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CORPORATE AND OTHER LAWS

100 IMPORTANT QUESTIONS

Q-1 XYZ Ltd., a small technology start up, is preparing its financial statements for the fiscal
year ending March 31, 2023. The company has one shareholder, and its financial statements
need to comply with the provisions of the Companies Act, 2013. XYZ Ltd. is uncertain about

the inclusion of a specific component in its financial statements.

(a) Identify the components that constitute a financial statement according to the

Companies Act, 2013.

(b) Explain the specific exemption related to a particular component for One Person

Company (OPC), small company, and dormant company.
Ans-

(a) The components that constitute a financial statement according to the Companies Act,

2013, include:

(i) Balance Sheet: A snapshot of the company's financial position at the end of the financial

year.

(ii) Profit and Loss Account (or Income and Expenditure Account for non-profit activities):

A summary of revenues, expenses, and profits or losses incurred during the financial year.

(iii) Cash Flow Statement: A statement showing cash inflows and outflows for the financial

year, providing insights into liquidity.

(iv) Statement of Changes in Equity (if applicable): A statement tracking changes in the

equity section of the balance sheet, reflecting transactions with shareholders.

(v) Explanatory Notes: Additional information or explanations attached to or forming part

of the documents.
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(b) The specific exemption related to the financial statement component for One Person
Company (OPC), small company, and dormant company is related to the Cash Flow
Statement. According to the Companies Act, 2013, these types of companies are not

required to include the cash flow statement in their financial statements.

Q-2 ABC Ltd., a well-established technology company, holds a substantial interest in XYZ
Innovations Pvt. Ltd., a startup in the same industry. Analyze the relationship between ABC
Ltd. and XYZ Innovations Pvt. Ltd. under the Companies Act, 2013, focusing on the concept
of an "associate company." Additionally, explain the conditions that would classify their

collaboration as a "joint venture."

Ans-

(a): Associate Company Relationship

ABC Ltd. and XYZ Innovations Pvt. Ltd. share a relationship under the Companies Act, 2013,
where ABC Ltd. holds a significant influence over XYZ Innovations Pvt. Ltd. Despite not being
a subsidiary, XYZ Innovations Pvt. Ltd. is considered an "associate company" of ABC Ltd.
This association arises from ABC Ltd.'s control of more than twenty per cent of the total
voting power in XYZ Innovations Pvt. Ltd. This significant influence allows ABC Ltd. to
impact strategic decisions or participate actively in the business decisions of XYZ Innovations

Pvt. Ltd.

(b): Joint Venture Conditions

In the context of an associate company, the collaboration between ABC Ltd. and XYZ
Innovations Pvt. Ltd. could be deemed a "joint venture" if certain conditions are met. A joint
venture entails a joint arrangement where the participating parties jointly control the

venture and have rights to the net assets of that arrangement.

In the case of ABC Ltd. and XYZ Innovations Pvt. Ltd., the joint venture status would be

established if both companies share equal control over the collaboration. This implies that

Page 2 of 112
CATESTSERIES.ORG



decisions regarding the joint venture are made jointly by ABC Ltd. and XYZ Innovations Pvt.

Ltd., with both having an equal say in the management and strategic direction.

Furthermore, for the arrangement to be a joint venture, both parties must have rights to the

net assets generated by the collaborative effort.

This case study illustrates how the concepts of an "associate company" and a "joint venture"
play out in the dynamic relationship between a larger, influential company (ABC Ltd.) and a

smaller, innovative startup (XYZ Innovations Pvt. Ltd.) within the technology industry.

Q-3 XYZ Ltd., a multinational company with its parent company incorporated outside India,
operates in the field of manufacturing and has subsidiaries worldwide. Explain the concept
of a "financial year" as per the Companies Act, 2013, concerning XYZ Ltd.'s situation.
Additionally, discuss the provisions related to the financial year for a company with

international affiliations and highlight the authority responsible for granting exceptions.
Ans-

As per the Companies Act, 2013, the "financial year" for a company like XYZ Ltd., which has
its parent company incorporated outside India, refers to the period ending on the 31st day
of March each year. However, in cases where the company is incorporated on or after the

1st day of January, the financial year ends on the 31st day of March of the following year.
Provisions for Companies with International Affiliations:

If XYZ Ltd. is a holding, subsidiary, or associate company of a foreign entity and is required to
follow a different financial year for consolidating its accounts outside India, it can apply to
the Central Government for approval. The Central Government, upon receiving an
application in the prescribed form, may grant permission for XYZ Ltd. to adopt any period as

its financial year, regardless of whether that period is a year.

In summary, XYZ Ltd., being a multinational company with international affiliations, can

seek approval from the Central Government to align its financial year with the global
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reporting standards of its foreign parent company. The Central Government holds the
authority to grant exceptions to the prescribed financial year, taking into consideration the

unique circumstances of companies with international operations.

Q-4 Green Limited is a registered public company having the following:

i Directors and their Relatives 18
i Employees 26
iii Ex-Employees (Shares were allotted during employment) 15
iv Members holding shares jointly (7 x 2) 14
v Other Members 137

The Board of Directors of Green Limited proposes to convert the company into a private

limited company. Referring the provisions of the Companies Act, 2013, advise:

i. Whether the company can be converted into a private company?

ii. Whether existing number of members need to be reduced for the proposed private

company?

Ans-

According to Section 2(68) of the Companies Act, 2013, "Private Company" means a
company having prescribed minimum paid-up share capital, and which by its articles, limits

the number of its members to two hundred.

However, where two or more persons hold one or more shares in a company jointly, they

shall, for the purposes of this clause, be treated as a single member.

It is further provided that following shall not be included in the number of members -
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(A) Persons who are in the employment of the company; and

(B) Persons who, having been formerly in the employment of the company, were members
of the Company while in that employment and have continued to be members after the

employment ceased.

Accordingly, total Number of members in Green Limited are:

i Directors and their relatives 18

i Joint shareholders (7x1) 7

iii Other Members 137
Total 162

(i) Green Limited may be converted into a private company only if the total members of the
company are limited to 200. In the instant case, since existing number of members are 162

which is within the prescribed maximum limit of 200,

so Green Limited can be converted into a private company.

(ii) There is no need for reduction in the number of members for the proposed private
company as existing number of members are 162 which does not exceed maximum limit of

200.

Q-5 MNP Private Ltd. is a company registered under the Companies Act, 2013 with a paid-up
share capital of Rs. 2 crore and turnover of Rs. 60 crore. Explain the meaning of the “Small
Company” and examine the following in accordance with the provisions of the Companies

Act, 2013:

(i) Whether the MNP Private Ltd. can avail the status of small company?

(ii) What will be your answer if the turnover of the company is Rs. 30 crore?
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Ans-

Small Company: According to Section 2(85) of the Companies Act, 2013, Small Company

means a company, other than a public company,—

(1) paid-up share capital of which does not exceed fifty lakh rupees or such higher amount

as may be prescribed which shall not be more than ten crore rupees; and

(2) turnover of which as per its last profit and loss account does not exceed two crore
rupees or such higher amount as may be prescribed which shall not be more than one

hundred crore rupees.

Nothing in this clause shall apply to—

(A) a holding company or a subsidiary company;

(B) a company registered under section 8; or

(C) a company or body corporate governed by any special Act.

As per the Companies (Specification of Definitions Details) Rules, 2014, for the purposes of
sub-clause (i) and sub-clause (ii) of clause (85) of section 2 of the Act, paid up capital and
turnover of the small company shall not exceed rupees four crores and rupees forty crores

respectively.

(i) In the present case, MNP Private Ltd., is a company registered under the Companies Act,
2013 with a paid up share capital of Rs. 2 crore and having turnover of Rs. 60 crore. Since
only one criteria of share capital not exceeding Rs. 4 crore is met, but the second criteria of
turnover not exceeding Rs. 40 crore is not met and the provisions require both the criteria
to be met in order to avail the status of a small company, MNP Ltd. cannot avail the status

of small company.

(i) If the turnover of the company is Rs. 30 crore, then both the criteria will be fulfilled and

MNP Ltd. can avail the status of small company.

Page 6 0of 112
CATESTSERIES.ORG



Q-6 Miss Priya Gupta, a dedicated educator, wishes to establish a non-profit organization in
India to provide quality education to underprivileged children. She intends to form a
company under Section 8 of the Companies Act, focusing on charitable and educational

objectives. Answer the following questions based on the given case scenario.
1. Who can issue a license under Section 8(1) of the Companies Act?

2. What are the conditions for obtaining a license under Section 8(1)?

Ans-

1. The license under Section 8(1) of the Companies Act can be issued by the Central
Government (Registrar of Companies on its behalf). In this case, the ROC may grant such a

license if certain conditions are satisfied.
2. The conditions for obtaining a license under Section 8(1) include:

a. The company's objects should be for the promotion of commerce, art, science, sports,
education, research, social welfare, religion, charity, protection of the environment, or any

similar objectives.
b. The company must intend to apply its profits or other income to promote its objects.

¢. The company must have the intention to prohibit the payment of any dividend to its

members.

Q-7 Playground Pals Cricket Association was established as a Section 8 company under the
Companies Act, 2013, with the primary objective of promoting cricket through district-level
coaching and friendly matches. Recently, there have been reports of fraudulent activities
within the association, Champions Chess Alliance was established as a Section 8 company
under the Companies Act, 2013, aiming to promote chess through training programs at the
district level and organizing friendly tournaments. Lately, suspicions have arisen about
fraudulent activities within the organization, including the unauthorized distribution of

dividends to its members. Mr. B, a concerned member, decides to file a complaint with the
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Regulatory Authority to prevent further fraudulent conduct by seeking the revocation of the

company's license.

(i) Are there provisions in the Companies Act, 2013 that allow for the revocation of the

license? If so, specify the relevant provisions.
(i) Is the winding up of the company a possible course of action?

(iii) Can Champions Chess Alliance merge with Strategy Games Limited, a company

specializing in the development of strategic board games?
Ans-

(i) According to section 8(6) of the Companies Act, 2013, the Central Government holds the
authority to revoke a company's license if it violates any conditions or requirements
specified under section 8, conducts its affairs fraudulently, or acts in a manner contrary to
its stated objectives, prejudicial to public interest. Prior to revocation, the Central
Government must issue a written notice of intent and provide the company with an
opportunity to present its case. Hence, in the current scenario, the license of Champions
Chess Alliance can be revoked as fraudulent activities, including unauthorized dividend

distribution, contravene the conditions set forth under section 8.

(ii) In the event of license revocation, the Central Government may, by order, direct the
winding up of the company if it deems it essential in the public interest. This action can only
be taken after affording the company a reasonable opportunity to be heard, as per Section

8(7). Therefore, winding up is a viable option in this case.

(iii) Section 8(10) stipulates that a company registered under this section can only
amalgamate with another company registered under the same section and having similar
objectives. Considering the diverse nature of activities between Champions Chess Alliance
and Strategy Games Limited, with one focused on chess promotion and the other on

strategic board games, a merger is not feasible as their objectives are not similar.
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Q-8 Surya Ventures Limited, initially authorized for engaging in Information Technology
services and related businesses, is considering a shift to the Renewable Energy sector due to
changing market dynamics. The management intends to include Renewable Energy projects
in its objects clause. Assess whether such a modification is permissible under the provisions

of the Companies Act, 2013.

Ans-

The Companies Act, 2013 introduces flexibility in altering the memorandum of a company,
making the process more straightforward. As per section 13(1) of the Act, a company can,
through a special resolution and following the prescribed procedure, alter the provisions of

its Memorandum.

In the context of altering the objects clause, section 13(6) mandates the company to file the
Special Resolution with the Registrar. Subsequently, as per section 13(9), the Registrar is
obligated to register any alteration to the Memorandum regarding the company's objects

and provide certification within thirty days from the date of filing of the special resolution.

Section 13(10) emphasizes that no modification in the Memorandum becomes effective
unless registered with the Registrar. Consequently, the Companies Act, 2013 allows for the
straightforward alteration of the objects clause. Therefore, Surya Ventures Limited has the
legal authority to make the necessary amendments to the objects clause in its

Memorandum of Association, enabling the inclusion of Renewable Energy projects.

Q-9 XYZ Ltd., an Indian company, has recently entered into a contract with ABC Traders for
the supply of raw materials. Unfortunately, the contract was executed without obtaining the
necessary resolution from the company's general meeting, as required by its articles of
association. ABC Traders is now seeking legal remedies for the breach of contract. In light of
the doctrines of constructive notice and indoor management, analyze the potential
implications for ABC Traders and the enforceability of the contract. Provide insights into any

exceptions to the doctrine of indoor management that may apply in this scenario.
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Ans-

In the given scenario involving XYZ Ltd., an Indian company, and ABC Traders, the doctrines
of constructive notice and indoor management play crucial roles in determining the legal

implications for ABC Traders and the enforceability of the contract.
Constructive Notice:

The doctrine of constructive notice places an obligation on parties dealing with a company
to be aware of the contents of the Memorandum of Association (MOA) and Articles of
Association (AOA). As per this doctrine, public documents like the MOA and AOA, registered
with the Registrar of Companies, are deemed to be known by those transacting with the
company. Even if ABC Traders did not have actual notice of the contents, the law presumes

that they had constructive notice of the MOA and AOA.

The effect of constructive notice is that every person dealing with the company is presumed
to know and understand the contents of these documents in their true perspective. The
absence of notice cannot serve as an excuse for relief, and even without actual knowledge,

parties are considered to have implied (constructive) notice.

However, it's important to note that the doctrine of constructive notice has faced criticism
for being unrealistic, as business transactions often rely on interactions with company

officers rather than a strict adherence to formal documents.

Indoor Management:

On the other hand, the doctrine of indoor management protects outsiders dealing with the
company by allowing them to presume that internal proceedings and requirements have
been duly met. This doctrine, as established in the case of Royal British Bank v. Turquand,
emphasizes that if a person dealing with the company has no reason to doubt the authority

of officials, they can assume that internal resolutions have been followed.

In the case of XYZ Ltd., ABC Traders may seek protection under the doctrine of indoor

management, arguing that they had a right to assume that the necessary resolution from
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the general meeting had been obtained. This is particularly relevant if the irregularity arises

from internal matters not disclosed to ABC Traders.
Exceptions to Indoor Management:

However, relief under the doctrine of indoor management is not absolute. Several

exceptions may limit its application:

a. Knowledge of Irregularity: If ABC Traders had actual knowledge of the irregularity, the

protection of the indoor management rule may not be available.

b. Negligence: If ABC Traders could have easily discovered the irregularities with minimal
effort or if the circumstances surrounding the contract were suspicious, the indoor

management rule may not apply.

c. Forgery: The rule does not apply if ABC Traders relied on a forged document, as forgery

cannot validate a contract.

In conclusion, while ABC Traders may have grounds to seek remedies under the doctrine of
indoor management, the presence of exceptions and the specifics of the situation will
determine the enforceability of the contract and the extent of legal recourse available to

them.

Q-10 ABC Ltd., a holding company, decides to issue new shares and offers them to its
subsidiary, XYZ Ltd. However, XYZ Ltd. refuses the offer, citing legal restrictions. ABC Ltd.
insists that the prohibition doesn't apply in this case. Evaluate the validity of XYZ Ltd.'s

refusal, considering the relevant legal provisions.

Ans-
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XYZ Ltd.'s refusal is valid based on Section 19 of the Act. According to this section, a
subsidiary company, including its nominees, is prohibited from holding shares of its holding

company. This restriction extends to any allotment or transfer of shares.
The prohibition remains in force unless XYZ Ltd. falls under specific exceptions:

a. Legal Representative: If XYZ Ltd. is acquiring shares as a legal representative of a

deceased member of ABC Ltd., the prohibition doesn't apply.
b. Trustee: If XYZ Ltd. is holding shares as a trustee, it is exempt from the restriction.

c. Pre-existing Shareholder: The prohibition is not applicable if XYZ Ltd. was already a

shareholder before becoming a subsidiary of ABC Ltd.

Since the scenario in the question doesn't fall under any of these exceptions, XYZ Ltd. is
justified in refusing ABC Ltd.'s offer, as it would violate the legal provision outlined in

Section 19.

Q-11 Company ABC Ltd. needs to serve a notice to one of its officers regarding an upcoming
board meeting. According to Section 20 of the Companies Act, 2013, what are the
permissible modes for serving this document, and how can the company ensure

compliance with the law?
Ans-

Company ABC Ltd. can serve a notice to its officer in accordance with Section 20 of the
Companies Act, 2013, and Rule 35 of the Companies (Incorporation) Rules, 2014. The
permissible modes for serving the document to the company or its officer at the registered

office include:
a. Registered Post: The notice can be sent through traditional registered postal services.

b. Speed Post: Company ABC Ltd. may use speed post services for a faster delivery option.
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c. Courier Service: Utilizing a reputable courier service is another valid option for serving the

document.

d. Leaving at Registered Office: The document can be physically delivered by leaving it at

the registered office.

e. Electronic Mode: Sending the notice through electronic or other prescribed modes, as

specified by law.

In the case where securities are held with a depository, the records of beneficial ownership
can be served on the company by the depository through electronic or other prescribed

modes.

Q-12 ABC Ltd., a company engaged in international trade, needs to execute a deed for the
purchase of machinery from a foreign supplier. The company doesn't have a common seal.
Can you explain how ABC Ltd. can authorize someone to execute the deed on its behalf, and

what formality needs to be followed?
Ans-

ABC Ltd. can authorize a person to execute the deed on its behalf through a power of
attorney. According to Section 22, Sub-sections 2 and 3 of the Bills of Exchange Act, a

company may grant such authorization through the following steps:

a. The company can, by a resolution, authorize the execution of deeds through a writing
under its common seal. In the case of ABC Ltd. without a common seal, the authorization

can be given by 2 directors or by a director and the Company Secretary, if appointed.

b. The authorization can be granted to any person, either generally or in respect of specific

matters.

c. The appointed person acts as the company's attorney and is authorized to execute deeds

on behalf of the company.

d. The authorization can cover execution in any place, either in or outside India.
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e. Deeds signed by the appointed attorney on behalf of the company and under their seal

shall be legally binding on the company.

Therefore, in the case of ABC Ltd., it can proceed to authorize an individual, such as a
representative or an agent, to execute the deed for the purchase of machinery from the
foreign supplier. The authorization should be documented in writing and adhere to the

guidelines mentioned in Section 22 of the Bills of Exchange Act.

Q-13 Mr. Arjun, a highly skilled professional with an engineering background, has
successfully founded and registered a Private Limited Company in the field of renewable
energy. Initially, only Mr. Arjun and his immediate family members hold all the shares in the
company. When drafting the Articles of Association, Mr. Arjun ensures that he remains the
director for his lifetime, as-it is crucial for the company's success. However, his business
associate, Ms. Kapoor, advises him about the potential risk of being removed as a director if
non-family members acquire 75% or more shares in the future. Mr. Arjun seeks your advice
on safeguarding his directorial position. Provide your response in line with the Companies

Act, 2013.

Ans-

Entrenchment provisions:

Provisions related to entrenchment are outlined in Section 5 of the Companies Act, 2013.

According to these provisions:

e The Articles of Association may include entrenchment provisions, specifying that certain
articles can only be altered if more restrictive conditions or procedures than those required
for a special resolution are met or complied with.

e Typically, a company's articles can be altered by passing a special resolution. However,
entrenchment makes it more challenging to change these provisions, creating a protective

measure.
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Manner of inclusion of the entrenchment provision:

Entrenchment provisions can only be made either during the formation of a company or
through an amendment to the Articles of Association. In the case of a private company, all

members must agree, while a special resolution is required for a public company.
Notice to the Registrar of the entrenchment provision:

If the articles contain an entrenchment provision, whether established during formation or
through an amendment, the company must notify the Registrar. This notice should be

submitted in the prescribed form and manner.
Conclusion:

In Mr. Arjun's case, he can propose an amendment to the articles that all members agree to,
stating that he can only be removed as a director if, for instance, 95% of votes are cast in
favor of such a resolution. Following the agreement of all members, Mr. Arjun should give
notice of the entrenchment provision to the Registrar in the prescribed format. This will

help secure his position as a director for the foreseeable future.

Q-14 Rahul and his associates have established a company named InnovateTech Solutions
Private Limited. Unbeknownst to them, "InnovateTech" is a registered trademark owned by
another entity. After 4 years, the trademark owner discovers the usage of the same name
by the company and decides to address the issue. Can the trademark owner compel the
company to change its name? Can the trademark owner request the company to change its

name at its discretion?
Ans-

According to Section 16 of the Companies Act, 2013, a company's name can be subject to

change under certain circumstances:

If the Central Government deems the company's name identical to a name by which

another company had been previously registered, it may direct the company to change its
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name. The company must, in this case, pass an ordinary resolution and change its name

within 3 months.

If the company's name is identical to a registered trademark, and the owner of that
trademark applies to the Central Government within three years of the company's
incorporation or registration, the Central Government may direct the company to change its
name. The company, in this scenario, must change its name by passing an ordinary

resolution within 6 months.

The company is required to provide notice to the Registrar of Companies (ROC) along with
the Central Government's order within 15 days of the name change. Failure to comply with

these provisions makes the company and the defaulting officer punishable.

In the given case, the owner of the registered trademark is filing an objection after 5 years,
which exceeds the stipulated 3-year period. Therefore, the company cannot be compelled

to change its name based on this ground.

However, according to Section 13, a company has the authority to change its name at any
time by passing a special resolution and obtaining the approval of the Central Government.
If the owner of the registered trademark requests the company to change its name and the
company agrees, it can voluntarily change its name by following the provisions of Section

13.

Q-15 M/s. BrightStar Innovations Limited, an emerging technology company based in
Bangalore, is contemplating a strategic shift in its business operations, necessitating a
change in its registered office from Bangalore to Hyderabad. The Board of Directors, led by
Ms. Ananya, is seeking to understand the procedural aspects and legal implications
associated with such a move under Section 12 of the Companies Act, 2013. Provide a
comprehensive response detailing the process for changing the registered office and
elucidate the role of the Regional Director in the event of a shift outside the jurisdiction of

the current Registrar.
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Ans-

M/s. BrightStar Innovations Limited, an innovative technology company headquartered in
Bangalore, is considering relocating its registered office to Hyderabad due to strategic
business reasons. Ms. Ananya, the Managing Director, is keen to comprehend the intricate
process involved in effecting this change, as per the provisions stipulated in Section 12 of

the Companies Act, 2013.
Procedure for Change of Registered Office:

1. Notice of Change: M/s. BrightStar Innovations Limited must furnish notice of the
proposed change in the registered office's location within 30 days of the decision. The
notice should be verified and submitted in Form No. INC-22, accompanied by the prescribed

fee, to the Registrar of Companies (ROC).

2. Verification to Registrar: The notice submitted must undergo thorough verification to

ensure accuracy and authenticity.

3. Approval through Special Resolution: A change in the registered office outside the local
limits of any city, town, or village where the current office is situated necessitates the
passage of a special resolution by the company. In this case, as the shift is from Bangalore to

Hyderabad, a special resolution is mandatory.
4. Confirmation of Change within the Same State:

e |f the change involves moving the registered office from the jurisdiction of one Registrar
to another Registrar within the same state (e.g., from Bangalore ROC to Hyderabad ROC),
the company must seek confirmation from the Regional Director.

e An application, accompanied by the prescribed fee and submitted in Form No. INC-23,

needs to be filed with the Regional Director for approval.
5. Communication and Filing of Confirmation:

e Upon receiving the application, the Regional Director must communicate the

confirmation within 30 days to M/s. BrightStar Innovations Limited.
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e The company, in turn, is required to file the confirmation with the ROC within 60 days
from the date of confirmation.
e The ROC will register the change and certify the registration within 30 days from the date

of filing.

Q-16 Mira Joshi Ltd. plans to raise additional share capital through the issuance of equity
shares in different stages over a specific period. However, the company aims to avoid the
hassle of issuing a prospectus for each share offering. In light of the Companies Act 2013,
outline the steps that Mira Joshi Ltd. should take to circumvent the repeated issuance of

prospectuses.

Ans-
A "shelf prospectus" refers to a prospectus wherein the securities or class of securities
mentioned can be subscribed to in one or more issues over a specified period without the

need for a further prospectus.

As per Section 31 of the Companies Act 2013, companies falling under certain classes, as
determined by the Securities and Exchange Board of India (SEBI) regulations, have the

option to file a shelf prospectus with the Registrar of Companies. The process involves:

e Filing the shelf prospectus at the stage of the initial offer of securities, specifying a
period, not exceeding one year, as the validity period.

e This validity starts from the opening date of the first offer of securities under that
prospectus.

e For any subsequent offer of securities during the validity period, no additional prospectus

is required.
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In addition to the shelf prospectus, Mira Joshi Ltd. needs to fulfill other formalities for
repeated or subsequent share issuances. The company must submit an information
memorandum to the Registrar of Companies within the prescribed time frame before the
second or subsequent offer of securities under the shelf prospectus. This memorandum
should include all material facts related to new charges, changes in the company's financial

position between the previous and current offerings, and any other prescribed changes.

By adhering to these provisions, Mira Joshi Ltd. can effectively utilize a Shelf Prospectus to

streamline the process and eliminate the need for repeated issuances of prospectuses.

Q-17 As a financial advisor to XYZ Corporation, the Board of Directors is considering raising
funds from the public through the issuance of equity shares. Given the uncertain financial
markets, the Board wishes to determine the price per share and the number of shares to be
issued post-closure of the issue. In accordance with the Companies Act, 2013, what

recommendations would you provide to the Board?

Ans-

As a financial consultant, | would advise the Board of Directors of XYZ Corporation to
consider the issuance of a Preliminary Prospectus, commonly known as a Red Herring
Prospectus. The term "red herring prospectus" refers to a prospectus that does not disclose
complete details regarding the quantum or price of the securities included. [Explanation to

Section 32]

Accordingly, XYZ Corporation can raise funds from the public through a red herring
prospectus, allowing flexibility in determining the price per security and the number of

securities after the closure of the issue.

To implement this strategy, the company should adhere to the provisions of section 32,

which govern the issuance of a red herring prospectus:
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e Issuance before Prospectus: The red herring prospectus is to be issued before the

prospectus.

¢ Filing with the Registrar: XYZ Corporation should file the red herring prospectus with the

Registrar at least three days before opening the subscription list and the offer.

e Obligations Comparable to Prospectus: The red herring prospectus should carry the
same obligations as a regular prospectus. Any variations between the red herring

prospectus and the final prospectus should be clearly highlighted.

o Filing Post-Closure: Upon the conclusion of the offer, XYZ Corporation must file the
prospectus with the Registrar and the Securities and Exchange Board. This prospectus
should include the total capital raised, the closing price of the securities, and any other

details not covered in the red herring prospectus.

Q-18 ABC Ltd. is planning to issue a prospectus for its upcoming public offering of securities.
The company is aware of the legal doctrine of Uberrimae fides, emphasizing utmost good
faith in contracts. During the issuance of the prospectus, the company inadvertently
includes a statement that, although not intentionally false, turns out to be misleading.
Discuss the potential criminal and civil liabilities under the Companies Act, 2013, with

reference to mis-statements in the prospectus.

Ans-

Liability for unintentional misleading statement finds its way into the Prospectus:

Criminal Liability (Section 34):

Section 34 of the Companies Act, 2013 imposes criminal liability on anyone authorizing a
prospectus containing untrue or misleading statements. Guilty parties, found under this

section, face punishment as per Section 447.
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Civil Liability (Section 35):

Section 35 deals with civil liability for mis-statements in the prospectus. If subscribers suffer
loss or damage as a result of acting on the basis of a misleading prospectus, they have the
right to seek compensation. In our case, investors who relied on the prospectus and
incurred losses due to the unintentional misleading statement may file claims for

compensation.
Persons Liable (Section 35):

The liability under Section 35 extends to the company and specific individuals involved in

the issuance of the prospectus:

(i) Company

(ii) Directors at the time of the issue

(iii) Individuals named in the prospectus as directors
(iv) Promoters

(vi) Those who authorized the prospectus

(vii) Experts referred to in Section 26(5)

ABC Ltd. should be cautious and diligent in rectifying the unintentional misleading
statement. Legal consequences, both criminal and civil, may arise if due care is not taken.
This emphasizes the importance of ensuring the accuracy and completeness of information

in a prospectus to maintain the principles of Uberrimae fides.

Q-19 XYZ Ltd. recently issued shares to the public, and you, as a financial analyst, are tasked
with explaining the concept of allotment and the significance of minimum subscription.
Provide a brief case study to illustrate how the minimum subscription plays a crucial role in

the allotment process.
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Ans-
As per Section 39 allotment refers to the acceptance by a company of an offer to take
shares. It is the process of appropriating shares from the unappropriated capital when an

application is accepted.

Significance of Minimum Subscription:

The minimum subscription is a vital prerequisite for a valid allotment. In the context of a
public share offering, the prospectus must specify a minimum subscription amount. No
shares can be allotted unless:

a. The stated minimum subscription amount has been subscribed.

b. The sums payable on application (at least 5% of the nominal amount or as specified by

SEBI) have been received by the company.

Case Study:

XYZ Ltd. issued a prospectus to the public, indicating a minimum subscription amount for its
shares. During the subscription period, only 60% of the minimum subscription was achieved.
The company, adhering to regulatory requirements, cannot proceed with the allotment until
the minimum subscription amount is met. This scenario underscores the critical role of
minimum subscription in ensuring a solid capital base before shares are allotted. It
safeguards investors' interests and maintains the financial integrity of the company,

preventing premature allotment in the absence of adequate capital infusion.

Q-20 Sunrise Developers Limited plans to pay an underwriting commission of 2.5% on the
value of debentures, even though their articles of association allow only 2%. Additionally,
the company intends to offer the underwriting commission in the form of office spaces.

Assess the validity of these decisions under the Companies Act, 2013.

Ans-
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According to Section 40(6) of the Companies Act, 2013, a company can pay commission on
its securities under certain conditions outlined in the Companies (Prospectus and Allotment
of Securities) Rules, 2014. In this case:

(a) The company's articles must authorize such commission.

(b) The commission can be paid from the issue proceeds or the company's profits.

(c) For debentures, the commission rate cannot exceed 2.5% of the debenture price or the

limit specified in the articles, whichever is lower.

Given these conditions, if Sunrise Developers Limited's articles limit the commission to

2%, the decision to pay 2.5% is not valid.

However, paying the commission in the form of office spaces is allowed, as there is no
prohibition on non-cash payments. The flexibility to pay in cash, kind, lump sum, or as a

percentage is established in the case of Booth v New Africander Gold Mining Co.

Q-21 ABC Confections Limited is seeking to secure funds for its upcoming venture. In line
with this objective, the company has issued private placement offer letters, intending to
issue equity shares to 60 individuals. Among them, five are qualified institutional buyers,
and the remainder consists of individual investors. Prior to finalizing the allotment of equity
shares through this offer letter, the company has initiated another private placement offer

letter directed at an additional 160 individuals, specifically for the issuance of debentures.

(a) As a publicly traded company, is ABC Confections Limited permitted to issue securities
via a private placement offer?
(b) Does this action align with the regulations governing private placements, or should these

offerings be categorized as public offers?
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(c) What if the debenture offer is presented after the allotment of equity shares but within

the same financial year?

Ans-

According to Section 42 of the Companies Act, 2013, both private and public companies
have the authority to conduct private placements by issuing private placement offer letters.
However, such offers should be extended to no more than fifty individuals, or a higher
number as prescribed, in a given financial year. It's important to note that for the purpose of
counting individuals, Qualified Institutional Buyers (QIBs) and employees participating in a

scheme of employees’ stock option are excluded.

+* Rule 14(2) of the Companies (Prospectus and Allotment of Securities) Rules, 2014
specifies a maximum limit of 200 individuals to whom securities can be offered through
private placement in a financial year. This limit should be considered separately for each

type of security.

¢ If a company issues an offer or invitation to a number exceeding the prescribed limit, it
will be deemed a public offer and subject to the regulations governing prospectuses.
Additionally, a company cannot make a fresh offer under this section if the allotment from a

previous offer has not been completed, or if the offer has been withdrawn or abandoned.

In the case of ABC Confections Limited, a public company, the private placement provisions
permit fundraising through this avenue. The company has extended an offer to 60
individuals, with only 55 effectively considered due to the participation of five qualified
institutional buyers. This falls well within the 200-person limit, demonstrating compliance

with private placement provisions.

(a) However, the scenario changes with the second private placement offer for debentures
initiated before completing the allotment of equity shares from the first offer.
(b) Consequently, the second offer does not adhere to the provisions of Section 42, and

both offers are treated as public offerings.
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(c) If the company issues an offer for debentures within the same financial year after
completing the allotment of equity shares, both offers can be appropriately treated as

private placement offers.

Q-22 Describe different situations that could result in the allocation of securities being

categorized as irregular allotment under the Companies Act, 2013.

Ans-

Irregular allotment, a term not explicitly defined in the Companies Act, 2013, necessitates
an examination of the prerequisites for a proper securities issuance and the implications of
failing to meet those requirements. Essentially, an allotment of shares becomes irregular
when a company breaches Sections 23, 26, 39, or 40. Instances leading to irregular

allotment include:

1. Failure by a company to issue a prospectus in a public offer as mandated by Section 23.

2. Issuance of a prospectus by the company that either omits required matters outlined in

Section 26(1) or provides misleading, faulty, or incorrect information.

3. Non-filing of the prospectus with the Registrar for submission under Section 26(4).

4. Failure to meet the minimum subscription specified in the prospectus as per Section 39.

5. Receipt of an application amount less than 25% of the nominal value of the offered

securities or lower than the amount prescribed by SEBI, in case the minimum application

amount is not met.

6. In the context of a public issue, absence of approval for listing from one or more

recognized stock exchanges under Section 40 of the Companies Act, 2013.

Page 25 of 112
CATESTSERIES.ORG



Q-23 Imagine Mr. Arjun is a shareholder in XYZ Ltd., holding equity share capital. The
company is contemplating changes to the rights associated with Mr. Arjun's class of shares.
Provide a detailed analysis based on the Companies Act, 2013, addressing Mr. Arjun's rights

and the conditions that must be met for the variation of shareholders' rights.

Ans- As per Section 47

(i) Every member holding equity share capital in a company limited by shares has the right
to vote on resolutions, and

(ii) The voting power on a poll is proportional to their share in the paid-up equity capital.
However, it's important to note that if XYZ Ltd. is a Nidhi Company, Mr. Arjun's voting rights

on a poll cannot exceed five percent of the total voting rights of equity shareholders.

Now, considering the proposed changes to the rights associated with Mr. Arjun's class of
shares, Section 48 becomes relevant. To proceed with the variation of shareholders' rights,

three conditions must be met:

+* Provision in Memorandum or Articles: Firstly, there should be a provision in the
memorandum or articles of XYZ Ltd. allowing the company to vary the rights of Mr. Arjun's
class. If such a provision is absent, the terms of issue of the shares of that class should not

prohibit such a variation.

+» Consent of Shareholders: The holders of at least 75% of the issued shares of Mr. Arjun's
class must give their consent in writing or pass a special resolution at a separate class
meeting. Additionally, if the variation affects the rights of any other class of shareholders,

the consent of three-fourths of that other class is also required.

+» Tribunal Confirmation: Finally, the holders of at least 10% of the shares of Mr. Arjun's
class, who did not consent to or vote in favor of the resolution, have the right to apply to
the Tribunal. The proposed variation will not take effect unless and until it is confirmed by

the Tribunal.
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In summary, Mr. Arjun can exercise his voting rights on resolutions related to the proposed
changes, and the variation of his class of shares' rights can only occur if the conditions

outlined in Section 48 are duly met, ensuring a fair and transparent process.

Q-24 ABC Ltd., an Indian company, is considering issuing shares at a price lower than the
face value to its creditors as part of a debt conversion plan. Analyze the legal implications of
such an action, considering the relevant provisions of the Companies Act, 2013. Provide
insights into the circumstances under which such issuance is permissible and any regulatory

framework involved.

Ans-

According to Section 53(1), a company. is generally not allowed to issue shares at a discount.

According to section 54 of the Companies Act, 2013, notwithstanding anything contained in
section 53, a company may issue sweat equity shares of a class of shares already issued, if

the prescribed conditions are fulfilled.

However, an exception is provided under Sub-section 2A, which was introduced by the
Companies (Amendment) Act, 2017. This amendment empowers the company to issue

shares at a discount to its creditors under the following circumstances:

a. Statutory Resolution Plan: If the issuance of shares at a discount is part of a statutory

resolution plan.

b. Debt Restructuring Scheme: If the issuance is a result of converting debt into shares as

part of a debt restructuring scheme.
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Therefore, in the case of ABC Ltd., the company may proceed with issuing shares at a
discount as part of the debt conversion plan without violating Section 53 of the Companies

Act, 2013.

Q-25 ABC Ventures Pvt. Ltd., established on 7.5.2015, is an unlisted company with a share
capital of rupees seventy-five crores. Recently, the company has strategically chosen to
issue sweat equity shares to its directors and employees, with the decision made on
9.6.2023. The company has proposed the issuance of 15% sweat equity shares, amounting
to 20% of its paid-up equity shares, featuring a four-year locking period to underscore its
identity as an emerging business. How can you justify these particulars concerning the
provisions for the issuance of sweat equity shares by an expanding enterprise, taking into

account the regulations of the Companies Act, 2013? Explain.

Ans-

Sweat Equity Shares 