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Company Law
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Company Law

Unit |

1. Overview and Obijectives

2. Definition of a Company

.3. Kinds of Companies

4. Floating/ Incorporation of a Company
5. Memorandum of Association (MOA)
6. Articles of Association (AOA)

7. Registration and Unincorporation

8. lllustrative Example

9. Summary

10. Question Bank

1. Overview and Obijectives

Overview:

Unit | introduces the basic concepts of a company, the types of companies recognized under
Indian law, and the procedure for forming a company. This unit also covers the Memorandum
of Association (MOA), Articles of Association (AOA), and the process of registration,

incorporating the key changes from the 2013 Companies Act Amendment.

Objectives:
By the end of this unit, students should be able to:



Define what a company is and understand its legal personality.
Classify the types of companies under Indian law.

Explain the steps involved in incorporating a company.

Understand the significance of the MOA and AOA.

Discuss the registration process and the concept of unincorporation.

S oA

Apply knowledge of 2013 amendments, including One Person Companies (OPC) and

electronic registration.
2. Definition of a Company

Legal Definition:
According to Section 2(20) of the Companies Act 2013:

"Company means a company incorporated under this Act or under any previous company law."
Key Features of a Company:

1. Separate Legal Entity — A company has a legal identity separate from its members
(Salomon v. Salomon & Co., 1897).

2. Perpetual Succession — The company continues to exist even if members change or die.

3. Limited Liability — Sharcholders’ liability is limited to the amount unpaid on their
shares.

4. Common Seal (Optional) — Companies may have a common seal as their official
signature.

5. Transferable Shares — In public companies, shares can be transferred subject to the
AOA.

Example:

If a company owes Rs. 1 crore and shareholders have paid only Rs. 50,000, their liability is

limited to Rs. 50,000. Personal assets are protected.
3. Kinds of Companies

Companies can be classified based on liability, control, ownership, and incorporation.
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A. Based on Liability

1. Limited by Shares — Liability limited to unpaid shares.
2. Limited by Guarantee — Members guarantee a specific amount in case of winding up.

3. Unlimited Company — No limit on members’ liability.

B. Based on Control

1. Private Company —
o Minimum 2 members, maximum 200
o Cannot invite public to subscribe
o Restrictions on share transfer
2. Public Company —
o Minimum 7 members, no maximum limit
o Can invite public to subscribe

o Must comply with statutory requirements

C. Based on Incorporation

1. Statutory Company — Created by a specific statute (e.g., Reserve Bank of India).
2. Registered Company — Formed under Companies Act.

3. Chartered Company — Formed by Royal Charter (historical).

D. Special Categories (2013 Amendments)

1. One Person Company (OPC) — Single member company with separate legal entity.
2. Small Company — Paid-up capital < X50 lakh and turnover < %2 crore.

3. Section 8 Company — Non-profit for charitable objectives.

4. Floating/ Incorporation of a Company

Floating a Company — The process of setting up a company and inviting members/shareholders.

Steps for Incorporation (Companies Act 2013):



Obtain Digital Signature Certificate (DSC) for proposed directors.

Apply for Director Identification Number (DIN).

Name Approval — Apply to ROC; must be unique and not violate trademarks.
Draft MOA and AOA — Must comply with statutory requirements.

Filing with ROC — Forms (SPICe, e-MOA, e-AOA) submitted electronically.
Payment of Fees and Stamp Duty.

N o gk~ e e

Certificate of Incorporation — Issued by ROC; company becomes a legal entity.

Example:

Mr. Ravi wants to start a private company called “Ravi Tech Pvt Ltd.” He applies for name
approval — obtains DIN and DSC — submits MOA and AOA — receives Certificate of
Incorporation. Now, Ravi Tech Pvt Ltd is a legal entity capable of owning assets and entering

contracts.
2013 Amendment Highlights:

o Introduction of SPICe form for simplified incorporation.
e Electronic filing of MOA/AOA.

e Introduction of OPC and small companies provisions.
5. Memorandum of Association (MOA)

Definition:

The MOA is the charter of a company and defines the objectives, powers, and scope of its

operations.
Clauses of MOA:
1. Name Clause — Legal and unique name; must end with “Limited” or “Pvt Ltd.”
2. Registered Office Clause — Location of company’s office.
3. Object Clause — Main and ancillary objects of the company.
4. Liability Clause — Defines members’ liability.
5. Capital Clause — Authorized share capital and division into shares.



6. Association Clause — Subscribers declare intention to form the company.
Importance:

o Defines the boundary of company activities.

e Acts as a contract between company and members.
6. Articles of Association (AOA)

Definition:
AOA is the internal rulebook of the company, regulating management and day-to-day
operations.

Contents:

e Appointment and powers of directors
e Conduct of meetings
« Dividend declaration

« Borrowing powers

Key Differences between MOA and AOA:

Feature MOA AOA
Definition  Charter of company Internal rules of company
Object Defines powers Governs management
Filing Required for registration Required for registration

Amendment Harder, requires special resolution Easier, subject to MOA limits

2013 Amendment:

e Electronic filing of AOA

o Mandatory adoption of standard clauses for OPC

7. Registration and Unincorporation



Registration:

o Done with Registrar of Companies (ROC)

o Necessary to acquire legal status, perpetual succession, and limited liability
Unincorporation:

e A company is non-existent until registered.

e Any activity before incorporation is not legally binding.
2013 Amendment:

« Digital registration allowed through SPICe form

« Simplified online processes for OPC and small companies
8. llustrative Example

Case Study:

A group of 3 friends wants to start a software company.

e They choose the name TechNova Pvt Ltd.

e Apply for DIN and DSC

o Draft MOA with main objects: Software development and consulting

o Draft AOA including board rules, meeting procedures, and dividend policy
e Submit forms electronically to ROC

e ROC issues Certificate of Incorporation — company now exists legally
9. Summary

e A company is a separate legal entity with perpetual succession and limited liability.

e Types: Private, Public, OPC, Small, Section 8, Unlimited, Limited by Shares/Guarantee.

e Incorporation Steps: Name approval - MOA/AOA — Filing with ROC — Certificate
of Incorporation.

e MOA defines objectives; AOA governs internal management.



o Registration is mandatory; company does not exist until incorporation.

e 2013 Amendments: Simplified registration, OPC introduction, electronic filing.
10. Question Bank
Objective Questions (MCQs):

1. Which clause in the MOA defines the main business objectives of a company?
a) Name Clause
b) Object Clause
c) Capital Clause
d) Association Clause
2. A One Person Company (OPC) must have:
a) 2 directors
b) Minimum 3 members
¢) Single member
d) Minimum 7 members
3. Which form is used for electronic incorporation under Companies Act 2013?
a) SPICe
b) DIR-12
c) INC-22
d) PAS-3

Short Answer Questions:

1. Define a company and explain its main features.
2. Explain the differences between a Private Company and a Public Company.

3. List the clauses of MOA with examples.
Long Answer Questions:

1. Discuss the process of incorporation of a company under the Companies Act 2013.
2. Explain the differences between MOA and AOA.



3. Describe the concept of One Person Company and its significance.

Case Study Questions:

e A group of entrepreneurs wants to start a charitable organization. Should they form a
Section 8 Company or a Private Limited Company? Justify with reference to MOA and

AOA provisions.

Situation:

Ravi and his friends started a business of selling mobile accessories. They registered the business
under the Companies Act, 2013 with the name R-Tech Accessories Pvt. Ltd. The business has its
own seal, bank account, and can enter into contracts independently of its members.

Question:
Explain whether R-Tech Accessories Pvt. Ltd. is a company.

Answer / Explanation:
Yes, it is a company because:

e ltisregistered under the Companies Act, 2013
o It has a separate legal entity
e Members and company are different persons in the eyes of law

Concept covered: Definition of Company

CASE STUDY 2: Kinds of Companies — Private Company

Situation:
ABC Pvt. Ltd. has 3 directors and 20 members. Its shares are not freely transferable and the
public is not invited to buy its shares.

Question:
Identify the type of company.

Answer:
It is a Private Company because:

e  Minimum 2 members
e Restriction on transfer of shares
« No invitation to public

Concept covered: Private Company (Companies Act, 2013)
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CASE STUDY 3: Kinds of Companies — Public Company

Situation:

XYZ Ltd. issued a prospectus inviting the public to buy its shares. It has 7 members and its
shares are freely transferable.

Question:
What kind of company is XYZ Ltd.?

Answer:
It is a Public Company because:

e Minimum 7 members
e Invitation to public
o Free transferability of shares

Concept covered: Public Company

CASE STUDY 4: One Person Company (New Amendment 2013)

Situation:

Amit started a business alone and registered it as Amit Traders OPC Ltd. He is the sole member
and director.

Question:
Is this allowed under Companies Act, 2013?

Answer:
Yes. The Companies Act, 2013 introduced One Person Company (OPC) which allows:

e One member
o Limited liability
e Separate legal entity

Concept covered: OPC (New feature of 2013 Act)

CASE STUDY 5: Floating of a Company
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Situation:
The promoters of Green Energy Ltd. prepared a business idea, arranged capital, and completed
all formalities before starting operations.

Question:
Name the stages involved in floating of a company.

Answer:
Stages of floating:

1. Promotion

2. Incorporation

3. Capital subscription

4. Commencement of business

Concept covered: Floating of a Company

CASE STUDY 6: Incorporation of Company

Situation:

Sunrise Ltd. submitted Memorandum, Articles, and other documents to the Registrar of
Companies (ROC). After verification, ROC issued a Certificate of Incorporation.

Question:
What is the legal effect of incorporation?

Answer:
o Company becomes a separate legal entity
e It can sue and be sued

e It gets perpetual succession

Concept covered: Incorporation

CASE STUDY 7: Memorandum of Association (MOA)

Situation:
A company started manufacturing medicines, but its MOA mentioned only textile business.

Question:
Is this valid?
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Answer:
No. The company cannot act beyond the objects clause of MOA. Such an act is ultra vires and
void.

Concept covered: Memorandum of Association

CASE STUDY 8: Articles of Association (AOA)

Situation:

The Articles of ABC Ltd. define rules for appointment of directors, dividend distribution, and
internal management.

Question:
What is the importance of Articles of Association?

Answer:
AOA:

e Governs internal management
e Acts as rulebook of the company
e Subordinate to MOA

Concept covered: Articles of Association

CASE STUDY 9: Unincorporated Association

Situation:
A group of 25 people started a chit fund business without registering it under the Companies Act.

Question:
Is this legally valid?

Answer:
No. An unincorporated association with more than prescribed members is illegal. It has:

e No separate legal identity
e Unlimited liability

Concept covered: Un-incorporation
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CASE STUDY 10: Registration of Company (Companies Act, 2013 Amendment)

Situation:
A company failed to file annual returns for two consecutive years. ROC struck off its name.

Question:
Which provision of Companies Act, 2013 applies?

Answer:
Under Companies Act, 2013, ROC has power to:

e Remove name of inactive companies
o Enforce stricter compliance

Concept covered: Registration & New Amendments 2013

CASE STUDY 11: Separate Legal Entity

Situation:

Mr. Ramesh was the majority shareholder of Bright Ltd. The company incurred losses and failed

to repay a loan. Creditors demanded payment from Mr. Ramesh personally.

Question:
Is Mr. Ramesh personally liable?

Answer:
No. A company is a separate legal entity. Shareholders are not personally liable beyond their
investment.

Concept Covered: Separate Legal Entity

CASE STUDY 12: Limited Liability

Situation:

Neha invested X1,00,000 in shares of a company. The company became insolvent and its debts
exceeded assets.

Question:
How much can Neha lose?

Answer:
Neha’s liability is limited to ¥1,00,000 only.

Concept Covered: Limited Liability
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CASE STUDY 13: Perpetual Succession

Situation:

All directors of ABC Ltd. died in an accident. The company continued its operations after
appointing new directors.

Question:
Why did the company continue to exist?

Answer:
Because of perpetual succession, the company’s existence is not affected by death of members.

Concept Covered: Perpetual Succession

CASE STUDY 14: Promoter’s Duty

Situation:

A promoter purchased land cheaply and sold it to the company at a higher price without
disclosing profit.

Question:
Is the promoter guilty?

Answer:
Yes. Promoters must disclose secret profits. Non-disclosure is breach of duty.

Concept Covered: Promoters & Duties
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CASE STUDY 15: Certificate of Incorporation

Situation:
A company received its Certificate of Incorporation on 5th June but started business on 3rd June.

Question:
Is the business valid?

Answer:
No. A company comes into existence only after Certificate of Incorporation is issued.

Concept Covered: Incorporation

CASE STUDY 16: Capital Subscription Stage

Situation:

A public company issued a prospectus to invite the public to subscribe to shares after
incorporation.

Question:
Which stage of company formation is this?

Answer:
This is the Capital Subscription Stage.

Concept Covered: Floating of Company

CASE STUDY 17: Object Clause of MOA

Situation:
The MOA of a company allowed hotel business, but the company started a transport service.

Question:
Is this legal?

Answer:
No. Activities beyond MOA are ultra vires and void.

Concept Covered: MOA — Object Clause
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CASE STUDY 18: Articles of Association

Situation:
A shareholder demanded dividend without following procedures mentioned in Articles.

Question:
Can the shareholder demand dividend?

Answer:
No. Articles govern internal management, and must be followed.

Concept Covered: Articles of Association

CASE STUDY 19: lllegal Association (Unincorporated Body)

Situation:
70 people started a trading business without registering under Companies Act.

Question:
Is this legal?

Answer:
No. Business associations exceeding prescribed limit without registration are illegal
associations.

Concept Covered: Unincorporated Association
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CASE STUDY 20: Striking Off Company (2013 Amendment)

Situation:
A company failed to carry on business for two years and did not file financial statements.

Question:
What action can ROC take?

Answer:
ROC can strike off the company’s name under Companies Act, 2013.

Concept Covered: Registration & ROC Powers
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Unit I11: Share Capital, Borrowing, Prospectus, and Shares (2013 Amendments)

1. Overview and Objectives

2. Share Capital

3. Alteration and Reduction of Share Capital

4. Prospectus

5. Issue of Debentures and Borrowing Powers

6. Allotment of Shares

7. Transfer and Reissue of Shares

8. lllustrative Examples

9. Summary

10.Question Bank

1. Overview and Obijectives

Overview:

Unit 11 focuses on the financial backbone of a company—share capital. It explains types of
shares, procedures for alteration and reduction of capital, the issue of debentures, borrowing
powers, allotment, transfer, and reissue of shares. It also covers the prospectus, its contents, and

registration procedures in line with the 2013 amendments.

Objectives:
By the end of this unit, students should be able to:

1. Define different types of share capital and understand their importance.
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Explain alteration and reduction of share capital.
Understand the issue, contents, and registration of a prospectus.
Discuss debenture issue, borrowing powers, and share allotment.

Apply knowledge of share transfer and reissue procedures.

o g~ LD

Recognize the impact of 2013 amendments, including dematerialized shares and

electronic filing.

2. Share Capital

Definition:
Share capital is the portion of a company’s capital raised by issuing shares to members,

representing ownership.

Key Features:

e Represents ownership interest in a company.
o Basis for voting rights and dividends.

e Can be altered or reduced according to law.

A. Kinds of Share Capital

1. Authorized Capital — Maximum capital a company is allowed to issue.

2. Issued Capital — Part of authorized capital actually offered to shareholders.

3. Subscribed Capital — Portion of issued capital actually subscribed by shareholders.

4. Paid-up Capital — Amount actually received from shareholders.

5. Called-up Capital — Portion requested from shareholders at a time.
Types of Shares:

Type Features Voting Rights Dividend

Equity Share Ownership interest Voting rights Variable
Preference Share Preference in dividends Usually no voting Fixed
Bonus Share Free issue from reserves Same as equity ~ Same as equity
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Type Features Voting Rights Dividend

Sweat Equity Issued to employees Same as equity ~ Same as equity
Redeemable Preference Share Can be repurchased Limited Fixed
Example:

A company has authorized capital of X50 lakh. It issues 30 lakh worth of shares. Out of this,
%25 lakh is subscribed and %20 lakh is paid up.

3. Alteration and Reduction of Share Capital
A. Alteration of Capital

e Increase or decrease in authorized capital.
e Methods: Ordinary or special resolution.
e Requires filing with ROC.

B. Reduction of Capital

o Company reduces capital to adjust losses or return surplus to shareholders.
e Requires Court approval (Section 66 of Companies Act 2013).

e Can only be done if company has profits or surplus funds.

Example:
XYZ Ltd. has excess capital of 5 lakh. It passes a special resolution to reduce capital by

returning money to shareholders. ROC approves the reduction.
4. Prospectus

Definition:

A prospectus is an invitation to the public to subscribe for shares or debentures.
Types:
1. Red Herring Prospectus — Without price details.
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2. Shelf Prospectus — Issued for multiple offerings over time.

3. Abridged Prospectus — Short version highlighting key info.

Contents of Prospectus (Sec 26, Companies Act 2013):

o Company name, registered office, and objects.
o Capital structure and particulars of shares/debentures.
o Directors’ details, auditors, risk factors.

o Financial statements, contracts, and related party disclosures.

Registration:

e Filed with ROC before issue.

o False statements in prospectus lead to civil and criminal liability.

Example:
ABC Ltd. wants to raise funds by issuing shares. It files a prospectus detailing business

objectives, share capital, and directors. Investors subscribe based on the prospectus.

2013 Amendment Highlights:

e Increased disclosures in prospectus for transparency.

e Electronic submission of prospectus to ROC.

5. Issue of Debentures and Borrowing Powers

Debentures:

o Debt instruments issued by companies to raise funds.
e Can be secured (with assets pledged) or unsecured.

e Fixed interest paid to debenture holders.

Borrowing Powers:

e Board can borrow within limits set by MOA/AOA or special resolution.
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« Borrowing beyond a certain limit requires member approval.

Example:
XYZ Ltd. wants to borrow Z50 lakh. The Board can approve if within MOA limit; else,

shareholder resolution is needed.
6. Allotment of Shares

Definition:
Allotment is the process of distributing shares to applicants after subscription.

Process:

Application received
Verification of eligibility
Board approves allotment

M w0k

Share certificates issued

Rejection:

Excess applications can be rejected, money refunded.

2013 Amendment:

o Dematerialized shares allowed

e Allotment can be done electronically
7. Transfer and Reissue of Shares

Transfer of Shares:

e Shares can be transferred by execution of share transfer form and registration in
company records.

e Restrictions for private companies: AOA may limit transfer.

Reissue of Shares:
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o Shares forfeited for non-payment can be reissued to new shareholders.

o Board must pass a resolution and notify ROC.

Example:
A shareholder fails to pay calls; shares are forfeited. Company reissues these shares at a lower

price to a new investor.

8. lllustrative Examples

Case Study:

e A company with authorized capital of X50 lakh issues 340 lakh shares.
e 80% subscribed, 70% paid up.

e Prospectus is filed with ROC.

e Board issues debentures of 10 lakh secured by company assets.

o Shares are transferred to investors electronically.

o Excess shares forfeited and reissued.

This demonstrates real-life application of share capital, allotment, debenture issuance, and

compliance.

9. Summary

« Share Capital: Basis of ownership; can be equity, preference, bonus, or sweat equity.

o Alteration/Reduction: Special resolution and ROC approval required.

e Prospectus: Invitation to public; must contain disclosures; registration mandatory.

e Debenture Issuance & Borrowing: Companies can raise debt with proper approvals.

o Allotment, Transfer, Reissue: Governed by AOA and statutory procedures;
dematerialized shares allowed.

e 2013 Amendments: Electronic filing, OPC, increased transparency, and simplified

procedures.

10. Question Bank
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Objective Questions (MCQs):

1. Which of the following is a type of share capital?
a) Issued Capital
b) Subscribed Capital
c) Paid-up Capital
d) All of the above
2. Debentures are:
a) Ownership instruments
b) Debt instruments
¢) Gift instruments
d) None of the above
3. A Red Herring Prospectus:
a) Contains full price details
b) Does not contain price details
c) Is not filed with ROC

d) None of the above

Short Answer Questions:

1. Define share capital and explain its types.
2. Explain the difference between authorized and issued capital.

3. What is a prospectus? List its main contents.

Long Answer Questions:

1. Discuss the process of allotment, transfer, and reissue of shares.
2. Explain the types of shares and their features.

3. Describe the borrowing powers of a company and the issue of debentures.

Case Study Questions:
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e A company wants to reduce capital due to accumulated losses. Explain the legal
procedure and requirements.
o Ashareholder transfers shares electronically to another investor. Discuss compliance

requirements under Companies Act 2013,

CASE STUDY 1: Meaning of Share Capital

Situation:
ABC Ltd. 1ssued 1,00,000 shares of 210 each to raise funds for business.

Question:
What is the share capital of the company?

Answer:
Share Capital =%10,00,000.
It represents the capital raised by issuing shares.

Concept: Share Capital

CASE STUDY 2: Authorized Share Capital

Situation:
The MOA of XYZ Ltd. states its maximum capital as ¥50 lakh, but it has issued shares worth
only %30 lakh.

Question:
What type of capital is 50 lakh?

Answer:
It is Authorized (Nominal) Capital.

Concept: Kinds of Share Capital

CASE STUDY 3: Issued & Subscribed Capital

Situation:
A company issued shares worth 320 lakh. Public subscribed only 15 lakh.
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Question:
Identify the capital types.

Answer:

e Issued Capital: 220 lakh
e Subscribed Capital: X15 lakh

Concept: Issued & Subscribed Capital

CASE STUDY 4: Paid-up Capital

Situation:
Shareholders paid X8 per share on shares of face value X10.

Question:
What is this capital called?

Answer:
It is Paid-up Capital.

Concept: Paid-up Capital

CASE STUDY 5: Alteration of Share Capital

Situation:
A company increased the face value of shares from 10 to 20.

Question:
What process is involved?

Answer:
This is Alteration of Share Capital, done as per MOA and Companies Act.

Concept: Alteration of Capital

CASE STUDY 6: Reduction of Share Capital
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Situation:
A company reduced its share capital due to heavy losses after court approval.

Question:
Name the concept involved.

Answer:
Reduction of Share Capital, requiring Tribunal approval.

Concept: Reduction of Capital

CASE STUDY 7: Prospectus — Meaning

Situation:
A public company issued a document inviting the public to buy shares.

Question:
What is this document called?

Answer:
It is a Prospectus.

Concept: Prospectus

CASE STUDY 8: Registration of Prospectus

Situation:
A company issued a prospectus without registering it with ROC.

Question:
Is it valid?

Answer:
No. A prospectus must be registered with ROC before issue.

Concept: Registration of Prospectus

CASE STUDY 9: Contents of Prospectus
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Situation:
A prospectus disclosed company objectives, capital structure, and director details.

Question:
Why are these details required?

Answer:
To provide full and fair disclosure to investors.

Concept: Contents of Prospectus

CASE STUDY 10: Misstatement in Prospectus

Situation:
A company overstated its profits in the prospectus.

Question:
What is the liability?

Answer:
Company and directors are liable for misstatement.

Concept: Prospectus — Liability

CASE STUDY 11: Issue of Debentures

Situation:
A company raised funds by issuing debentures carrying 10% interest.

Question:
Is this share capital?

Answer:
No. It is borrowed capital.

Concept: Issue of Debentures

CASE STUDY 12: Debenture Holder Status
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Situation:
Debenture holders demanded voting rights in the company.

Question:
Are they entitled?

Answer:
No. Debenture holders are creditors, not owners.

Concept: Debentures

CASE STUDY 13: Borrowing Powers of Company

Situation:
Directors borrowed money beyond the company’s borrowing limit.

Question:
Is shareholders’ approval required?

Answer:
Yes. Borrowing beyond limits requires shareholders’ consent.

Concept: Borrowing Powers

CASE STUDY 14: Allotment of Shares

Situation:
A company allotted shares without receiving minimum subscription.

Question:
Is allotment valid?

Answer:
No. Allotment without minimum subscription is invalid.

Concept: Allotment of Shares

CASE STUDY 15: Irregular Allotment
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Situation:
Shares were allotted before filing prospectus with ROC.

Question:
What type of allotment is this?

Answer:
It is Irregular Allotment.

Concept: Allotment of Shares

CASE STUDY 16: Transfer of Shares

Situation:
A shareholder sold shares and executed a proper transfer deed.

Question:
What process is involved?

Answer:
Transfer of Shares.

Concept: Transfer of Shares
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CASE STUDY 17: Refusal of Transfer

Situation:
Directors refused transfer of shares without valid reason.

Question:
Is this allowed?

Answer:
No. Transfer cannot be refused arbitrarily.

Concept: Transfer of Shares

CASE STUDY 18: Forfeiture of Shares

Situation:
A shareholder failed to pay call money and shares were forfeited.

Question:
What action was taken?

Answer:
Forfeiture of Shares for non-payment.

Concept: Forfeiture
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CASE STUDY 19: Reissue of Forfeited Shares

Situation:
Forfeited shares were reissued at a discount.

Question:
Is this allowed?

Answer:
Yes, but discount must not exceed forfeited amount.

Concept: Reissue of Shares
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CASE STUDY 20: Capital vs Borrowed Funds

Situation:
A company raised funds through shares and debentures.

Question:
Differentiate the funds raised.

Answer:

e Shares — Owned Capital
e Debentures — Borrowed Capital

Concept: Share Capital & Debentures
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Unit I11: Company Management — Directors, Managerial Remuneration, and Meetings

1. Overview and Objectives

2. Company Management — Directors

3. Managerial Remuneration

4. Meetings of a Company

5. Resolutions Passed in Meetings

6. lllustrative Example

7. Summary

oo

. Question Bank

1. Overview and Obijectives

Overview:

Unit 111 focuses on the management structure of a company, emphasizing the roles of
directors, managerial personnel, their remuneration, and the legal framework for conducting
company meetings. This unit covers the provisions under the Companies Act 2013, including

statutory and general meetings, quorum, notice requirements, and chairmanship.

Objectives:
By the end of this unit, students should be able to:
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Explain the appointment, powers, and duties of directors.
Understand managerial remuneration and its statutory limits.
Define and distinguish types of company meetings.

Discuss notice, quorum, and chairmanship rules.

A

Apply knowledge of 2013 amendments related to management and meetings.

2. Company Management — Directors

A. Appointment of Directors

Definition:
Directors are persons appointed to manage the company and make strategic and operational

decisions.

Key Provisions (Companies Act 2013):

e Minimum 2 directors for a private company, 3 for a public company.
e Maximum 15 directors (can exceed with special resolution).

e At least one director must be a resident of India.

e Independent directors required for listed companies.

e Appointment through shareholders’ resolution or by Board (in casual vacancies).

Quialifications & Disqualifications:

e Must have Director Identification Number (DIN).

o Disqualified if convicted of fraud, unsound mind, or undischarged bankruptcy.

Example:
ABC Ltd. appoints 3 directors, including one independent director for its board. Shareholders

approve appointments through a resolution.

B. Powers and Duties of Directors

Powers:
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o Manage day-to-day business
e Borrow money and issue debentures

« Approve financial statements

Duties (Section 166, Companies Act 2013):

Act in good faith and in the company’s interest
Exercise due diligence
Avoid conflicts of interest

P 0w np e

Not misuse company property
3. Managerial Remuneration

Definition:

Payment to directors, managing directors, or managers for their services.
Statutory Provisions:

e Remuneration must comply with Schedule V of Companies Act 2013.
e Can include salary, commission, bonus, stock options.

e Shareholders’ approval needed for excess payment.
Limits:

o Private companies have more flexibility.

e Public companies must adhere to ceiling percentages of profits.

Example:
XYZ Ltd. approves a total remuneration of I50 lakh for its managing director. Board and

shareholder resolutions are passed in compliance with the Act.
4. Meetings of a Company

Definition:

Meetings are formal gatherings of shareholders or directors to make decisions.
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A. Types of Meetings

1. Statutory Meeting — First meeting of shareholders after incorporation.

2. Annual General Meeting (AGM) — Held yearly to approve accounts, dividends, and
director appointments.

3. Extraordinary General Meeting (EGM) — Called for urgent matters outside AGM
scope.

4. Board Meetings — For directors to manage company affairs.

B. Requisites of a Valid Meeting

1. Notice:

o Must be given to all members/directors in writing.

o Minimum period as per Act: 21 days for AGM, 7-14 days for EGM.
2. Quorum:

o Minimum members required to transact business.

o Varies by company type and size.
3. Chairman:

o Presides over the meeting.

o Decisions guided by Articles of Association.

Example:
ABC Ltd. calls its AGM with 21 days’ notice. Quorum of 5 members present. Chairman presides

and passes resolutions on accounts and dividends.
5. Resolutions Passed in Meetings

Definition:

A formal decision adopted by the company.
Types:

1. Ordinary Resolution:

o Simple majority required
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o Example: Approval of accounts, appointment of directors
2. Special Resolution:

o 75% majority required

o Example: Alteration of MOA/AOA, reduction of capital

Voting Methods:

e Show of hands
« Electronic voting
e Poll

e Proxy voting
2013 Amendments:

« Electronic voting for listed companies

« Mandatory e-voting for certain resolutions
6. lllustrative Example
Case Study:

e XYZ Ltd. schedules an AGM to approve dividend.
e 21 days’ notice sent electronically.
e Quorum of 10 shareholders present.
e Chairman presides.
e Resolutions passed:
1. Ordinary resolution to approve accounts

2. Special resolution to increase director remuneration
This demonstrates statutory compliance with notice, quorum, chairman, and resolution rules.
7. Summary

o Directors manage company affairs, have statutory powers and duties.
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e Managerial remuneration is regulated by Schedule V; approval required for excess.
o Company meetings include AGM, EGM, statutory meeting, and Board meetings.
e Notice, quorum, and chairmanship are essential for validity.

o Resolutions: Ordinary vs Special; e-voting allowed under 2013 amendments.

8. Question Bank

Objective Questions (MCQs):

1. Minimum number of directors for a public company is:
a)l
b) 2
c)3
d)5
2. Special resolutions require:
a) Simple majority
b) 75% majority
c) 50% majority
d) None
3. Managerial remuneration exceeding statutory limits requires:
a) Board approval only
b) Shareholder approval
¢) ROC approval
d) No approval

Short Answer Questions:

1. Explain the appointment and duties of directors under Companies Act 2013.
2. Define managerial remuneration and list its components.
3. Distinguish between AGM and EGM.

Long Answer Questions:
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1. Discuss the types of resolutions passed in company meetings and their requirements.
2. Explain quorum, notice, and chairman provisions for a valid meeting.

3. Describe the powers and responsibilities of directors in detail.
Case Study Questions:

e A company wants to increase director remuneration beyond Schedule V limits. Explain
the process.
e During an AGM, quorum is not met. Discuss the legal implications and procedures

CASE STUDY 1: Meaning of Company Management

Situation:
The Board of Directors of ABC Ltd. takes decisions regarding finance, policy, and expansion.

Question:
Who manages the company?

Answer:
The Board of Directors manages the company.

Concept: Company Management

CASE STUDY 2: Appointment of First Directors

Situation:
At the time of incorporation, the Articles of XYZ Ltd. named its first directors.

Question:
Is this valid?

Answer:
Yes. First directors may be appointed through Articles of Association.

Concept: Appointment of Directors
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CASE STUDY 3: Director Appointed by Shareholders

Situation:
Members appointed a director in the Annual General Meeting.

Question:
Is this a valid appointment?

Answer:
Yes. Directors are normally appointed by shareholders in AGM.

Concept: Appointment of Directors

CASE STUDY 4: Additional Director

Situation:
The Board appointed an additional director between two AGMs.

Question:
Is this allowed?

Answer:
Yes, if Articles permit, the Board may appoint an additional director.

Concept: Types of Directors

CASE STUDY 5: Woman Director (2013 Act)

Situation:
A listed company failed to appoint a woman director.

Question:
Is it compulsory?

Answer:
Yes. Certain companies must appoint at least one woman director.

Concept: Companies Act, 2013 Amendment
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CASE STUDY 6: Independent Director

Situation:
A listed company appointed independent directors for transparency.

Question:
Why are independent directors appointed?

Answer:
To ensure fairness and good governance.

Concept: Independent Directors

CASE STUDY 7: Removal of Director

Situation:
Shareholders removed a director before completion of tenure.

Question:
Is this permitted?

Answer:
Yes. Directors can be removed by ordinary resolution.

Concept: Removal of Directors

CASE STUDY 8: Managerial Remuneration — Meaning

Situation:
The company paid salary and commission to its Managing Director.

Question:
What is this payment called?

Answer:
It is Managerial Remuneration.

Concept: Managerial Remuneration
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CASE STUDY 9: Limit on Managerial Remuneration

Situation:
A company paid more than prescribed profits as remuneration.

Question:
Is this allowed?

Answer:
No. Remuneration is subject to statutory limits.

Concept: Managerial Remuneration Rules

CASE STUDY 10: Excess Remuneration

Situation:
A director received excess remuneration without approval.

Question:
What is the consequence?

Answer:
Excess remuneration must be refunded.

Concept: Managerial Remuneration

CASE STUDY 11: Meaning of Company Meetings

Situation:
Members gathered to discuss dividends and election of directors.

Question:
What is such a gathering called?

Answer:
It is a Company Meeting.

Concept: Meetings

43



CASE STUDY 12: Annual General Meeting (AGM)

Situation:
A company held its AGM to approve accounts and declare dividend.

Question:
Which meeting is this?

Answer:
Annual General Meeting (AGM).

Concept: General Meetings

CASE STUDY 13: Extraordinary General Meeting (EGM)

Situation:
An urgent meeting was called to alter MOA.

Question:
Name the meeting.

Answer:
Extraordinary General Meeting.

Concept: General Meetings

CASE STUDY 14: Statutory Meeting

Situation:
A public company held its first meeting after incorporation.

Question:
What is this meeting called?

Answer:
Statutory Meeting.

Concept: Statutory Meeting
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CASE STUDY 15: Statutory Report

Situation:
A company circulated a report before statutory meeting.

Question:
Why is this done?

Answer:
To inform members about company’s progress.

Concept: Statutory Meeting Requisites

CASE STUDY 16: Notice of Meeting

Situation:
Members were informed 21 days before AGM.

Question:
Why is notice important?

Answer:
To give members time to prepare and attend.

Concept: Notice of Meeting

CASE STUDY 17: Short Notice Meeting

Situation:
AGM was called with shorter notice but all members agreed.

Question:
Is it valid?

Answer:
Yes, with consent of members.

Concept: Notice
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CASE STUDY 18: Quorum — Meaning

Situation:
Only two members attended a meeting where five were required.

Question:
Can meeting proceed?

Answer:
No. Quorum was not present.

Concept: Quorum

CASE STUDY 19: Quorum Not Present

Situation:
Quorum was absent within half an hour of meeting time.

Question:
What happens?

Answer:
Meeting is adjourned.

Concept: Quorum Rules

CASE STUDY 20: Chairman of Meeting

Situation:
Chairman conducted the meeting and maintained order.

Question:
Who is the chairman?

Answer:
Person who presides over the meeting.

Concept: Chairman
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CASE STUDY 21: Election of Chairman

Situation:
Members elected a chairman when Articles were silent.

Question:
Is this valid?

Answer:
Yes. Members may elect a chairman.

Concept: Chairman Appointment

CASE STUDY 22: Chairman’s Casting Vote

Situation:
Votes were equally divided on a resolution.

Question:
Who can decide?

Answer:
Chairman may use casting vote.

Concept: Chairman Powers

CASE STUDY 23: Invalid Meeting

Situation:
Meeting held without proper notice and quorum.

Question:
Is it valid?

Answer:
No. Meeting is invalid.

Concept: Requisites of Valid Meeting
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Student’s activities

1. Role Play: Company Board Meeting

Objective:
To understand company management and directors’ roles.

Activity:
e Students form groups of 6-8
e Assign roles: Chairman, Managing Director, Directors, Company Secretary

o Discuss issues like appointment of a director or declaration of dividend

Learning Outcome:
Understanding how decisions are taken by the Board.

2. Mock General Meeting (AGM)

Objective:
To learn procedure of general meetings.

Activity:
e One student acts as Chairman
e Others act as shareholders

e Agenda includes approval of accounts and election of directors

Learning Outcome:
Understanding AGM procedures, quorum, and voting.

3. Notice Drafting Activity

Objective:
To understand notice of meeting.

Activity:

e Students draft a notice for an AGM
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e Include date, time, place, and agenda

Learning Outcome:
Knowledge of legal requirements of notice.

4. Quorum Calculation Exercise

Objective:
To understand quorum requirements.

Activity:

o Teacher gives different company sizes
o Students calculate required quorum

Learning Outcome:
Practical understanding of quorum rules.

5. Chairman’s Role Observation

Objective:
To understand duties of chairman.

Activity:

e Observe mock meeting
e List duties performed by chairman

Learning Outcome:
Clarity on chairman’s powers and responsibilities.

6. Case Study Discussion

Objective:
To apply theoretical knowledge.

Activity:
e Teacher provides a case study
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o Students discuss and answer questions

Learning Outcome:
Improved analytical and legal thinking.

7. Director Appointment Chart

Objective:
To learn types of directors.

Activity:
o Students prepare a chart showing appointment of:
o First Director
o Additional Director
o Independent Director
o Woman Director

Learning Outcome:
Better conceptual clarity.

8. Managerial Remuneration Debate

Objective:
To understand limits on remuneration.

Activity:

e Divide class into two groups
e Debate: “High managerial pay is justified”

Learning Outcome:
Critical thinking and communication skills.

9. Statutory Meeting Flowchart

Objective:
To understand statutory meeting and report.
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Activity:
o Students draw a flowchart showing steps of statutory meeting

Learning Outcome:
Visual learning and memory retention.

10. Fill-in-the-Blanks Worksheet

Objective:
Revision of key terms.

Activity:
e Worksheet on terms like quorum, AGM, EGM, chairman

Learning Outcome:
Concept reinforcement.

CASE STUDY 24: Proxy in Meeting

Situation:
A member appointed another person to attend meeting.

Question:
What is this called?

Answer:
Appointment of a proxy.

Concept: Meetings

CASE STUDY 25: Importance of Meetings

Situation:
Important decisions were approved in a general meeting.

Question:
Why are meetings essential?

Answer:
They ensure member participation and control.

Concept: Importance of Meetings
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Unit IV: Minutes, Voting, Accounts, Auditors, and Prevention of Mismanagement

1. Overview and Objectives

2. Minutes of Meetings

3. Voting and Poll

4. Resolutions

5. Accounts of Companies

6. Auditors of Companies

7. Investigations by Authorities

8. Prevention of Mismanagement

9. lllustrative Example

10. Summary

11. Question Bank

1. Overview and Obijectives

Overview:
Unit 1V deals with the recording of company proceedings, decision-making processes, and
corporate governance. It covers minutes of meetings, voting procedures, resolutions, accounts,

auditing, investigations, and provisions to prevent mismanagement. This unit focuses on
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compliance with the Companies Act 2013, including the 2013 amendments on transparency,

accountability, and electronic processes.

Objectives:
By the end of this unit, students should be able to:

Explain the significance of minutes of meetings.
Understand different types of voting and resolutions.
Discuss maintenance of company accounts and auditing procedures.

Recognize powers of investigation by authorities.
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Understand the legal framework for prevention of mismanagement.
2. Minutes of Meetings

Definition:
Minutes are formal written records of proceedings of meetings, including decisions and

discussions.
Key Features:

e Must include date, time, venue, attendees, and agenda items.
e Signed by the Chairman of the meeting.
o Maintained in a Minutes Book at the registered office.

e Legally admissible in case of disputes.

Example:
During an AGM, the Board decides to declare a dividend. The minutes record the date,

attendees, chairman, discussions, and resolution.
2013 Amendments:

e Electronic maintenance of minutes allowed for listed companies.

e Mandatory filing of certain resolutions with ROC via e-forms.
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3. Voting and Poll

Definition:

Voting is the process of expressing assent or dissent to a proposal during a meeting.
Methods of Voting:

1. Show of Hands: Simple majority; each member gets one vote.

2. Electronic Voting (E-voting): Members vote electronically; mandatory for listed
companies.

3. Poll: Votes are counted based on shareholding.

4. Proxy Voting: Authorized representative votes on behalf of a member.

Example:
In a company with 1,000 shares, a poll is conducted to approve the appointment of a director.

Each shareholder votes in proportion to their shares.

2013 Amendment:

e E-voting made mandatory for certain special resolutions.

o Companies must provide facility for electronic voting in general meetings.

4. Resolutions

Definition:

A resolution is a formal decision passed at a meeting.

Types of Resolutions:

1. Ordinary Resolution:
o Requires simple majority (>50%o).
o Used for routine matters: approval of accounts, dividend declaration, appointment
of directors.

2. Special Resolution:
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o Requires 75% majority.
o Used for significant matters: alteration of MOA/AOA, approval of managerial

remuneration beyond limits, reduction of capital.
Passing a Resolution:

e Must follow notice requirements.
e Can be passed in AGM, EGM, or Board meetings.
e Filed with ROC if required.

Example:
ABC Ltd. wants to amend its AOA. A special resolution is passed with 80% votes in favor.

5. Accounts of Companies

Definition:

Accounts are records of financial transactions showing company’s financial position.

Key Provisions (Companies Act 2013):

o Companies must maintain books of account at registered office.
« Annual financial statements include:

o Balance Sheet

o Profit & Loss Account

o Cash Flow Statement

o Notes to Accounts

e Audit required by statutory auditor.
2013 Amendment Highlights:

e Small companies have simplified accounting requirements.

e Mandatory filing of financial statements with ROC electronically.
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Example:
XYZ Ltd. maintains accounts of income and expenses. At year-end, the Board approves accounts

and submits to ROC along with audit report.

6. Auditors of Companies

Definition:

Auditors are professionals appointed to examine accounts and ensure correctness.

Types:

1. Statutory Auditors — Appointed under Companies Act.
2. Internal Auditors — Appointed to monitor internal controls (mandatory for large

companies).

Appointment:

o First auditor appointed by Board within 30 days of incorporation.

e Subsequent auditors appointed by shareholders in AGM.

Powers of Auditors:

e Access company books
e Obtain information from officers

e Report irregularities

2013 Amendment:

« Rotation of auditors for listed companies every 5 years.

« Enhanced reporting standards under Accounting Standards and IFRS alignment.

7. Investigations by Authorities

Purpose:
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e Ensure compliance
o Detect fraud, mismanagement, or oppression

e Protect shareholder and creditor interests
Authorities:

e Registrar of Companies (ROC)
o National Company Law Tribunal (NCLT)

Investigation Powers:

e Inspect books and documents
e Question officers and directors

o File reports to NCLT or Central Government

Example:
If a company fails to file annual accounts, ROC may investigate to determine whether there is

mismanagement or financial irregularities.
8. Prevention of Mismanagement

Definition:
Legal framework to protect shareholders and public from oppression or fraudulent

management.
Key Provisions:

1. Section 241-246 (Companies Act 2013):

o Shareholders can apply to NCLT if directors act against company interest.

o Relief can include removal of directors, injunctions, or alteration of management.
2. Role of Auditors and Investigators:

o Detect fraud

o Recommend corrective actions
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Example:
Minority shareholders allege unfair diversion of company funds. They petition NCLT. Tribunal

investigates and directs corrective measures.
9. llustrative Example
Case Study:

e XYZ Ltd. conducts AGM with 21-day notice.

e Quorum present; chairman presides.

e Ordinary resolution passed for approval of accounts.

o Special resolution passed for increasing managerial remuneration.
o Statutory auditor appointed; accounts verified.

e ROC notices irregularity in filing; investigation initiated.

e NCLT intervenes to prevent mismanagement.
This demonstrates integration of minutes, resolutions, accounts, audits, and legal safeguards.

10. Summary

e Minutes record proceedings and are legally important.

e Voting can be by show of hands, poll, proxy, or e-voting.

o Resolutions: Ordinary (>50%) vs Special (75%)

e Accounts & Auditors: Proper books, audited financial statements, filing with ROC.

e Investigations & Mismanagement: ROC/NCLT powers to inspect and prevent
oppression.

e 2013 Amendments: E-voting, electronic filing, auditor rotation, and simplified

accounting for small companies.
11. Question Bank

Objective Questions (MCQs):
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1. Which type of resolution requires 75% majority?
a) Ordinary
b) Special
c) Board
d) None
2. Statutory auditors are appointed:
a) By directors only
b) By shareholders in AGM
c) By ROC
d) By NCLT
3. E-voting is mandatory for:
a) Ordinary resolutions only
b) Certain special resolutions for listed companies
c) Board resolutions

d) Proxy votes
Short Answer Questions:

1. Explain the importance of minutes of meetings.
2. Define e-voting and describe its advantages.

3. List the responsibilities of statutory auditors.
Long Answer Questions:

1. Discuss types of resolutions, voting methods, and legal requirements for passing them.
2. Explain investigation powers of ROC and NCLT.

3. Describe mechanisms to prevent mismanagement in companies.
Case Study Questions:

e Minority shareholders allege unfair practices in management. Explain the legal remedies

available under Companies Act 2013.
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e A company fails to appoint auditors for 2 years. Discuss the implications and corrective

measures.

CASE STUDY 1: Meaning of Minutes of Meeting

Situation:
After an AGM, the company secretary recorded all decisions in a bound book.

Question:
What is this record called?

Answer:
It is called Minutes of Meeting.

Concept: Minutes of Meetings

CASE STUDY 2: Importance of Minutes

Situation:
A dispute arose regarding a resolution passed earlier. The company referred to written minutes.

Question:
Why are minutes important?

Answer:
Minutes serve as legal evidence of proceedings.

Concept: Importance of Minutes

CASE STUDY 3: Incorrect Minutes

Situation:
Chairman altered minutes after they were signed.

Question:
Is this valid?
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Answer:
No. Minutes cannot be altered after being signed by chairman.

Concept: Minutes — Legal Validity

CASE STUDY 4: Voting by Show of Hands

Situation:
Chairman decided resolution by counting raised hands.

Question:
What type of voting is this?

Answer:
Voting by Show of Hands.

Concept: Voting

CASE STUDY 5: Voting by Poll

Situation:
Members demanded voting based on number of shares held.

Question:
Which method applies?

Answer:
Voting by Poll.

Concept: Poll

CASE STUDY 6: Chairman’s Casting Vote

Situation:
Votes were equally divided during a meeting.

Question:
Who can decide?
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Answer:
Chairman may exercise casting vote.

Concept: Voting

CASE STUDY 7: Ordinary Resolution — Meaning

Situation:
Members passed a resolution with more votes in favor than against.

Question:
What type of resolution is this?

Answer:
Ordinary Resolution.

Concept: Ordinary Resolution

CASE STUDY 8: Ordinary Resolution Example

Situation:
Appointment of auditor was approved by simple majority.

Question:
Which resolution is required?

Answer:
Ordinary Resolution.

Concept: Ordinary Resolution

CASE STUDY 9: Special Resolution — Meaning

Situation:
A resolution was passed with 75% votes in favor.

Question:
Identify the resolution.
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Answer:
Special Resolution.

Concept: Special Resolution

CASE STUDY 10: Special Resolution Requirement

Situation:
Company decided to alter Articles of Association.

Question:
Which resolution is required?

Answer:
Special Resolution.

Concept: Special Resolution

CASE STUDY 11: Difference in Resolutions

Situation:
Two resolutions were passed—one by simple majority and one by 3/4th majority.

Question:
Name them.

Answer:

e Simple majority — Ordinary Resolution
e 3/4th majority — Special Resolution

Concept: Resolutions

CASE STUDY 12: Preparation of Final Accounts

Situation:
Company prepared profit and loss account and balance sheet.
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Question:
Why are these prepared?

Answer:
To show financial position and performance.

Concept: Accounts

CASE STUDY 13: True and Fair View

Situation:
Auditor confirmed that accounts show true and fair view.

Question:
Why is this important?

Answer:
It ensures transparency and accuracy.

Concept: Auditors

CASE STUDY 14: Appointment of Auditor

Situation:
Auditor was appointed at AGM by shareholders.

Question:
Is this correct?

Answer:
Yes. Auditors are appointed by members at AGM.

Concept: Auditors
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CASE STUDY 15: Auditor’s Rights

Situation:
Auditor demanded access to company books.

Question:
Is he entitled?

Answer:
Yes. Auditor has right to access books.

Concept: Rights of Auditors

CASE STUDY 16: Investigation by Central Government

Situation:
Serious fraud was suspected in company affairs.

Question:
Who can order investigation?

Answer:
Central Government may order investigation.

Concept: Investigation

CASE STUDY 17: Investigation on Members’ Request

Situation:
Members complained of mismanagement.

Question:
What action can be taken?

Answer:
Investigation may be ordered on members’ request.

Concept: Investigation
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CASE STUDY 18: Meaning of Mismanagement

Situation:
Directors misused funds causing losses to company.

Question:
What is this called?

Answer:
Mismanagement.

Concept: Mismanagement

CASE STUDY 19: Prevention of Mismanagement

Situation:
Tribunal intervened to protect company interest.

Question:
Why is this done?

Answer:
To prevent oppression and mismanagement.

Concept: Prevention of Mismanagement
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CASE STUDY 20: Relief Against Mismanagement

Situation:
Tribunal removed directors due to mismanagement.

Question:
Is this allowed?

Answer:
Yes. Tribunal has power to grant relief.

Concept: Prevention of Mismanagement
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Unit V: Winding Up of Companies (2013 Amendments)

1. Overview and Objectives

2. Winding Up — Definition

3. Modes of Winding Up

4. Dissolution of Company

5. Grounds for Compulsory Winding Up

6. Voluntary Winding Up — Provisions

7. Consequences of Winding Up

8. llustrative Example

9. Summary

10. Question Bank
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1. Overview and Objectives

Overview:
Unit V covers the winding-up process, which is the formal procedure to bring a company to
an end. It explains modes of winding up, dissolution, consequences, grounds for compulsory and

voluntary winding up, and relevant provisions under the Companies Act 2013.

Objectives:
By the end of this unit, students should be able to:

Define winding up and explain its necessity.

Distinguish between compulsory and voluntary winding up.
Explain the procedure for dissolution of a company.
Understand the consequences of winding up.
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Apply knowledge of 2013 amendments regarding simplified and fast-track procedures.

2. Winding Up — Definition

Definition:
Section 2(94) of the Companies Act 2013:

“Winding up means the process of closing a company and distributing its assets among creditors

and members, after which the company ceases to exist.”

Key Features:

e Ends the company’s existence
o Assets are realized and liabilities paid
e Surplus distributed to members

e Company removed from ROC register

3. Modes of Winding Up

A. Compulsory (By Court)

69



e Ordered by National Company Law Tribunal (NCLT).

e Grounds include:
1. Inability to pay debts
2. Just and equitable grounds (e.g., deadlock among members)
3. Company acting against public interest

o Petition can be filed by creditors, shareholders, or ROC.

Example:
ABC Ltd. cannot pay its debts for over 6 months. Creditors petition NCLT. Tribunal orders

winding up.
B. Voluntary Winding Up

« Initiated by members or creditors.
o Types:
1. Members’ Voluntary Winding Up:
= Company is solvent
= Declaration of solvency by directors
2. Creditors’ Voluntary Winding Up:
= Company is unable to pay debts

= Creditors approve liquidator appointment

Procedure:

Board passes resolution

Declaration of solvency (if applicable)
Appointment of liquidator
Realization of assets

Payment of debts and distribution of surplus
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Final meeting and dissolution
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2013 Amendments:

o Fast-track winding up for small companies and inactive companies within 6 months.

o E-filing with ROC simplifies the procedure.
4. Dissolution of Company

Definition:
Dissolution is the final step, where the company ceases to exist legally.

Procedure:

1. Liquidator submits final report to NCLT.
2. Tribunal orders removal of company from ROC register.

3. Company ceases to have legal existence.
Consequences:

o Company cannot trade or incur liabilities
e Directors’ powers cease

o Assets remaining after payment distributed to members

Example:
After voluntary winding up, the liquidator distributes remaining assets to shareholders. ROC

removes the company from the register — company legally dissolved.
5. Grounds for Compulsory Winding Up

e Inability to pay debts

e Special resolution by shareholders

o Default in statutory compliance (e.qg., failure to file accounts)

o Just and equitable grounds (deadlock, internal disputes, oppression of minority)

e Public interest (illegal activities, fraudulent business)

6. Voluntary Winding Up — Provisions
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A. Members’ Voluntary Winding Up

o Company must declare solvency
e All debts paid before asset distribution

o Liquidator appointed to oversee process

B. Creditors’ Voluntary Winding Up

o Company cannot pay debts
o Creditors approve liquidator and supervise proceedings

e Surplus (if any) distributed among members

Example:
XYZ Ltd. is insolvent. Directors convene meeting. Creditors appoint liquidator to realize assets

and repay debts.

7. Consequences of Winding Up

Company ceases to exist after dissolution
Directors’ powers terminate
Shareholders lose rights except surplus distribution

Employees’ contracts terminate

o~ w0

Creditors’ claims satisfied in priority:
o Secured creditors
o Workmen’s dues
o Unsecured creditors

o Members

2013 Amendment:

o Simplified procedures for fast-track winding up of small companies and dormant

companies.
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8. llustrative Example

Case Study:

e ABC Pvt Ltd. has 5 shareholders.

o Company is solvent; shareholders decide voluntary winding up.
o Directors declare solvency and appoint liquidator.

o Liquidator sells assets worth 210 lakh; pays debts 36 lakh.

e Surplus 4 lakh distributed among shareholders.

e Final report submitted to NCLT — ROC removes company from register.

This demonstrates members’ voluntary winding up, liquidation, and dissolution.

9. Summary

e Winding Up: Process of closing a company and distributing assets.

e Modes: Compulsory (by NCLT) and voluntary (members or creditors).

o Dissolution: Final legal step; company ceases to exist.

e Grounds for compulsory winding up: Insolvency, default, public interest, just &
equitable.

o Consequences: Termination of directors’ powers, distribution of assets, legal non-
existence.

e 2013 Amendments: Fast-track and simplified procedures for small or inactive

companies.

10. Question Bank

Objective Questions (MCQs):

1. Who can file a petition for compulsory winding up?
a) Creditors
b) Shareholders
c) ROC
d) All of the above

73



2. Members’ voluntary winding up is possible only if:
a) Company is insolvent
b) Company is solvent
c) Creditors approve
d) NCLT orders
3. Fast-track winding up applies to:
a) Large public companies
b) Small companies and inactive companies
c) Listed companies

d) Unlimited companies

Short Answer Questions:

1. Define winding up and explain its importance.
2. Distinguish between compulsory and voluntary winding up.

3. List the consequences of winding up.

Long Answer Questions:

1. Discuss the procedure for voluntary winding up, including appointment of liquidator.
2. Explain the grounds for compulsory winding up by the Tribunal.

3. Describe the steps in dissolution of a company and its legal consequences.

Case Study Questions:

e A small company wants to close operations quickly. Explain the procedure under fast-
track winding up.
e A company is unable to pay debts for over 6 months. How can creditors approach NCLT

for compulsory winding up?
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CASE STUDY 1: Meaning of Winding Up

Situation:
ABC Ltd. stopped business operations and appointed a liquidator to realize assets and pay
liabilities.

Question:
What process has begun?

Answer:
Winding up of the company.

Concept: Meaning of Winding Up

CASE STUDY 2: Winding Up vs Dissolution

Situation:
After completing liquidation, the company’s name was struck off from the register.

Question:
What is this final stage called?

Answer:
Dissolution of the company.

Concept: Dissolution

CASE STUDY 3: Modes of Winding Up

Situation:
A company was wound up by order of the Tribunal.

Question:
Identify the mode.

Answer:
Compulsory winding up.

Concept: Modes of Winding Up
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CASE STUDY 4: Voluntary Winding Up — Meaning

Situation:
Members decided to wind up the company without Tribunal intervention.

Question:
What type of winding up is this?

Answer:
Voluntary winding up.

Concept: Voluntary Winding Up

CASE STUDY 5: Compulsory Winding Up — Inability to
Pay Debts

Situation:
XYZ Ltd. failed to pay its creditors even after statutory notice.

Question:
Can it be wound up compulsorily?

Answer:
Yes, due to inability to pay debts.

Concept: Grounds for Compulsory Winding Up

CASE STUDY 6: Acting Against Public Interest

Situation:
A company carried on illegal activities harmful to public interest.

Question:
What action can Tribunal take?

Answer:
Order compulsory winding up.

Concept: Compulsory Winding Up
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CASE STUDY 7: Default in Filing Returns

Situation:
A company failed to file financial statements for many years.

Question:
Is this a ground for winding up?

Answer:
Yes, persistent default may lead to winding up.

Concept: Grounds for Compulsory Winding Up

CASE STUDY 8: Just and Equitable Ground

Situation:
Serious disputes among members made business impossible.

Question:
Can Tribunal order winding up?

Answer:
Yes, on just and equitable grounds.

Concept: Compulsory Winding Up

CASE STUDY 9: Special Resolution for Voluntary Winding
Up

Situation:
Members passed a special resolution to wind up the company.

Question:
Is this valid?

Answer:
Yes. Voluntary winding up may be initiated by special resolution.
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Concept: Voluntary Winding Up

CASE STUDY 10: Members’ Voluntary Winding Up

Situation:
Company was solvent and members decided to wind it up.

Question:
Name the type.

Answer:
Members’ voluntary winding up.

Concept: Voluntary Winding Up

CASE STUDY 11: Creditors’ Voluntary Winding Up

Situation:
Company was insolvent and creditors took control of winding up.

Question:
Identify the type.

Answer:
Creditors’ voluntary winding up.

Concept: Voluntary Winding Up
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CASE STUDY 12: Appointment of Liquidator

Situation:
A liquidator was appointed to manage winding up.

Question:
Why is a liquidator appointed?

Answer:
To realize assets and settle liabilities.

Concept: Liquidator

CASE STUDY 13: Powers of Liquidator

Situation:
Liquidator sold company assets to pay creditors.

Question:
Is this within his powers?

Answer:
Yes. Liquidator has power to sell assets.

Concept: Liquidator’s Powers

CASE STUDY 14: Consequence — Business Stops

Situation:
Company stopped all business activities after winding up order.

Question:
Is this a consequence?

Answer:
Yes. Business generally ceases.

Concept: Consequences of Winding Up
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CASE STUDY 15: Consequence — Disposition of Property

Situation:
Directors sold assets after winding up order without permission.

Question:
Is it valid?

Answer:
No. Such transactions are void.

Concept: Consequences of Winding Up

CASE STUDY 16: Effect on Employees

Situation:
Employees’ contracts ended after winding up.

Question:
Is this legal?

Answer:
Yes. Employment contracts generally terminate.

Concept: Consequences of Winding Up

80



CASE STUDY 17: Effect on Creditors

Situation:
Creditors submitted claims to liquidator.

Question:
Why?

Answer:
To receive payment from realized assets.

Concept: Consequences of Winding Up

CASE STUDY 18: Stay of Legal Proceedings

Situation:
A suit against company was stayed after winding up order.

Question:
Is this correct?

Answer:
Yes. Legal proceedings are usually stayed.

Concept: Consequences of Winding Up

CASE STUDY 19: Preferential Payments

Situation:
Government dues were paid before other creditors.

Question:
Is this allowed?

Answer:
Yes. Preferential payments have priority.

Concept: Provisions Applicable to Winding Up
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CASE STUDY 20: Fraudulent Preference

Situation:
Company paid one creditor just before winding up to favor him.

Question:
Is this valid?

Answer:
No. It is fraudulent preference.

Concept: Provisions Applicable to Winding Up

CASE STUDY 21: Statement of Affairs

Situation:
Directors submitted a statement of company assets and liabilities.

Question:
Why is this required?

Answer:
To assist the liquidator.

Concept: Winding Up Procedure

CASE STUDY 22: Committee of Inspection

Situation:
Creditors formed a committee to supervise liquidator.

Question:
Is this allowed?

Answer:
Yes. A Committee of Inspection may be formed.

Concept: Provisions Applicable to Winding Up

82



CASE STUDY 23: Dissolution Order

Situation:
Tribunal passed order declaring company dissolved.

Question:
What does this mean?

Answer:
Company’s legal existence ends.

Concept: Dissolution

CASE STUDY 24: Liability of Past Members

Situation:
A past member was asked to contribute unpaid share amount.

Question:
Is this valid?

Answer:
Yes, within statutory limits.

Concept: Provisions Applicable to Winding Up

CASE STUDY 25: Completion of Winding Up

Situation:
After settling all claims, liquidator submitted final report.

Question:
What is the next step?

Answer:
Dissolution of the company.

Concept: Completion of Winding Up
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Students Activities

1. Role Play: Liquidator at Work

Objective:
Understand the role and powers of a liquidator.

Activity:

o Students act as liquidator, creditors, employees, and shareholders
o Liquidator explains steps of winding up

Learning Outcome:
Clear idea of liquidation process.

2. Flowchart Drawing Activity

Objective:
Learn steps in winding up.

Activity:
e Draw a flowchart from winding up order — dissolution

Learning Outcome:
Visual understanding of procedure.

3. Case Situation Identification

Objective:
Apply legal concepts.

Activity:

e Teacher reads situations
e Students identify type of winding up

Learning Outcome:
Concept application skills.
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