Agreement for

tradm,guf_shacesw cal market

(b) @ted @ny means company Wsted con%

.’f' |
-~ A » y
% \ [ ‘:_\.“y
';‘;: 4

L
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Toplc CLASSES OF COMPANIES UNDER THE ACT

)
N

: Government Com mpany

Other companies:

Celfion 243
ny company in w .

Government company\

S than 510/2 of the paid-up
share ca is held by-
/th"f'

(i) al Government, or
(i any State Government or GOvETnImerts, or )

(iii) partly by the Central-Government and partly _by—ene or
more State Governments, and the sectlon a

company whjch is a subsidjary company of such a
Government company. /

Explanation: For the purposes of this clause, the (paid up share

capital” shall be construed as “total voting power”, where shares
with differential voting rights have been issued

M\m\x\\\\é )
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Government
Company

At least 51% the paid up
share capital held by

Partly by CG and partly
by one or more state
Govt.

The Central Any State
Government, or Govt./s, or




[t means Qcompan or

| —* L) reign Company JSection 2(42)}: |
p body corpo@ ncorporated ou(Si j |

ide India Wthh—

(i) hasa place usiness i hether .

n agent) physically or through el mode;

(ii) conduct$any business activity in India in any other manner. .

)
| | S’
;.-.;- - | 's‘:‘\“
- 5_‘."'4
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8 company):(Section 8 of the Compames Act, 2013 deals with
the formatlon of

OQ,\"\ON //\/-
. o e charitable objects of commerce, art, science, .
portsy education, res;x:ch— ocigl-welfare, re }y}n ch}u;y' .

protechonmen
Such company ends to appl
promoting its obj ‘_,— nd )

wins ¥,
67' roh1 1t1ng w’ ayme t of any dividend to its members. V'

t

M\m\x\\\ ¢ '
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" —* (c) Formation of companies with sharitable objectgetc. (Section

Examples of section 8 companies are
National Sports Club of India, CII etc.
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P e

or association of persons as
without the addition of words

a company with=Hmite 1]
‘r Private Tinlitdd’ to its
name, by issuing licence on such Tonditions as it deems fit.

o S S,

Th@shall on application registe m

association of persons as a company under this section.

On registration the company shallsame privileges and 4
obligations as of a limited company. — = oot
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aamy : ",
tio The @al Govemmﬂ by or}é‘ revoke

the

"n the company where the company contravenes any of the

requirements or_the conditions of this sections subject to whiek
cence s o

licenii is issued or where th the company are

] ) or violati the objects of the company or preis

ubli rest, and on(revocation|the Registrar shall pu
rivate Limited)against the company’s name in the register. :
suchTevocation, the Central Government must give it a written notice of

its intention to revoke the licence and opportunity to be heard in the

e =

-

1CTC
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% Order ofthe Central Governmepkt: Where m*

e —

n dthen the
Central Government may, in the public interest(arded)thatthe company

l‘& registered under this section should be@ma tewith another

company registered under this section having simitarobiécts, to form a
single company with such constitution, properties, powers, rights,

up.

Topic : CLASSES OF COMPANIES UNDER THE ACT

(R

interest, authorities and privileges and with such liabilities, duti
obligations as may be specified in thrderEor)tEe company bpe wound
: ' \ L

,--Q"»' )

| | S’
= o
-/

|
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Topic : CLASSES OF COMPANIES UNDER THE ACT

T - CORUR '
s, Penalty/punishment W contravention: If a company makes any |
AV | defaultin compiying with any of the\requjsefiients laiad~down in this
| "& section, the company shall, withoutto any other ac lon under
| the provisions of this section, be punishgble with fine which shall not be

less tha es but which may &xtend t@one crore rupeeSand
the directorsand every officer of the compagy who isn ult shall be

punishable with(fing/which shall not be less than twenty-five thousand
rupees but which may extend to twentyA£

ve lak rupees. n
/—\\ @ \°
' \ =~ (b
Provided thaisren: sthat the f~the company were \ =°
conducted l%m)‘ very officer in default shall be liable for action ;_3-,‘;\\;{;;\;@& \

ORIV S ) § \

(R
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To promote its object
Without the addition of words “Ltd or “Pyt Ltd.”

The CG can grant such Status
However, CG has delegated the power to grant licence t«. ROC

g
CG may revoke licence -\ il
If condition of section 8 are contravened, or .
Affairs of the compazy are conducted fraudulently, or prejudicial to ettt

'_‘\ Wb '\'

public interest. ARG AN

7
L} >
Co has to use words “Ltd.” or “Pvt Ltd.” N l E




ant-company (Section 455) Where ac @
AW nder-“this Act for a fuguyp?(‘)igzt or tg
l‘& or iptellectual property and has-se _significant’accountin
: transaction, such & ompan. or {@} ompany Qs '?\

an (épphcatnon] to the Registrar 1= EmanRer as may be
prescribed for obtz /g!tbestatuso : ormant bmpany. —

‘Inactiv or Am ans a company whi S not
carrying_on any-t smess or operatlo r ha
‘\!

sngmﬁcant ac transac uring the last

years, or has not ﬁled fiparicial statements and ann returns "‘*I‘

during the last two financial years. — — W;\»\*;*m
_ %mwmi\

,M!“



(R

ﬂTan— e
payment of fees by a company to the Registrar;
payments made by it to fulfil the requirements of this Act or any

% “Significant accounting transaction” means any transactlon other

other law;
allotment of shares to fulfil the requirements of this Act; and

ayments for maintenance of its office.and recaords.
pay A i L2 gt

— &/ |
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Meaning of \ Companies [Sectlon 06(1) of the
Companies Act, 2013]: In th etign, “Nidhi” _Nidhi” or tual
Benefit Society” means a Wthh the
Government may, b notlﬁcatlon Dfficial Gazette dectar

viutaal Benefit Soc1ety as th€ case may be. N1dh1

to be a Nidhi or M

Companies age @) ainly for CUIUVW
and savings’amongst its mem
\mg

(R
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e (f) Public Financial Institutions (PFI): By virtue of Section 2(72)

~of the Companies Act, 2013, the fo owinare to be
" ) regarded as public financial institutions: =

the Mnumal OI'D

a1 s ~.rporation ol iz established under the Life

fisurance Corporation Act, 1956; p £l
the Infrastructure Development Finance Company Limited,

(iiiz/sued’ﬁd company referred to in the Unit Trust o£ India (Transfer of

Undertaking and Repeal) Act, 2002; -
(iv) St ution' notified by the CengratGoxernment under skction 4A(2) N,

of the Companies Act, 1956 so ealed ynder section 465 of this Act; 3
= = A
(v) such other institgtign/as may be nofified by the Central Government in :“imi’v\%
consultation with the Reserve Bank of India: ' "'7

.
. !

—
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Toplc CLASSES OF COMPANIES UNDER THE ACT

Conditions for an-institution te_be notified ¢ @ 0 institution

shall be so notiﬁe

(A) ith en established or constituted by or unde’ﬁas’ or
State Actother than this Act or the prevnous Companiés Law; or

—

< |
(B) not less than fifty-one éer cent of th id-up sharpe capital is
held or controlled by the | Government or by any State

Government or Governments or partly by the Central
Government and partly by one or more State Governments.
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Conditions for an
institution to be
notified as PF!

At least 51% of the paid-up i (K

Established o: constituted shai‘e capital is

by or under any Central or
State Act

held /controlled by the CG
or-oy any State Govt./s or
partly by the CG and partly
by one or more State Govts.

B A

prreree U N
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T opic : Mode of Registration /Incorporation of Company

’ —_— e e

— — - o

X The Companies Act, 2013 defines the term "Promoter”

HQer section 2(69) whnch means a person-
who has been assuch in a pro or ﬁu the

o —
company1 -r qualreturnireferrec o In sectlon

‘» : LA 3 Q€ comp. -ml-- eCty \or
&ndlrectlyi/v 1eF as G ’areholde ,‘@h
m accordance with w os tirecto ns ""‘*"' S the

Board of Directors of the company is accustomed to act

It/sﬁould however, be noted that Q g only in a
professional capacngfé’g the solicitor, banker, accountant etc. are

____— notregarded as promoters.

@

’ |
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(FO RMATION OF COMP?

with the basic req
company.

r—

| _ 7D N
Mode of Registration /Incorporation of Company @

the Companies Act, 2013 deals
nt with Tespect to the constitution of the

1€

é‘\\ )

e 7 Or H10Te Persons .
A ©

* Z Or nOre persons

Ol'le P el'so; rLO

i One person 4

L~ 2 .“:\“

INCORPORATION _OF COMPANY { Secti f the Compa act, 2013 mm
provides for the procedure to be follo or incorporation of a co &;‘;;;;:; ‘e%

mli



«¢ (1)

Topic :

Mode of Registration /Incorporation of Company

/
Filing of the an o
d

the registration of the compan lowing docuntents—an
information are required to be filed with the registrar within whose
jurisdiction the registered office of the company is proposed to be

-

situated- Q a ik
the memorandu and articles of the company duly signed by all

the ibers to the memorandum.

a(deﬁ;oi by who is engaged in the

company (an advocate a chartered accountan accountant

or company sec 1@?@'@’1—5 na‘ ed inthe
n

articles (dlrec , mangger or se,creta of the company) that all
the requlrements of this Act and the rules made thereunder in

respect of registration and matters precedent or incidental
thereto have been complied with.

‘ I

‘\!
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declaration from each of the
persons named as the |first director

articles stating that-
e is not convicted of an
promotion, formation or management of an
¢ he has not been found guilty of an
of any breach of duty to any company under
previous company law during
t all the documents filed with the
7~contain information that is

) the best of his knowledge
m— e —

subscribersTto the memorandum
s?if any, in the

==

n connection with the

.
; \
: o
- ¥ -3
-
N “t
" N @
» . '—“*
{ L
1 7Y

company, or
@ -
1S Act or any

the last five years,

Alod wit— ek

¢ and tha egistrar for

his

€ ang

L
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Topic : Mode of Registration /Incorporation of Company

2\

&

= . — = E—— —
= . theeSpO ill its registered office is

' ’:ﬂ . Wincluding surna r family-rames,
./ #ss nationality) of every subscriber to the

memorandum along with proof of identity, and in the case of a

(names,-including surnames or family names,

—
"

Identification Number, ) reside address, A
. o N P : . o ¥.)
nationality) of the persons ned in the @ the &)W

=/

!

subscribers_tqo_the Memorandum and such other particulars *

L VRN
Roduaunneta \

including proof of identity as may be prescribed; and ISR
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Topic : Mode of Registration/ Incorporation of Company

— -

L&
—_—

s e the particulars of the cl;--‘ ; he -
L articles as the ﬂ' directc of the company in otlier firms or

k&\ bodies corporate along with their consent to act as directors of
| v | — asS S : e

the company i

mcorporahop.nLthe company [The Companies (lncorporatlon)

Rules, 2014]. s

(2) Issue of certificate of incorporation on registration: The
Registrar on the basis of documents and information filed, shall
register all the documents and information in the registey’and issue
a certificate of incorporation in the prescribed form Ao the effect
that the proposed company is incorporated under this Act.

M\m\x\\\\\t
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‘—* (3) Allotment of “Sorporate Identity Nung (CIN): On and from the date

P mentioned in the certificate of incor on, the istrar shall allot to the

’ company a corporate identity n er, which shall be a distinct identity for the
LA

C which sh
(4) (Maintenance o} copies offall

maintain and preserve at-#s—Te opies of_all documents an

information ' filedy, till its dis

the time of incorporation (i.e. at the time of Incorporation): If any person
furnishes any false or incorrect particulars of any information or suppresses any
material information, of which he is aware in any of the documents filed with the
gistration of a company, he shall be liable for action
%49 ]

Registrar in relatiga#to the x¢
for fraud under, 47 e

‘*{
Brommrerre g
Roduaanetta "\
'oluw . o“’*'w.!%\"\ '
Mot 0,
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V asisii
corrae furmshmg any false or

material fact (i.e. post lncorpo LOX -Where at any time after the

incorporation of a company, it i 1 Jhat the-eempany has been
got i ishing any( or formation or

representation or by suppressin y materla i
any of the documents or declaration filed or made for incorporating
such company, or by .

maki

or information i
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by furnishing false orincorrect information or representation or by
suppressing any material fact or information in any of the documents
or declaration filed or made for incorporating such company or by

any fraudulent action, the(Tribunal may) on an application made to it,
on being satisfied that the situation so warrants,-

(a) passsuch orders, as it may think fit, for@f the management of the
company i ludingif any, in its m andum and articles, in public
int

—

tor ipthelnterest of the company and#smembers and creditors; or 0 7
t that @ f the members shall b :@o "é—:;;'"-"‘*"
1 .

ipect removalof the name of the company fronrthe register of companies; or o
. . —he e '~4~.w>m-‘.’v:\ \
pass an order for the winding up of the company;or— AR N

(e) pass such other orders as y may deem fit: { p
It \ “




-

- Provided that before making any order;-
« the company shall be given a reasonabl& opportuni
I in the matter; and
“7" e the Tribunal shall take into consideration th ansac@ntered

into-by the company, includi if any, contracted or
any liability) - —

Simplified Proforma for Incorporating Company Electronically

~(SPICE)

The Ministry of Corporate Affairs has taken various initiatives for ease of
business/In a step towards easy setting up of business; MCA has §

simplified the process of filing of forms for incorporation of a company

'/
2 ’:zs.‘-*-”’
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through Simplified Proforma for incorporating company electronically. AN
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Mode of Registration /Incorporation of Company @

__. EFFECT OF REGISTRATION: of the Companies Act, 2013

provides for the effect of registration of a company.

i k&*“ According to Section 9, from the dat corporation (mentioned in the

certificate of incorporation), the subscribers to the-memorandum and all

other persons, who may from time to time become members of th
company, shall be a body corporate by the name contained in the
memorandum. Such a registered company shall be capable of exercising

all the functions of an incorporated company under this Act and having
perpetual succession with” power to acquire, hold and dispose of 7)

- b "\v
p""'"‘ both movable and immovable, tangible and intangible, to "
v

jid to sue and be sued, by the said name. %&\i;;\&.é;g |
S AN

—
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7
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Mode of Registration /Incorporation of Company

A : doned St

S — —

. From the date of incorporation mentioned in the certificate, the com

.« becomes a legal separate from the inco s; and thereeemes

|, into existence @ binding cbntract between the-«company and.i

' S e -
: dar

as evidenced by the Memorandum and ArticleS of Association Hari
Nagar Sugar Mills Ltd. vs. S.S. Jhunjhunwala]. It has perpetual
existence until it is dissolved by liquidation or stru he register. A
shareholder wh hares, does not buy any interest in the property

of the company but In certair{ cases'a \%q';gg%ition will be maintainayle

R

by a company or its shareholders. Peciof Lo F - 0
A legal personality emerges from the moment of registration of [a £ (&~

S~

“‘u J

company and from that moment the persons subscribing to_ t.lle & i
: TS I )

Memorandum sociatiqn and other_persons joining as members are

regarded as a’body corporate or a corporation in aggregate and the legal

R
| /™
person beginstoefunction as an entity. ,N '!
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Topic : Mode of Registration /Incorporation of Company

L . A company on registration acquires a_separate exnstm
A recognises it as a legal person separate and distinct from its membe
l‘a |State /rad/g_Corporatlon of India vs. Commercial Tax Officer].

[t may be noted that under ‘the pr&?smns of thea company may
purchase shares of another company and thus become—=2 llm

company. However, merely because a company purchase
another company it will not serve as a means of putting an €rnc He
corporate character of another company and each company is a separate
juristic entity [Spencer & Co. Ltd. Madras vs. CWTMadras].
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Topic : Mode of Registration /Incorporation of Company

~+ As has been stated above, the law recognizes such W @

person separate and distinetfrom its members. Th T fact that the entire
share_capital has bee e Ce d all its

shares are held b & of India and othér officers of the Central
Government does not make any difference in the position—of reglstere
company and it does not make a company an agent either of the President or

the Central Government [Heavy Electrical Union vs. State of Bihar].
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EFFECT @V]ORAN DUM(AND ARTICLES:

As per Section 10 of the Companies Act, 2013, where the
memorandum and_articles wher registered, shale company

and the members thereof to the same extent as if theyTespectively had
been signed by the company and by each member, and an agreement
to observe all the provisions of the memorandum and of the articles.

All monies payable by any member to the company under the
memorandum or articles shall be a debt due from him to the company.

\
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% The term Capital has a variety of meanings. It means one thing to economists;
another to accountants and still another to businessmen and lawyers. In
»@ relation to a company limited by shares, the word capital means share-

 capital, i.e, the capital or figure in terms of so many rupees divided into
shares of fixed amount. In other words, the coptributions g@?:gr%o th
Common stock>of the company form th

1)) ef the_compa
proportion of the capital to which each member i hlSA

share is not a sum of money; it is rather an interest rgggsuredPy a sum of
money and made up of various rights contained in the contract.

B ———— B Ry’
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In the domain of Company Law, the term ‘capital’ is used in the following .

senses: - j»
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4% (@) Nominal or authorised or'xeg

A\ .'
P
. |

D ) capital: This form of capital has
been defined in section 2(8) of the Companies Act, . "Authori
capital” or "Nominal capital” means such @
@w of a company to be the(maximum amountyof share
capita € company. Thus, it is the sum stated in the memorandum a
the capital of the company with which it is to be registered being the
maximum amount which it is authorised to raise by issuing shares, and
upon which it pays the stamp duty. It is usually fixed at the amount,

which, it is estimated, the company will need, including the working

capital and reserve capital, if any. - |
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(b) Issued capital: Section 2(50) of the Companies Act, 2013 defines
"issued capital” which means sgch capital as the compan@rom
time to time for §u bscriptiopf is that part of authgeised-capital which

is offered by the company for subscription—and \ncludes-#he shares

(R

allotted for consideration other than cash.
[©,

Schedule_IIl to the Companies Act, 2013bligatory or

company to disclose its issued capital in the/balance shegt.
(c) Subscribed capital: Secti ", 36) of the Companies Act, 2013 defines
"subscribed capital” as s Obf the capital which is for the time
being subscrib&d by the members of a company.
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(d)

(R

It is the@al amount)of shares taken up by(the public) Where any

notice }dvertlser_genfc'or other official communication or any/buemess
letter, bill h@ or letterpaper of a company_state

cwe “subseribed. and M 3\ stated in
equa ly__co.nsg&eueus—eh-afacters A default in this regard will' make th

1 every officer who is in default liable to pay penalty
157, 5,00 pectnvely |Section 60]
: ction 2(15) of the Companies Act, 20

called ,upeaplta as such part of the capital, which hdasbee
payment. It is the total amount called up on the share @ :

id-up capital is the total amount paid or credited as paid up on R

(NN AR

shares issued. It is equal to called up capital less calls in arrears. N %;*
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| ‘ (I) Nature of shares: Section 2(84) of the Com

defines the term Ghare)w
re such proportion of the

shareholders )as the Il'jgount paid upythereombears to the
(0]

capital payable to the company. It is a measure of the
interest in the company's assets to which a person holding a
share is entitled.
Share is an interest in the company: Farwell Justice, in :
Borland Trustees vs. Steel Bors. & Co. Ltd. observed that "a %

share is not a sum of money but is an intgrestmeasured by a ;&?\;&;\;@é\\\
sum of money and made up of variou @n ntained in e )

.;7

the contract, including the right to a sum of moiiey of a more

b AT
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or less amount”. ml
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With uniform voting
rights
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Share Capital

Preference Share

With differential
voting rights
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Topic : Shares

% 5 S
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% Shares are a movable property: According tesection 44 oj the Co ‘a%"e\s?"‘ /
Act, 2013, the shares or debentures or other interestsof any memberN a\,\ qg

; »\ﬁ company shall be movable property transferable in the manner provided ® L‘LU

\ the articles of the company. \

Shares shall be numbered: SectiSa-45provides, every share in a company

having a share capital, shall be distinctive number: This

implies that every share shall be numbered.

However, this shall not apply to a share_held by a person whose name is |

entered as holder of beneficial interest in such share in the records of a ~ © o~

depository. N ol

(II) Kinds of share capital:- Section 43 of the Companies Act, 2013 ;.;3;;;\‘.;3@
provides the kinds of share capital. According to the provision the s
share capital of a company limited by shares shall be of two kinds, | 4

namely:- [ R !




% (i) Equity share capital - o ¥ = v
(1) witivoting rights,er

(2) with differential rights as to dividend, voting or otherwise in
accordance with prescribed rules;

shares W1th differential voting rlghts called " A ' equity shnms in its rights
issue. In the issue, every 10 ')A ' equity shares carried ornlv one voting; right
but would get 5 percentage points more dividend than that declared on
each of the ordinary shares. Since ' A ' equity share did not carry the similar

voting rights, it was being traded at discount to other common shares
having full voting. Other companies which have issued equity shares with
differential voting rights (popularly called DVRs) are Future Retail, Jain
[rrigation among others.

\
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% (ii) Lreference share capital:

N However, this Act shall not ¢ ect the rlghts oF the preference

k& shareholders who are entitled to participate in the proceeds of

| winding up before the commencement of this Act. w
According to explanation to section 43:

1. "Equity share capital”, with reference to any company limited by

shares, means all share capital which is not preference share

I ——

ca?lga], |
2. 'Rreference share capital”,/ with reference m@y O

limited by shares, means tha ‘v—;}
the company which carries or would carry A preferential rig R
e s (R iy \
‘ﬁ\mﬂ‘

with respect to-
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(R

& ither as a fixed amount or an amount
calculated at a_fixed rate, which may either he free of or

subject to income=tax; and

(b) repay!ye(,(i)r‘lnfhe case of a winding up or repayment of \
capital, of the amount of the share capital paid-up or deemed

\to have been paid-up, whether or not, there is a preferential

right to the payment of any fixed prémium or premium on

any fixed scale, specified in the memorandum or articles of

the company; |, I

Exception: In case of private company - Section 43_sh apply where &))"
memorandur?,or articl/es«aﬁssoﬁ'ation of the private company so provides. ==
— Dot AN
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Memorandum of Association

—_—

MO A
The Memorandum of @iaﬁon of company is in fact ﬁnes
its constitugpn andthe scope of the company which it
has been established under the Act. [Tis-the-very foundation on which the
whole edifice of the company is built.
Object of registering a memorandum of association:

« It contains the (Object|[fgt which the is formed and therefore
identifies the possiblé @f its pperations Eeyon@l_ljgﬂ its actions
cannot go. v

e Itenables shareholders, creditors and all those wha g rith company

@Emhat its powers/are and what activitieS it can engage in. A
memorandum is {Qu\_blé'pd(/)cumgnﬁin : 399 of the Companies

Act, 2013. Cons every persory entering info a contract with the
company ig (presumed/ to have the kmowledge of the conditions

contained therein.

I
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% The_shareholders must know the purposes for which hi

k@ A company cannot depart from the provisions contai
memorandum however imperative may be thenecessityAc

It r into a contr r engage in any trade or busjness, which is
ond the power confessed a%Lt:b%me”m'oran um. If itdoes so, it

would be ulEss dres the compaply and void

As per 2ll be drawn up in

such form as is given in Tablés A) n) Schedule I of the 0

Companies Act, 2013. <L N

Table A is a form for memorandum of association of a company limited ;.;\\;2\;,;%\
by Shé_r_(_?_S_ = N e “%

.
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Topic : Memorandum of Association

—_—

% TableB is a form for memorandum of association of a company hmnted
adl by guarantee and not having a share capital.
»ﬁg\ Table C is a form for memorandum of association of a company limited
| by guarantee and having a share capital. -
TableD is a form for memorandum of association of an unlimited
company.
TableE S a form for memorandum of association of an unlimited
company and having share capital. ]
The memorandum and articles of a company must b¢ as glosed yo model

forms, as possnble depending upon the circumstances. — B\
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. : Memorandum of Association @
- =% A\ Y\ 4

** Cont f the m um: The of a company shall

A% state- '
| kﬂ (a) the name of the company (Name Clause) with the last wor ‘
s_"Private

in the case of a public limited company, or the last word
Limited” in the case of a private limited company. This clause is not

applicable on the companies formed under section 8 of the Act.

The name including phrase ‘Electoral Trust' may be allowed for
Registration of companies to be formed under section 8 of the Act, in
accordance with the Electoral Trusts Scheme, 2013 notified by the )

Central Board of Direct Taxes (CBDT). For the Companies under section )"

—

8 of the Act, the name shall include the words foundation, Forum, ;@;&;\;@é\\\

Association, Federation, Chambers, Confederation, council, Electoral s ;i»
trust and the like etc. [The Companies (Incorporation) Rules, 2014]. | /™%
"1
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: Memorandum of Association

(R

—_—

(% As per MCA notification dated 5th June, 2015, a Government company's
ach name_must end with the word "Limited". In the case of One Person
»@ Company, the words "One Person Companylshould be includedbelow

1tS nge '\
(b) the @i which-the registered office of the company

>

fice clausel s to be situated:

(c) the ob!'ewhich the compan i(r;;?(d to be\incorporated and
sarye. in_farth

any matter considered neces erance thereof (Object

clause); @ 6 2
[f any company h nged i @ nich are rigt refle inits &)
y company has-change Q |

name, it shall change its name in [ine with its activities within a period &

T
a4\
A
3 \
TRt s Ay f.&\ \

of six months from the change of activities after complying with all the &= j»
provisions as applicab’lﬁ) change of name. v \!
1.

Registerec




: Memorandum of Association

———

s
(d) the liability of members of the company (Liability clause)\whether
limited or unlimited, and also state,- —

in the case of a company limited by shares, that the liability of its
members is limited to the amount unpaid, if any, on the shares held
by them; and

in the case of a comﬁany % ited by guyrantee, the amount up to
which each member unde rbute-

¢ to thé assets of the company in the event of its being wound-
up while he is a member or within one yearafter he ceases to be
a member for payment of the debts and liabilities of the company
or of such debts and liabilities as may have been contracted
before he ceases to be a member; as the case may be; and

¢ to the costs, charges and expenses of winding-up and for
adjustment of the rights of the contributories among themselves;
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Topic : Memorandum of Association

-\

—_—

9 (Mount f authorized capital (Capital Clause) divided into share of
fixed amounts and the number of shares with the subscribers to the
g\

»& memorandum have agreed to take, indicated opposite their names,

which shall not be less than one share. A company not having share
capital need not hayethig clause.

(f) the detail of the subscribers to be formed into a company. The
Memorandum shall conclude with the association clause. Every

-subscriber to the Memorandum shall take atleast one share, and shall

————
»
' y
.
Q
.
s T~
2 W .
vy »
!

| ’ - ite against his name, the number of shares taken by him. 20
In the case of OPC, the name of the person who, in the event of death of %"
V (—==the subscriber, shall become the member of the company. = ;&,\;&;\@%\\\
The memorandum must be printed, divided into paragraphs, ‘e \
numbered consecutively, and signed by at least seven persons (twoin |
the case of a private company and one in the case of i l !

-



—

: Memorandum of Association

—_—

One Person Company) in the presence of at least one witness, who will
attest the signatures. The particulars about the signatories to the

memorandum as well as the witness, as to their address, description,
occupatiow., must also be entered. il

It is to be noted that a company being a legal person can througl its agent,
@ to the memorandum. However, a minor cannot be_a-signa fQry to
the memorandum as he is set<competent to contract. The guardian of a
minor, who subscribes to the memorandum on his behalf, will be deemed to
have subscribed in his personal capacity.
The above clauses of the Memorandum are called compulsorytlauses, jor

"Conditions". In addition to these a memorandu contain other
provisions, for example rights attached to various classes of shares.
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Memorandum of Association @

——

The Memorandum of Association of a company cannonything
contrary to the provisions of the Companies Act. If it does, the same shall be

devoid of any legal effect. Similarly, all other documents of the company

must comply with the provision
]
MG
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Topic : Doctrine of Ultra Vires

Wy - %

octrine Jof ultra vires: The meaning of the term ultra vires is snmply
"beyond (their) powers". The legal phrase "ultra vires" is applicable only to
acts done in excess of of the doers. This presupposes that
the powers in their nature are limited.
[t is a fundamental rule of Company Law that @? a company as
stated in its memorandum can be departed from only to the extent
permitted by the Act, thus far and no further. In consequence, any act done
or a contract made by the company which travels beyeidthe powers not
only of the directors but also of the company i i Mv inoperative
in law and is therefore not binding on the company. On this account, a %
company can be restrained from employing its fund for purposes other R

than those sanctioned by the memorandum. Likewise, it can be restrained = s j»
from carrying on a tragle different from the one it is authorised to carry on.

w/,w"\
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The impact of the doctrine of ultra vires is that a company be
it. Sinee” the

sued on an ultra vires transaction, nor can it sue on
memorandum is a "public document”, it is open to public inspection.

Therefore, when one deals with a company one is deemed to know about
the powers of the company. &Y Naten (o. / ’W":va*—“f

If in spite of this you enter into a transaction which is ultra vires the
company, you cannot enforce it against the company.

1 Tona~. \/6 1'&




An act which is ultra vires the company being void, cannot be ratified by the
shareholders of the company. R -

= i

Sometimes, act_which isCultra vire;an bé_regularised)by_ratifying it
subsequently. For instance, if the act is ultra vires the power of the
directors, the shareholders can ratify it; if it is ultra vires the articles of the
company, the company can alter the articles; if the act is within the power of
the company but is done irregularly, shareholder can validate it.

The leading case through which this doctrine was enunciated is that of
Ashbury Railway Carriage and Iron Company Limited v. Riche-(1875).
The facts of the case are:

.
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Topic : Doctrine of Ultra Vires

main objects of a company were:
%" /(a) To make, sell or Iend on hire, railway
| »\ﬂ (b) To carry on the .business of
| | contractors.

esdnd> gons :

CRS  dIC

gener
N~/

() To purchase, lease, sell and workanines )

wghase and sell as merchants or agents, coal, timber; metals etc

T—— g———

The directors of the company entered into @ with Riche, for
financing the construction of a railway line in B , mp

further ratified this actofthe directors by passing a special resglation. The ¢ ()
company however,

spudiated Yhe contract as being ultravires. And Riche .
brought an action for damages for breach of contract. His contention was =~ S&
that the contract was well within the” meaning of the word general — ?
contractors and hence within its powers. Moreover, it had been ratified by a s

majority of shareholders. 1 l !




(R

.* However, it was held by the Court that the co and void)It said
A% that the terms general contractors was assocnate With mechanical
, k& engineers, i.e. it had to be read in connectioimwitirtire"company’s mairi
./ bfsiness. If, the term general contractor s was not so interpreted, it would

authorize the making 6f contracts of any kind and every description, for .

example, marine and fire insurance.
An ultra vires ¢ t can never be made binding on @ It
cannot becomé f?lntravireg" by reasons of estoppel, acquiescence, Tapse of
time, delay or ratification.
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which
am contains

e repisions o

-

S. Just as
ich the
incorporated, so also the articles are the intern
company (Guiness vs. Land Corporation of IrelandJ.

€ me

regulations ol the
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The articles of association are in fact thf o€
. 2 ¥ e
to which director and other officers are reguiredto pe

as regards the management of the company; i
impartant therefore that the auditor should stud

he should note the provisions therein in respect of relevan

—— —— ~——— |
. e Companies Act, 2013 to pregvide the contents
and model of articles of association. sect ys the following
law- = I A
(1) Contains regulations: The articles of a company shall contain the N (4
regulations for management of the company. .
e A
RSN
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(4)

(R

Inclusion of matters: The articles shall also contain such matters, as

are prescribed under the rules. However, a company may also include
such additional matters in its articles as may be considered necessary
for its management. \/\/\/

Contain provisions—% entrench : The arn )q
provisions for‘ent et (to protect somethm ling) to the effect t
specified provisions of the articles may be a1tered only if conditions or
procedures as that are more restrictive than those applicable in the

case of a special resolution, are met or complied with. |
Manner of inclusion of the entrenchment provision: The g &)
provisions for entrenchment shall only be made either on formation of 1
a company, or by an amendment in the articles agreed to by all the =&
members of the company in the case of a private company and by a b
special resolution in the case of a public company. | ™%




(5)

(6)

(7)

Notice to the registrar ef{lie entre
articles contabr provisions for entrenchment ahe
formeW the company shallgi
Registrar of such provisions in such form and manne
prescribed.

Forms of articles: The articles of a company shall be in respect{ve
forms specified in Tab]es,/F/GJl/l/an.d.—]—%n Schedule 1 as may be
applicable to such company.

Mod icles: A company may adopt all or any of the regulations
contained in the model articles applicable to such company.

.
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«* (8) Company reglstered after the commencement of this Act: In case

of any compa ered after the commencement of this

| k@ Act, in so far as thé

regulations of that company in the same manner and to the ex
they were contained in the duly registered articles of the company.

The following are the key differences between the Memorandum of

Association vs. Articles of Association:

1. Objectives: Memorandum of Association defines and delimits the
objectives of the company whereas the Articles of association lays
down the rules and regulations for the internal management of the
company. Articles determine how the objectives of the company are to
be achieved.
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<+ 2. Relationship: Memorandum defines the relationship of the company
with the outside world and Articles deﬁne the relationship between
e company and its members. e

teration: Memorandum of association can be\altered gnly under

epfain circumstances and in the er ided for in ghe ActNn
L\ ost cases permission of the Regional Di r,yor the (Tribunal Jis
g \'—qrequired. The articles can be altered simply by passing a special

G —

solution. M
4. Ultra Vires: Acts done by the company beyond the scope of the
memorandum are ultra-vires and void. These cannot be ratified even
by the unanimous consent of all the shareholders. The acts ultra-vires
the articles can be ratified by a special resolution of the shareholders,
provided they are not beyond the provisions of the memorandum.
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Doctrine of Constructive Notice._Section 399 of the Com
w I’ AN

provides that-any person can Py electronic meanssg
kept by th -\ or make

t
of any document, including certificate Wporation of any company, on

f@ the same, or get a copy or extracts
payment of prescribed fees.

The memorandum and articles of association of a company when
registered with Registrar of Companies, become public documents, and
they are available for inspection to any person, on the payment of a nominal

fees. In other words, Section 399 confers the right of inspection Kis 0

&fr \ [‘;:_\.§V

therefore, the duty of every person dealing with a company to(inspect jts =,
t

documents and make sure that his contract is in conformity with their &

provisions but whether a person reads them or not, it will be presumed "= j‘*

that he knows the contents of the documents. This kind of | ™
1]

presumed /implied notice is called constructive notice.
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By constructive noticeissneant:

(i) Whether a persor\reads ghe documents or not, he is

knowledge of the contents of the docu s noterly presumed
to have read the documents but also erstood A

perspective, ane .
(ii) Every perso @u h the company not only has

notice of the memorandum and articles, but als

Thus, if a person enters into a contract which is™k
/__z—\r e

company as defined in the memorandum, or—c

directors as per—memorandum or .2
: —
under the con @ nst the compz

 ——

0 e other relate

documents, such as Special Resolutiw vhieh are required to be
registered with the Registrar. m
S >

icles, he cannot acgqui
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Topic : Doctrine ¢f indoor Management

7 Toedion o T Ol vinloy,

2 of Indoor Management: The Doctrine of Indoor Manag men%

q xceptlon % the doctrine of constructive notice. The aforesaid doctrine /%

tetive notice does in no sense mean that outsiders are deemed to g
have notice of the mternal affairs of the ¢  company. For instance, if an act is s
authorised by the ‘articles or memorandum, an outsider is _entitled to
assume that all the detailed formalities for doing that act have been
observed. This can be explained with the help of a landmark case The Royal

British Bank vs. Turquand. This is the doctrine of indoor management

popularly known as Turquaad Rule. —

I'j ‘l
B [/,: >
- \ A #\:"

- 1

ﬁ\\t\x\\wg 2
‘3\

“‘w u»-ww-

Mmﬂ‘ Q??»'




Doctrine of Indoor Management

FACTS of the Royal British BaaKvs. Turquand
Mr. Turquand was the official managey (liquidator) o(f_ the insolvent

Cameron's Coalbrook Steam, Coal and Swansea and Loughor Railway

Company. It was incor nder the Joint Stock Companies Act, 1844.
The company had givefia bond for £2,000 to the Royal Hritish?’éﬁk,/which
secured the company's drawings on its current account. The bond was

under the company's seal, signed by two directors and the secretary. When

the company was sued, it alleged that under its registered deed of
settlement (the articles of association), direct ly had power to borrow
up to an amount aythorized by a company resefution. A resolution had

been passed but not specifying how much th€ directors could borrow.
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Held, it was decided that m@as valid, sc a-British_Bank
coe terms. He said ank was decrmed By ht the
directors could borrow only up tothe .

of association were registered with Companies House, so there was

was valid because there was no requirement to look into the company's
internal workings. This is the indoor management rule, that the company’s

indoor affairs are the company's problem. GK - 0
— B v
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construetive-nafice. But the bank could not be deemed tp know vVHiEl’I\
"w tions passed, because these were not registrable. The hond
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Topic : Doctrine of Indoor anagement @

% Exceptions to the doctrine of Indoor Management: Thus, you will notice
*" thaf the aforementioned rule of Indoor Management is important to
kﬂ persons dealing with a company through its directors or other persons.
- They are entitled to assume that the acts of the directors or other officers of
the company are validly performed, if they are within the scope of their
apparent authority. So long as an act is valid under the articles, if done in a
particular manner, an outsider dealing with the company is entitled to
assume that it has been done in the manner required.
The above-mentioned doctrine of Indoor Management or Turquand Rule
has limitations of its own. That is to say, it is inapplicable to the following |
cases, namely:
(a) Actual or constructive knowledge of \irregularity: \The rule does not "= j‘)
protect any person when the person mg with the company has
notice, whether actual or constructive, of the irregularity. i l !

M\m\x\\\\ﬁ
&\

‘“~..ma—w¢-' /




Topic : Doctrine of Indoor Management

o In Howard vs. Patent Ivd 05 anufacturing Co. where the
conld not defend the issue of debentures to themselves because the
should have known that the extent to which the ey were lending money
to the company required the assent of the general meeting which they
had notobtained.

Likewise, in Morcis v Kansseen, a director could not defend an

allotment of shares to him as he participated in the meeting, which

de the allotment. His appointment as a director also fell through
because none of the directors appointed him was validly in office.

(b) Suspicion of Irregularity: The doctrine in no way, rewards those who
behave negiigently. Where the person dealing with the company is put
upon ¢ or example, where the transaction is unusual or not

in the ordinary course of business, it is the duty of the outsider to make

the necessary enquiry.
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mv1te Aspicion shoul arise, for example %
officer 1ISpurporting to act in matter, which is apg xoutside th
scope of his authority. Where, for example as in the case of Az

Bihari Lal vs. Dinshaw& To. the plaintiff accepted a transfer of a

company's property from its accountant, the transfer was held void.
The plaintiff could not have supposed, in absence of a power of

attorney that the accountant had authority to effect transfer of the  © o

company's property. %?;I@.‘.
'ﬁf’.‘fﬁ‘fﬁ&;\
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Similarly, in the case of Haughton & Co. v. Nothard, Lowe & Wills Ltd.

where a person holding directorship in two companies agreed to apply
the money of one company in payment of the debt to other, the court
said that it was something so unusual "that the plaintiff were put upon

inquiry to ascertain whether the persons making the contract had any
authority in fact to make it" Any other rule would "place limited

ompanies without any sufficient reasons for so doing, at the mercy of

a t or agent who should purport to contract on their behalf.” |
(c) Forgery: The doctrine of indoor management applies only to (o~
ir i\ (Sw

les which might otherwise affect a transaction but it cannot %?*I

apply to forgery which must be regarded as nullity. et
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Forgery may in circumstances.exclude the\ Turquand Rule’

clear illustration js found in the y-'v Great Fingall Consolidated. In

| kﬂ this case thz glaintiff was the @ansferee gf a share certificate issued

| under mw defendant's company. The company's secretary,

who had @ffixed phe seal of the company and forged-the signai‘ e o"

the two directors, issued the certificate. e
The plaintiff contended_that whg_]r.her the\sig wer
forged was apart of the internal management, and therefore, the
company should be estopped from denying genuineness of the )

document. But it was held, that the rule has never been extended to %;I
cover such a complete forgery. ‘
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