
 

 

Corporate Laws PYQ 2019 

 

SET-B 

Q1 a "A fundamental attribute of corporate personality is that a company is a legal entity distinct 

from its members." Discuss the above statement citing the relevant case laws. 

Ans. The statement "A fundamental attribute of corporate personality is that a company is a legal 

entity distinct from its members" refers to the concept of corporate personality, which recognizes 

that a  

company is a separate legal entity with its own rights, obligations, and liabilities, distinct from its 

shareholders or members. This principle is often referred to as the "veil of incorporation" or the 

"corporate veil." 

There have been several significant case laws that have reinforced and established the concept of 

corporate personality. Here are a few notable cases: 

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

This landmark case is considered the foundation of the principle of corporate personality. Mr. 

Salomon incorporated a company and held almost all the shares himself. When the company faced 

financial difficulties, it went into liquidation, and creditors argued that the company was merely an 

agent for Mr. Salomon. 

The House of Lords held that the company was a separate legal entity from its shareholders, and Mr. 

Salomon was not personally liable for the company's debts. The case established the principle that a 

company, once incorporated, possesses a separate legal personality. 

Lee v. Lee's Air Farming Ltd. (1961): 

In this case, Mr. Lee incorporated a company to operate an aerial farming business. He was the sole 

director, shareholder, and employee of the company. Unfortunately, he died in a plane crash while 

working for the company, and his widow claimed compensation as a dependent under the 

Workmen's Compensation Act. 

The court recognized that the company was a separate legal entity from Mr. Lee and could enter into 

contracts and employ its members. The widow was entitled to compensation as an employee of the 

company, even though she was also a shareholder. 

Macaura v. Northern Assurance Co. Ltd. (1925): 

Mr. Macaura owned timber in his personal capacity and transferred it to a company he incorporated. 

The timber was destroyed by fire, and he claimed insurance on it in his own name. 

The court held that the company, being a separate legal entity, was the owner of the timber, not Mr. 

Macaura. He could not claim insurance as an individual since he did not have an insurable interest in 

the company's assets. 

These cases, among others, have consistently emphasized the principle of corporate personality and 

the separate legal identity of a company. The decisions highlight that shareholders are not personally 



 

 

liable for the company's debts, that a company can enter into contracts, own assets, and be treated 

as an individual in legal proceedings. 

However, it's important to note that there are circumstances where the courts may disregard the 

corporate personality and pierce the corporate veil, such as in cases of fraud, evasion of legal 

obligations, or improper use of the corporate structure. These exceptions are applied cautiously and 

require strong evidence of abuse or improper conduct. 

Overall, the principle of corporate personality remains a fundamental aspect of company law, 

providing a clear distinction between the rights and liabilities of a company and its shareholders.  

 

 

Q1 b "Preliminary contracts are a nullity." Comment on the statement bringing out clearly the 

position of promoters with regard to these contracts. 

Ans. The statement that "preliminary contracts are a nullity" is not entirely accurate. Preliminary 

contracts, also known as pre-incorporation contracts, refer to agreements or contracts entered into 

by the promoters on behalf of a company before its incorporation. These contracts are made during 

the stage when the company is being formed and is not yet a legal entity. 

While it is true that preliminary contracts are not enforceable by or against the company itself since 

it does not yet exist as a separate legal entity, they are not considered nullities in their entirety. 

Instead, the position of promoters with regard to these contracts is crucial in understanding their 

legal effect. Here are a few key points to consider: 

Promoters' Personal Liability: 

Since the company is not yet in existence, the promoters are personally liable for the obligations and 

liabilities arising from the preliminary contracts. 

If the company is not incorporated, or if the company does not adopt or ratify the contract upon its 

incorporation, the promoters remain personally liable. 

Adoption or Ratification: 

Once the company is incorporated, it has the option to adopt or ratify the preliminary contracts 

entered into by the promoters. 

If the company adopts the contract, it becomes a party to the contract, and the rights and obligations 

under the contract become enforceable against the company. 

Novation: 

Novation refers to the substitution of one party to a contract with another party. 

If the company, after incorporation, enters into a new contract with the same terms as the 

preliminary contract, it may lead to the novation of the preliminary contract. In this case, the new 

contract replaces the preliminary contract, and the liability of the promoters is extinguished. 

Specific Performance: 

In certain cases, a court may order specific performance of a preliminary contract, even though it is 

not enforceable against the company. 



 

 

This means that if the company, upon incorporation, refuses to adopt or ratify the contract, the court 

may compel the company to fulfill its obligations under the contract. 

It is important to note that the legal position regarding preliminary contracts may vary in different 

jurisdictions, and specific laws and regulations governing the formation and enforceability of such 

contracts should be considered. 

In conclusion, preliminary contracts are not considered nullities, but their legal effect is contingent 

upon the actions of the company upon its incorporation. The promoters are initially personally liable 

for these contracts, and their enforceability against the company depends on the company's 

adoption, ratification, novation, or court intervention.  

 

 

Q1 c Write a short note on Licensed Company. 

Ans. A licensed company refers to a type of company that operates under a license granted by a 

regulatory authority or government agency. The license is typically issued to companies engaged in 

regulated industries or activities that require specific permissions or qualifications to operate legally. 

Here are a few key points about licensed companies: 

Regulatory Oversight: Licensed companies are subject to regulatory oversight by the relevant 

regulatory authority or government agency. The regulatory body sets guidelines, standards, and 

conditions that the company must comply with to maintain its license. 

Licensing Process: Obtaining a license involves a formal application process, where the company 

must meet certain criteria and requirements set by the regulatory authority. The requirements may 

include financial qualifications, professional qualifications, operational standards, compliance with 

specific laws and regulations, and other prerequisites. 

Industry-Specific Licensing: Licensed companies are prevalent in various industries such as banking, 

insurance, telecommunications, pharmaceuticals, healthcare, financial services, energy, and more. 

The specific licensing requirements vary depending on the nature of the industry and the regulatory 

framework in place. 

Compliance and Reporting Obligations: Licensed companies have a legal obligation to comply with 

the terms and conditions specified in their license. They must also adhere to regulatory guidelines, 

maintain appropriate records, submit periodic reports, and undergo inspections or audits as required 

by the regulatory authority. 

Consumer Protection: Licensing requirements are often put in place to protect consumers or the 

public interest. By obtaining a license, a company demonstrates that it meets certain standards and is 

qualified to provide goods or services in a regulated manner. This helps ensure consumer safety, fair 

business practices, and quality control within the industry. 

License Renewal and Revocation: Licenses are typically granted for a specific period and may require 

renewal at regular intervals. Companies must demonstrate ongoing compliance and meet renewal 

criteria to maintain their license. Failure to comply with regulatory requirements may result in 

license suspension or revocation, leading to the company being prohibited from conducting its 

operations. 



 

 

Licensed companies play a crucial role in maintaining regulatory compliance, industry standards, 

and consumer protection. The licensing process helps promote transparency, accountability, and 

professionalism within regulated sectors, fostering trust and confidence among stakeholders. 

It is important for companies operating in regulated industries to thoroughly understand and adhere 

to the licensing requirements specific to their industry and jurisdiction to ensure legal compliance 

and the smooth operation of their business.  

 

OR 

 

Q1 a What is a foreign company? Is it necessary for it to comply with the provisions of the 

Companies Act? If so, to what extent? 

Ans. A foreign company, also known as an overseas company, refers to a company incorporated 

outside a particular jurisdiction but carries out business operations or has a presence within that 

jurisdiction. The specific definition and requirements for foreign companies may vary across 

jurisdictions, but the general concept remains the same. 

In most jurisdictions, including India, foreign companies are required to comply with certain 

provisions of the Companies Act or equivalent legislation. The extent of compliance typically 

depends on the nature and extent of their business activities within the jurisdiction. 

In the context of the Companies Act in India, the following points highlight the compliance 

requirements for foreign companies: 

Registration: 

Foreign companies engaging in business operations in India are required to register with the 

Registrar of Companies (RoC) under the provisions of the Companies Act. 

Registration entails providing necessary information about the company, its directors, address, 

financial statements, and other relevant details. 

Obligations and Disclosures: 

Once registered, foreign companies are required to fulfill certain obligations and make specific 

disclosures to the RoC. 

These obligations may include maintaining proper books of accounts, filing annual financial 

statements, and complying with applicable reporting and disclosure requirements. 

Appointment of Authorized Representative: 

Foreign companies are required to appoint an authorized representative, typically a person residing 

in India, who can act as the company's agent for receiving legal notices and communications on 

behalf of the company. 

Compliance with Corporate Governance Norms: 

Foreign companies operating in India are generally expected to adhere to corporate governance 

norms and practices. 



 

 

This includes complying with applicable laws and regulations related to board composition, audit 

requirements, shareholder rights, and other corporate governance principles. 

Tax and Regulatory Compliance: 

Foreign companies must comply with tax regulations and fulfill their tax obligations within the 

jurisdiction where they conduct business. 

Additionally, they may be subject to compliance with specific regulatory requirements related to 

their industry or sector. 

It's important to note that the specific compliance requirements for foreign companies may vary 

depending on the country and its regulatory framework. It is advisable for foreign companies to 

consult with legal and tax professionals familiar with the laws and regulations of the specific 

jurisdiction to ensure compliance with all applicable requirements. 

Failure to comply with the provisions of the Companies Act or relevant legislation can result in 

penalties, fines, legal liabilities, and restrictions on business operations. Compliance not only 

ensures legal compliance but also fosters trust and confidence among stakeholders, including 

customers, partners, and investors. 

 

 

Q1 b Explain the concept of corporate personality and discuss the circumstances where the Court 

lifts the corporate veil to see what really lies behind. 

Ans. The concept of corporate personality refers to the legal recognition of a company as a 

separate and distinct entity from its shareholders or members. It treats the company as a legal 

person with its own rights, obligations, and liabilities, capable of entering into contracts, owning 

assets, and being held accountable for its actions. This principle is often referred to as the "veil of 

incorporation" or the "corporate veil." 

Under normal circumstances, the corporate veil protects shareholders from being personally liable 

for the company's debts and obligations. However, there are certain situations where the court may 

"lift" or "pierce" the corporate veil to look beyond the separate legal identity of the company and 

hold the shareholders or directors personally liable for the company's actions or debts. The court 

does this when it finds that the corporate structure is being misused or abused for fraudulent, unfair, 

or illegal purposes. Some circumstances where the court may lift the corporate veil include: 

Fraud or Sham: 

If a company is incorporated or used as a facade or sham to conceal illegal activities, evade legal 

obligations, or defraud creditors or other parties, the court may disregard the corporate personality 

and hold the individuals behind the company personally liable. 

Improper Use of Corporate Structure: 

If a company is used as a means to perpetrate fraud, wrongdoing, or unfairness, or to unjustly 

deprive someone of their legal rights, the court may pierce the corporate veil. This could involve 

situations where the company is used to avoid taxes, deceive creditors, or hide assets. 

Alter Ego or Agency: 



 

 

If a company is merely an alter ego or agent of an individual or another company, and the corporate 

structure is disregarded in practice, the court may hold the individuals or the controlling entity liable 

for the company's obligations. 

Group of Companies: 

In some cases, the court may disregard the separate legal identities of different companies within a 

group if they operate as a single economic unit or if one company is controlled by another to avoid 

legal responsibilities or liabilities. 

It's important to note that courts are generally cautious in piercing the corporate veil and will only 

do so in exceptional circumstances where there is clear evidence of abuse or impropriety. The 

decision to lift the corporate veil is discretionary and based on the specific facts and circumstances of 

each case. 

By allowing the corporate veil to be lifted, the courts aim to prevent the misuse of the corporate 

form and uphold justice and fairness. The principle of corporate personality remains fundamental in 

providing limited liability protection to shareholders and encouraging entrepreneurship and 

economic growth, while the exceptions serve as a safeguard against abuse and injustice. 

 

 

Q1 c Write a note on "Illegal association of persons” 

Ans. An "illegal association of persons" refers to a group or organization formed with the objective of 

carrying out illegal activities or engaging in activities that are prohibited by law. It is a term 

commonly used to describe an association or partnership that is unlawful or against public policy. 

Here are some key points to understand about illegal associations of persons: 

Formation and Purpose: 

▪ An illegal association of persons is formed when individuals come together with the intention of 

engaging in unlawful activities, such as organized crime, money laundering, drug trafficking, 

terrorist activities, or any other illegal pursuits. 

▪ The purpose of such associations is typically to collaborate in carrying out activities that are 

prohibited by law. 

Lack of Legal Recognition: 

▪ An illegal association of persons does not have any legal recognition or protection. 

▪ It operates outside the boundaries of the law and lacks the legal rights and privileges accorded to 

legitimate organizations. 

Criminal Liability: 

▪ Members of an illegal association of persons can be held criminally liable for their involvement in 

illegal activities. 

▪ The extent of liability depends on the specific laws and regulations governing the prohibited 

activities and the role played by each individual within the association. 

Public Policy Considerations: 



 

 

▪ The existence of illegal associations of persons is considered detrimental to society, public order, 

and the rule of law. 

▪ Governments and law enforcement agencies are responsible for identifying and dismantling such 

associations to maintain law and order. 

Punitive Measures: 

▪ Governments and law enforcement agencies employ various measures to combat illegal 

associations of persons, such as surveillance, investigations, arrests, prosecutions, and asset 

seizures. 

▪ These measures are aimed at disrupting the illegal activities, dismantling the association, and 

bringing the individuals involved to justice. 

▪ It is important to distinguish between an illegal association of persons and lawful associations or 

organizations that may engage in legitimate activities. Legal associations abide by the laws and 

regulations governing their operations and serve lawful purposes. 

▪ The existence and activities of illegal associations of persons pose significant challenges to 

society and law enforcement agencies. Governments and authorities continuously work to 

identify and dismantle such associations to maintain public safety, protect citizens, and uphold 

the rule of law.  

 

 

Q2 a On the cover page of the prospectus of a company a Statement was printed in bold letters 

stating that the managing agent, promoters and directors with their friends and relatives have 

promised to subscribe shares worth Rupees ten lakhs. However, they collectively subscribed shares 

worth Rupees six lakhs only. Can the prospectus of the company be considered as misleading? 

Ans. Yes, in the given scenario, the prospectus of the company can be considered as misleading. 

The bold statement on the cover page of the prospectus stating that the managing agent, promoters, 

directors, and their friends and relatives have promised to subscribe shares worth Rupees ten lakhs 

creates an expectation among potential investors that these individuals have committed to 

subscribing shares worth the stated amount. 

However, if the actual subscription by these individuals collectively amounts to only Rupees six 

lakhs, it implies that they did not fulfill their promised commitment as mentioned in the prospectus. 

This situation can mislead potential investors by creating a false impression of the level of support 

and commitment from the managing agent, promoters, directors, and their associates. 

The provision of false or misleading information in a prospectus is a serious matter as it affects the 

decision-making process of investors and can lead to financial loss or harm. Misleading statements 

may violate securities laws and regulations that require full and accurate disclosure of information to 

potential investors. 

In such a case, the company may be held liable for issuing a misleading prospectus. Potential 

consequences could include legal action by investors seeking compensation for their losses, penalties 

imposed by regulatory authorities, and reputational damage to the company and its directors. 

It is crucial for companies to ensure that the information provided in the prospectus is accurate, 

complete, and not misleading. Any discrepancies between the statements made in the prospectus 



 

 

and the actual subscription of shares can undermine investor confidence and potentially lead to legal 

consequences.  

 

 

Q2 b What do you mean by “buyback of securities*? Explain the legal provisions relating to 

buyback of securities by a company under the Companies Act, 2013. 

Ans. “Buyback of securities” refers to the process through which a company repurchases its own 

shares or other securities from its existing shareholders. It is a mechanism that allows companies to 

acquire their own shares from the market, resulting in a reduction of the company’s outstanding 

shares. 

The Companies Act, 2013 in India provides provisions regarding the buyback of securities by a 

company. The key legal provisions related to buyback of securities under the Companies Act, 2013 

are as follows: 

Authority for Buyback: 

A company can only buy back its securities if it is authorized to do so by its Articles of Association and 

a special resolution passed by its shareholders in a general meeting. 

Sources of Funds: 

Buyback of securities can be financed through the company’s free reserves, securities premium 

account, or the proceeds of any earlier issue of securities. 

Maximum Buyback Limit: 

The total value of the securities bought back by a company, including all previous buybacks, cannot 

exceed 25% of its total paid-up share capital and free reserves. 

The buyback of equity shares must be completed within 12 months from the date of passing the 

special resolution, unless an extension is granted by the National Company Law Tribunal (NCLT). 

Buyback Process: 

The company must make a public announcement setting out the terms of the buyback, including the 

number of securities to be bought back, the buyback price, and the timeframe for completing the 

buyback. 

The company must also file a letter of offer with the Registrar of Companies (RoC) and provide 

disclosures and other necessary information as specified by the Companies Act and the Securities 

and Exchange Board of India (SEBI) regulations. 

Escrow Account: 

The company must open and maintain a separate bank account, called the “Escrow Account,” to 

deposit at least 25% of the total consideration payable for the buyback. 

The funds in the Escrow Account can only be utilized for the buyback of securities. 

Prohibition on Further Issue: 



 

 

A company cannot make any fresh issue of the same kind of securities that it intends to buy back 

within six months from the completion of the buyback, except in certain exceptional circumstances. 

Reporting Requirements: 

After completing the buyback, the company must file a return of buyback with the RoC, along with 

other required documents and disclosures, within 30 days of the completion of the buyback. 

It is important to note that the buyback of securities is a regulated process, and companies must 

comply with the applicable laws, rules, and regulations, including those set by SEBI and the 

Companies Act, 2013. Non-compliance with these provisions can result in penalties and legal 

consequences for the company and its directors.  

 

 

Q2 c Discuss the binding effect of Memorandum of Association and Articles of Association of a 

company on the share-holders, outsiders and the company itself. 

Ans. The Memorandum of Association (MOA) and Articles of Association (AOA) are two important 

documents that govern the internal affairs and external relationships of a company. They have 

binding effects on various parties, including shareholders, outsiders, and the company itself, in the 

following ways: 

Shareholders: 

The MOA and AOA establish the rights, duties, and obligations of the shareholders. 

Shareholders are bound by the provisions and restrictions contained in these documents and must 

adhere to the rules and regulations set forth. 

The MOA defines the scope of the company’s activities, and shareholders cannot act outside the 

authorized objects specified in the MOA. 

The AOA sets out the rules for the management and operation of the company, including provisions 

related to share transfer, voting rights, dividend distribution, appointment and removal of directors, 

etc. Shareholders must abide by these rules. 

Outsiders: 

The MOA serves as a public document that outlines the company’s authorized activities and powers. 

Third parties dealing with the company can rely on the representations made in the MOA. 

Outsiders who enter into contracts or transactions with the company can hold the company liable for 

any breach of obligations or representations made in the MOA or AOA. 

However, outsiders are not bound by the internal regulations and restrictions contained in the AOA 

unless they have actual notice of those provisions. Typically, outsiders are expected to deal with the 

company in good faith and rely on the information provided in the public documents. 

Company Itself: 

The MOA and AOA form the constitutional documents of the company, establishing its legal 

existence and governing its internal affairs. 



 

 

The company must operate within the framework set by these documents and cannot act outside 

their scope or contrary to their provisions. 

The company must follow the procedures and guidelines outlined in the AOA for conducting 

meetings, making decisions, appointing directors, and other matters related to its governance. 

Any amendments to the MOA or AOA require compliance with the legal procedures and may require 

shareholder approval or other regulatory requirements. 

It’s important to note that the MOA and AOA are legally binding documents, and parties should 

carefully review and understand their contents. Any deviation from the provisions of these 

documents can have legal consequences and may result in disputes or liabilities. Therefore, it is 

advisable for shareholders, outsiders, and the company itself to ensure compliance with the 

provisions of the MOA and AOA and seek legal advice when necessary.  

 

OR 

 

Q2 a Write a note on 'Producer Company'. 

Ans. A producer company is a type of company that is formed by individuals engaged in activities 

related to primary production, such as agriculture, horticulture, animal husbandry, pisciculture, 

forestry, and other allied activities. It is specifically designed to cater to the needs and interests of 

producers and promote their economic well-being. The concept of a producer company was 

introduced in India under the Companies Act, 1956 and is now governed by the Companies Act, 

2013. 

Here are some key features and characteristics of a producer company: 

Formation and Membership: 

A producer company can be formed by at least ten or more individuals, each of whom must be 

engaged in primary production activities. 

Producers become members of the company, and their participation is essential for the company's 

functioning. 

The members of a producer company have limited liability and are not personally liable for the 

company's debts or liabilities. 

Objectives: 

The primary objective of a producer company is to improve the economic conditions of its members, 

who are primarily engaged in primary production activities. 

It aims to facilitate better income, better standard of living, and improved socio-economic well-being 

for its members. 

Producer companies promote collective action, pooling of resources, and sharing of benefits among 

the members. 

Working and Governance: 



 

 

A producer company operates on the principles of democratic governance, ensuring active 

participation of its members in decision-making. 

It follows the one-member-one-vote principle, irrespective of the number of shares held by each 

member. 

The Board of Directors manages the affairs of the company, and the members elect the directors 

from among themselves. 

There are certain provisions to protect the interests of small and marginalized producers within the 

producer company. 

Financial Operations: 

Producer companies have provisions to raise capital through the issuance of shares and acceptance 

of deposits from members. 

They can access financial assistance and support from government schemes, financial institutions, 

and other sources. 

The profits earned by the producer company are distributed among its members based on their 

participation and contribution. 

Tax Benefits and Exemptions: 

Producer companies enjoy certain tax benefits and exemptions, such as exemptions from dividend 

distribution tax, capital gains tax, and stamp duty on shares issued to members. 

The formation and functioning of a producer company are governed by the relevant provisions of the 

Companies Act, 2013, along with any regulations or guidelines issued by the Ministry of Corporate 

Affairs or other regulatory bodies. 

Producer companies play a crucial role in empowering producers, facilitating collective action, 

promoting fair trade practices, enhancing market access, and improving the overall socio-economic 

conditions of the members engaged in primary production activities. They provide a platform for 

small and marginal producers to come together, leverage their collective strength, and achieve 

sustainable development in their respective sectors.  

 

 

Q2 b "An outsider is presumed to know the constitution and the statutory public documents of a 

company, but not what may or may not have taken place within the doors that are closed to him." 

Explain with reference to the doctrine of Indoor Management. 

Ans. The doctrine of Indoor Management, also known as the Turquand rule, is a legal principle that 

provides protection to outsiders who enter into transactions with a company. According to this 

doctrine, an outsider is presumed to know the constitution and the statutory public documents of a 

company, such as the Memorandum of Association (MOA) and Articles of Association (AOA). These 

documents are available for public inspection and provide information about the company's powers, 

limitations, and procedures. 

However, the doctrine of Indoor Management recognizes that an outsider cannot be expected to 

know the internal workings of the company or the validity of internal transactions. The presumption 



 

 

is that an outsider dealing with a company can rely on the regularity of internal procedures and 

assume that everything has been done properly within the company. 

In practical terms, the doctrine of Indoor Management operates as follows: 

Constructive Notice: An outsider is deemed to have constructive notice of the company's 

constitution and statutory documents. This means that the outsider is expected to have knowledge 

of the contents of the MOA, AOA, and other public documents available for inspection. 

Protection for Outsiders: The doctrine provides protection to an outsider who has entered into a 

transaction with the company based on the assumption that the internal procedures and 

requirements have been followed. The outsider can enforce the transaction against the company, 

even if there have been irregularities or breaches of internal procedures. 

Exception to the Doctrine: The doctrine of Indoor Management has an exception known as the 

"actual notice" or "fraudulent notice" exception. If an outsider has actual notice of irregularities or 

unauthorized acts within the company, the doctrine may not apply, and the outsider may be deemed 

to have knowledge of the irregularities. 

The rationale behind the doctrine of Indoor Management is to balance the interests of outsiders 

who rely on the external regularity of the company's operations with the need to protect the 

company from unauthorized acts committed by its officers or internal irregularities. It provides a 

measure of protection to innocent outsiders who are not privy to the internal affairs of the company 

and allows them to transact with the company with a reasonable level of confidence. 

However, it is important to note that the doctrine of Indoor Management does not protect outsiders 

who are aware of fraudulent activities or irregularities within the company. Outsiders are still 

expected to exercise due diligence and act in good faith when dealing with the company.  

 

 

Q2 c Discuss the importance of a Red Herring prospectus in the light of issue of securities by the 

company through book building process. 

Ans. A Red Herring prospectus plays a crucial role in the process of issuing securities by a company, 

particularly in the context of a book building process. Here's an explanation of the importance of a 

Red Herring prospectus in relation to the issuance of securities through book building: 

Providing Initial Information: A Red Herring prospectus serves as an initial document that provides 

key information about the company and the securities being offered. It contains essential details 

about the company's business, financials, risks, and the terms of the securities being issued. This 

information helps potential investors make an informed decision about whether to invest in the 

company's securities. 

Creating Investor Interest: The Red Herring prospectus is typically circulated to potential investors 

during the book building process. It acts as a tool to generate interest and attract investors to 

participate in the offer. The prospectus provides an overview of the company's business potential 

and growth prospects, helping investors evaluate the investment opportunity. 

Marketing and Promotion: The Red Herring prospectus is an important marketing and promotional 

tool for the company. It presents the company's value proposition, competitive advantages, and 



 

 

growth strategy to potential investors. The prospectus highlights the strengths and potential of the 

company, aiming to convince investors to participate in the offering. 

Indicative Price Range: In the context of a book building process, the Red Herring prospectus 

includes an indicative price range for the securities being offered. This range gives potential investors 

an idea of the price range within which the final offer price will be determined through the book 

building process. It helps investors assess the potential return on their investment and make 

informed decisions. 

Regulatory Compliance: The Red Herring prospectus is a regulatory requirement and ensures 

compliance with securities laws and regulations. It provides transparency and disclosure of relevant 

information about the company and the securities being offered, safeguarding the interests of 

investors. The prospectus contains information required by regulatory authorities to evaluate the 

company's offering and ensure fair market practices. 

Final Offer Document: After the book building process is completed, the Red Herring prospectus is 

updated with the final offer price and other relevant details. It becomes the final offer document or 

the "prospectus" and is filed with the regulatory authorities for approval. The prospectus is then 

made available to the public, and investors can make their investment decisions based on the 

updated information. 

In summary, a Red Herring prospectus is of significant importance in the issuance of securities 

through the book building process. It serves as an initial information document, creates investor 

interest, promotes the company's offering, provides regulatory compliance, and eventually becomes 

the final offer document. The prospectus plays a vital role in attracting investors, ensuring 

transparency, and facilitating fair and efficient capital market operations.  

 

 

Q3 a Differentiate between right issue and bonus issue. 

Ans. Right Issue and Bonus Issue are two methods used by companies to issue additional shares to 

their existing shareholders. Here's a differentiation between the two: 

Right Issue: 

Definition: A right issue is a process through which a company offers its existing shareholders the 

right to purchase additional shares at a predetermined price. The company issues these shares in 

proportion to the shareholders' existing holdings. 

Purpose: The purpose of a right issue is to raise additional capital for the company. It allows existing 

shareholders to maintain their proportional ownership in the company by subscribing to the new 

shares. 

Price: The price at which the new shares are offered in a right issue is typically set at a discount to 

the prevailing market price. This discount acts as an incentive for shareholders to exercise their right 

to purchase the shares. 

Dilution: If a shareholder chooses not to participate in the right issue, their ownership percentage in 

the company will be diluted as other shareholders subscribe to the new shares. 



 

 

Payment: Shareholders who wish to participate in the right issue need to make the required 

payment within a specified timeframe to subscribe to the new shares. 

Bonus Issue: 

Definition: A bonus issue, also known as a scrip issue or capitalization issue, is a method in which a 

company issues additional shares to its existing shareholders for free. The shares are issued out of 

the company's accumulated profits or reserves. 

Purpose: The purpose of a bonus issue is to reward shareholders by increasing the number of shares 

they hold without requiring any additional payment. It is a way for companies to capitalize their 

accumulated profits and distribute them to shareholders. 

Price: In a bonus issue, the new shares are issued to existing shareholders without any charge. The 

company allots the shares to the shareholders in proportion to their existing holdings. 

Dilution: A bonus issue does not result in dilution of shareholding for existing shareholders as they 

receive additional shares without any dilution of their ownership percentage. 

Capitalization of Reserves: A bonus issue is typically made by capitalizing the company's 

accumulated profits or reserves, which are transferred to the share capital or share premium 

account. 

In summary, a right issue involves offering additional shares to existing shareholders at a discounted 

price to raise capital, while a bonus issue entails issuing additional shares to existing shareholders for 

free by capitalizing accumulated profits or reserves. Both methods serve different purposes and have 

distinct implications for shareholders' ownership and dilution.  

 

 

Q3 b "Directors owe a duty of loyalty and care in performing their duties." Do you agree? Explain. 

Ans. Yes, I agree that directors owe a duty of loyalty and care in performing their duties. Directors 

hold a fiduciary position within a company, and their actions and decisions have a significant impact 

on the company and its stakeholders. The duty of loyalty and care ensures that directors act in the 

best interests of the company and exercise due diligence in their decision-making. 

Duty of Loyalty: The duty of loyalty requires directors to act in good faith and in the best interests of 

the company. They must prioritize the company's welfare over their personal interests or the 

interests of any other parties. This duty prohibits directors from engaging in self-dealing, taking 

advantage of corporate opportunities for personal gain, or using their position for improper 

purposes. Directors must disclose any conflicts of interest and act in a manner that upholds the 

integrity and reputation of the company. 

Duty of Care: The duty of care requires directors to exercise reasonable skill, diligence, and care in 

carrying out their responsibilities. Directors are expected to make informed decisions, act with 

prudence, and exercise the level of care that a reasonably diligent person would exercise in similar 

circumstances. They must possess a reasonable understanding of the company's affairs, stay 

informed about relevant matters, and participate actively in board meetings. Directors should also 

seek professional advice when necessary and act in a manner that promotes the long-term success 

and sustainability of the company. 



 

 

Failure to fulfill these duties can lead to legal consequences, including personal liability for the 

directors. If a director breaches their duty of loyalty or care, they may be held accountable for any 

resulting damages suffered by the company or its stakeholders. Shareholders or other affected 

parties can bring legal actions against directors for breach of fiduciary duties. 

It is important to note that the duty of loyalty and care is not absolute and can be subject to 

business judgment rule and other legal principles. The business judgment rule protects directors 

from personal liability if they act in good faith, with reasonable care, and in the honest belief that 

their actions are in the best interests of the company. However, this protection is not available if 

directors act recklessly, engage in fraud, or violate other legal obligations. 

In conclusion, the duty of loyalty and care forms the foundation of directors' responsibilities. It 

ensures that directors act in the best interests of the company, exercise diligence in decision-making, 

and maintain a high standard of integrity and professionalism. By upholding these duties, directors 

contribute to the effective governance and sustainable growth of the company.  

 

 

Q3 c What is the role of CSR Committee? Is it compulsory for a Company to constitute a CSR 

Committee? 

Ans. The CSR (Corporate Social Responsibility) Committee plays a crucial role in overseeing and 

implementing the CSR activities of a company. Here's an explanation of the role of the CSR 

Committee and the requirement for its constitution: 

Role of CSR Committee: 

Formulating CSR Policy: The CSR Committee is responsible for formulating the company's CSR policy, 

which outlines the areas of focus, objectives, and activities to be undertaken for fulfilling the CSR 

obligations. 

Approval and Monitoring: The Committee approves the annual CSR budget, projects, and initiatives 

proposed by the management. It ensures that the activities are aligned with the CSR policy and 

monitors their implementation. 

Impact Assessment: The Committee evaluates the impact of the company's CSR activities and 

ensures that they contribute to sustainable development and social welfare. 

Reporting and Disclosure: The Committee is responsible for preparing the CSR report, which 

provides details about the CSR initiatives, expenditures, and outcomes. It discloses the CSR activities 

in the company's annual report and ensures transparency in reporting. 

Stakeholder Engagement: The Committee engages with stakeholders, including employees, local 

communities, NGOs, and government authorities, to understand their needs and incorporate their 

perspectives into the CSR initiatives. 

Compulsory Constitution of CSR Committee: 

Under the Companies Act, 2013 (applicable in India), it is mandatory for certain companies to 

constitute a CSR Committee. The requirement applies to companies meeting specific criteria: 

Net Worth: Companies with a net worth of INR 500 crore or more. 



 

 

Turnover: Companies with a turnover of INR 1,000 crore or more. 

Net Profit: Companies with a net profit of INR 5 crore or more in any financial year. 

Such companies must constitute a CSR Committee consisting of at least three directors, including one 

independent director. The Committee must formulate and monitor the company's CSR activities in 

accordance with the CSR policy. 

It is important to note that companies not meeting the above criteria are not legally obligated to 

constitute a CSR Committee. However, if a company voluntarily undertakes CSR activities, it is still 

encouraged to establish a committee or designate responsible personnel to oversee and manage the 

CSR initiatives effectively. 

Overall, the CSR Committee plays a crucial role in ensuring that a company's CSR activities align with 

its objectives, contribute to social welfare, and comply with regulatory requirements. It facilitates 

effective implementation, monitoring, and reporting of CSR initiatives, ultimately promoting 

responsible and sustainable business practices. 

 

OR 

 

Q3 a Discuss the provisions of the Companies Act, 2013 regarding holding of board’s meeting 

through audio-visual means. 

Ans. The Companies Act, 2013 recognizes the importance of technological advancements and 

allows companies to conduct board meetings through audio-visual means. The provisions related 

to the holding of board meetings through audio-visual means are outlined in Section 173 of the 

Companies Act, 2013, along with the relevant rules and regulations. Here are the key provisions: 

Validity of Meetings: Board meetings conducted through audio-visual means are considered valid 

and have the same legal effect as physical meetings, provided certain conditions are met. 

Presence of Directors: Directors participating in the meeting through audio-visual means are 

considered “present” for the purposes of quorum and participation in the meeting. They are treated 

as if they were physically present at the meeting. 

Technology Requirements: The Act specifies that the audio-visual means used for conducting the 

meeting must allow for effective participation and communication among the directors. The 

technology used should also enable recording and storage of the proceedings. 

Notice and Agenda: The notice and agenda for the board meeting must clearly mention the option 

for directors to participate through audio-visual means. The details regarding the audio-visual 

facilities and the process for participating remotely should be provided in the notice. 

Consent and Intimation: Directors who wish to participate through audio-visual means are required 

to give their consent to the company in advance. The consent can be given through electronic 

means, and the company must ensure the proper intimation and arrangement for such participation. 

Security and Identification: The Act emphasizes the need for security protocols to ensure the 

authenticity of the directors participating through audio-visual means. Measures must be taken to 

verify the identity of the directors and prevent unauthorized access or tampering of the proceedings. 



 

 

Recording and Storage: The proceedings of the board meeting conducted through audio-visual 

means must be recorded and kept in safe custody. The recordings serve as a record of the meeting 

and can be accessed for future reference or for any legal purposes. 

Compliance and Reporting: Companies conducting board meetings through audio-visual means are 

required to comply with the relevant rules and regulations prescribed by the Ministry of Corporate 

Affairs (MCA). They must also ensure proper documentation, maintenance of records, and reporting 

of the meetings as per the applicable provisions. 

It’s important to note that the provisions mentioned above are subject to any rules or regulations 

prescribed by the MCA. Companies should refer to the specific guidelines issued by the MCA for 

detailed compliance requirements related to the conduct of board meetings through audio-visual 

means. 

Overall, the provisions of the Companies Act, 2013 facilitate the use of technology for conducting 

board meetings, allowing for greater flexibility and efficiency while ensuring compliance with legal 

requirements. It enables directors to participate remotely and make decisions effectively, promoting 

corporate governance and decision-making in a digital era.  

 

 

Q3 b State difference between transfer and transmission of shares. 

Ans. The terms “transfer” and “transmission” are often used in relation to the transfer of shares in a 

company. While both involve the change in ownership of shares, there are distinct differences 

between transfer and transmission. Here’s a comparison: 

Transfer of Shares: 

Voluntary Process: Transfer of shares refers to the voluntary transfer of ownership from one party 

(transferor) to another (transferee). It occurs when the existing shareholder decides to sell or 

transfer their shares to another person or entity. 

By Way of Contract: Transfer of shares is governed by contract law, as it involves the execution of a 

valid and enforceable agreement (share transfer deed) between the transferor and transferee. The 

transfer is typically initiated by the shareholder, who offers their shares for sale or transfer to 

interested parties. 

Consideration: In a share transfer, there is usually a consideration involved, which represents the 

value or price agreed upon between the transferor and transferee for the transfer of shares. The 

consideration can be in the form of cash, other shares, or any other form of payment as agreed 

upon. 

Execution and Stamp Duty: A transfer of shares requires the execution of a share transfer deed, 

which is a formal document signed by the transferor and transferee. Stamp duty is applicable on the 

transfer deed, and it varies from jurisdiction to jurisdiction. 

Change of Shareholder: Through the transfer of shares, the ownership of the shares is legally and 

permanently transferred from the transferor to the transferee. The transferee becomes the new 

shareholder of the company, and the transferor ceases to have ownership rights over the transferred 

shares. 



 

 

Transmission of Shares: 

Involuntary Process: Transmission of shares refers to the transfer of ownership that occurs without 

the voluntary action of the shareholder. It happens in specific situations, such as the death, 

insolvency, or bankruptcy of a shareholder, where the shares are transferred to a legal heir or 

successor. 

By Operation of Law: Transmission of shares is governed by the laws of succession or bankruptcy, 

depending on the circumstances. It does not involve the execution of a share transfer deed or a 

voluntary agreement between parties. 

No Consideration: Unlike a share transfer, transmission does not involve consideration or a price paid 

for the transfer of shares. It occurs as a result of legal requirements or obligations imposed by law. 

Legal Process: Transmission of shares often requires legal procedures, such as obtaining probate or 

letters of administration in the case of a deceased shareholder. The legal heir or 

executor/administrator of the deceased shareholder’s estate becomes the new owner of the shares. 

Automatic Change of Ownership: In the case of transmission, the shares automatically pass to the 

legal heir or successor upon meeting the legal requirements. The company recognizes the legal heir 

or successor as the new shareholder, and no voluntary action is required from the transferor. 

In summary, transfer of shares is a voluntary process initiated by the shareholder through a share 

transfer deed, involving consideration and a contractual agreement between the transferor and 

transferee. On the other hand, transmission of shares occurs involuntarily by operation of law, often 

due to the death or insolvency of a shareholder, and involves the automatic transfer of shares to a 

legal heir or successor without the need for a share transfer deed or consideration.  

 

 

Q3 c Write a note on ‘Women Director’ 

Ans. The concept of a “Women Director” refers to the appointment of women on the board of 

directors of a company. It is a significant development aimed at promoting gender diversity and 

inclusivity in corporate governance. Several countries, including India, have introduced legal 

provisions and corporate governance guidelines to encourage the appointment of women directors. 

Here are some key aspects related to Women Directors: 

Legal Requirements: In many jurisdictions, including India under the Companies Act, 2013, certain 

categories of companies are required to have at least one woman director on their board. This legal 

requirement is aimed at increasing female representation in boardrooms and fostering gender 

equality. 

Promoting Diversity: The inclusion of women directors brings diverse perspectives, experiences, and 

skills to the boardroom. It enhances decision-making, encourages innovation, and helps address 

gender-related issues within the organization. Women directors contribute to a more balanced and 

inclusive board composition. 

Skill and Expertise: Women directors are appointed based on their qualifications, expertise, and 

experience, just like any other director. They bring a range of skills and competencies to the board, 

including leadership abilities, industry knowledge, financial acumen, strategic thinking, and 

interpersonal skills. 



 

 

Corporate Governance: Women directors play a crucial role in ensuring effective corporate 

governance. They participate in board discussions, provide valuable insights, contribute to board 

committees, and oversee the performance of the company. Their presence helps in fostering 

transparency, accountability, and ethical practices. 

Role Model and Inspiration: Women directors act as role models for aspiring women professionals 

and leaders. Their presence on boards sends a powerful message that promotes gender equality, 

breaks barriers, and encourages women to aspire to leadership positions. 

Board Committees: Women directors actively participate in various board committees, such as audit 

committees, nomination and remuneration committees, and CSR committees. Their involvement 

contributes to balanced decision-making and effective oversight in these critical areas. 

Challenges and Opportunities: While progress has been made in increasing the representation of 

women directors, there are still challenges in achieving gender diversity on boards. These challenges 

include unconscious biases, limited access to networks, and barriers to career advancement. Efforts 

are being made to address these challenges through awareness, mentoring programs, and creating 

an enabling environment. 

It Is important to note that the appointment of women directors should be based on merit and 

their qualifications, ensuring a fair selection process. The objective is to create an inclusive and 

diverse boardroom environment that reflects the interests of stakeholders and promotes sustainable 

business practices. 

Overall, the inclusion of women directors brings valuable perspectives, enhances corporate 

governance, and fosters gender equality in the corporate sector. It is a positive step towards 

achieving greater diversity and ensuring more balanced decision-making at the highest level of 

corporate leadership.  

 

 

Q4 a ‘Dividend once declared cannot be revoked.’ Are there any exceptions to it? Explain. 

Ans. The general rule is that once a dividend is declared by a company, it becomes a debt owed by 

the company to its shareholders, and it cannot be revoked. However, there are certain exceptions 

and circumstances where a declared dividend can be revoked or withheld. These exceptions include: 

Legally Invalid Declaration: If the declaration of dividend is done in violation of the legal provisions 

or requirements, such as contravening the Companies Act or the company’s Articles of Association, it 

may be deemed legally invalid. In such cases, the dividend can be revoked or set aside. 

Lack of Profits or Availability of Surplus: A company can only distribute dividends out of its profits or 

surplus. If it is subsequently discovered that the company did not have sufficient profits or available 

surplus at the time of declaring the dividend, it may be revoked. This can occur if there are 

accounting errors or subsequent events that impact the financial position of the company. 

Consent or Approval Conditions: In some cases, the declaration of a dividend may be subject to 

certain conditions or approvals, such as obtaining regulatory or shareholder approval. If these 

conditions are not fulfilled, the dividend declaration may be revoked. 



 

 

Court Order or Legal Proceedings: In certain circumstances, a court may order the revocation of a 

declared dividend. For example, if there are ongoing legal proceedings or claims against the 

company, the court may decide to withhold or revoke the dividend until the matter is resolved. 

Directors’ Discretion: Although rare, there may be instances where the board of directors exercises 

their discretionary power to revoke a declared dividend. This could happen if there are significant 

changes in the company’s financial circumstances, unforeseen events, or other compelling reasons 

that justify the revocation in the best interest of the company and its shareholders. 

It is important to note that the revocation or withholding of a declared dividend should be done in 

accordance with the legal requirements and procedures, ensuring proper communication and 

transparency with the shareholders. 

While the general principle is that dividends once declared are not revocable, these exceptions 

provide flexibility and safeguards to protect the interests of the company and its stakeholders. The 

specific circumstances and legal provisions governing dividend revocation may vary depending on the 

jurisdiction and applicable laws. Shareholders should consult the Companies Act and seek legal 

advice for precise information regarding dividend revocation in their respective jurisdictions.  

 

 

Q4 b What is an Audit Committee? Discuss its powers and functions. 

Ans. An Audit Committee is a committee of the board of directors of a company that is responsible 

for overseeing and monitoring the financial reporting process, internal control systems, risk 

management, and audit functions. It plays a vital role in promoting transparency, integrity, and 

accountability within an organization. The powers and functions of an Audit Committee typically 

include the following: 

Financial Reporting Oversight: The Audit Committee reviews and evaluates the financial statements, 

ensuring their accuracy, completeness, and compliance with applicable accounting standards and 

legal requirements. It works closely with the company’s auditors to ensure the reliability and 

transparency of financial reporting. 

Internal Control Systems: The committee assesses the effectiveness of the company’s internal 

control systems, including risk management procedures, internal audit functions, and compliance 

mechanisms. It helps identify and mitigate risks, strengthen internal controls, and enhance the 

overall governance framework. 

External Audit Engagement: The Audit Committee is responsible for the selection, appointment, and 

evaluation of external auditors. It reviews the scope of the audit engagement, approves the audit 

fees, and ensures the independence and objectivity of the external auditors. The committee also 

assesses the performance of the auditors and addresses any issues or concerns that may arise during 

the audit process. 

Compliance and Legal Matters: The committee oversees the company’s compliance with legal, 

regulatory, and statutory requirements. It reviews the adequacy of compliance mechanisms, 

monitors legal and regulatory developments, and ensures the company’s adherence to applicable 

laws, codes of conduct, and corporate governance standards. 



 

 

Risk Management: The Audit Committee plays a key role in monitoring and assessing the company’s 

risk management practices. It reviews the risk management framework, evaluates significant risks 

faced by the company, and assesses the effectiveness of risk mitigation strategies. The committee 

helps in identifying emerging risks and ensuring that appropriate measures are in place to manage 

them effectively. 

Whistleblower Mechanism: The committee oversees the establishment and functioning of a 

whistleblower mechanism or a system for reporting concerns about unethical practices, financial 

irregularities, or misconduct within the organization. It ensures the confidentiality and proper 

investigation of whistleblower complaints. 

Communication and Reporting: The Audit Committee communicates regularly with the board of 

directors, management, internal auditors, external auditors, and other stakeholders. It presents 

reports, findings, and recommendations to the board regarding financial reporting, internal controls, 

audit findings, and compliance matters. The committee provides assurance to the board and 

shareholders regarding the integrity of financial information and the effectiveness of internal 

controls. 

The powers and functions of an Audi” Com’Ittee may vary depending on the jurisdiction, the size 

of the company, and specific legal requirements. The committee members are typically independent 

directors with financial expertise and experience in accounting, auditing, or risk management. Their 

objective is to enhance transparency, accountability, and good corporate governance practices within 

the organization.  

 

 

Q4 c ‘A faulty notice of a meeting can be fatal to the validity of a meeting.’ Explain. 

Ans. The validity of a meeting of a company is crucial for ensuring that the decisions taken during the 

meeting are binding and legally enforceable. One of the essential requirements for a valid meeting is 

the proper notice given to the members or shareholders regarding the meeting. A faulty or defective 

notice can have serious implications and potentially render the meeting invalid. Here’s an 

explanation of why a faulty notice can be fatal to the validity of a meeting: 

Meeting Notice as a Legal Requirement: The Companies Act and other applicable laws require that 

companies provide notice of meetings to their members within a specified timeframe. The notice 

serves as an official communication, informing the members about the meeting’s agenda, date, time, 

and venue. It allows the members to prepare for the meeting, attend, and participate in the decision-

making process. 

Protection of Members’ Rights: The notice period provides an opportunity for the members to 

exercise their rights, such as raising concerns, proposing resolutions, and casting their votes on 

important matters. It ensures that all members have a fair chance to participate in the decision-

making process and protect their interests. 

Information Dissemination: The notice of a meeting is essential for disseminating important 

information to the members. It enables them to have access to relevant documents, reports, 

financial statements, and other materials related to the agenda items. This information is crucial for 

members to make informed decisions and contribute effectively during the meeting. 



 

 

Preserving Procedural Regularity: The notice requirement acts as a procedural safeguard, ensuring 

that the company follows the prescribed legal procedures for convening a meeting. It promotes 

transparency, accountability, and adherence to the principles of corporate governance. Any deviation 

from the notice requirements can undermine the integrity and legality of the meeting. 

Protecting the Rights of Absent Members: A properly issued notice allows all members to exercise 

their rights, even if they are unable to attend the meeting physically. They can appoint proxies, cast 

postal ballots, or participate through electronic means as permitted by the law. Faulty notices may 

prevent members from exercising these rights and deprive them of their participation in decision-

making processes. 

If a notice is faulty or defective, it can be challenged, and the meeting may be considered invalid. 

Some common examples of faulty notices include insufficient notice period, inadequate information 

about the agenda items, errors in the date, time, or venue, or failure to comply with any specific legal 

requirements regarding notice issuance. 

In such cases, affected members or shareholders can contest the validity of the meeting and seek 

appropriate remedies, such as declaring the decisions taken during the meeting as void or seeking a 

re-convened meeting with proper notice. 

Therefore, it is crucial for companies to ensure strict compliance with the legal requirements for 

issuing notices, including the content, timing, and mode of communication. This helps to protect the 

rights of members, uphold procedural regularity, and maintain the validity and effectiveness of the 

decision-making process in company meetings.  

 

OR 

 

Q4 a Distinguish between ordinary resolution and special resolution by giving suitable examples of 

each. 

Ans. Ordinary Resolution: 

Definition: An ordinary resolution is a resolution passed by the members of a company in a general 

meeting. It requires a simple majority, i.e., more than 50% of the votes cast by the members present 

and voting. 

Examples: 

a) Approval of annual financial statements: The members may pass an ordinary resolution to approve 

the company's annual financial statements at the annual general meeting. 

b) Appointment of auditors: An ordinary resolution may be required to appoint or reappoint auditors 

for the company. 

c) Declaring dividends: If the company's articles of association require an ordinary resolution for 

declaring dividends, the members will pass such a resolution. 

Special Resolution: 

Definition: A special resolution is a resolution that requires the approval of a higher majority of 

members, typically three-fourths or two-thirds of the votes cast by the members present and voting. 



 

 

Examples: 

a) Alteration of Memorandum and Articles of Association: Any significant changes to the company's 

memorandum of association or articles of association, such as changing the company's name, 

altering the objects clause, or increasing the share capital, require a special resolution. 

b) Voluntary winding up of the company: A special resolution is needed for the voluntary winding up 

of the company by its members. 

c) Change of company status: If a company wishes to change its status, such as converting from a 

private company to a public company or vice versa, a special resolution is required. 

The key distinction between ordinary resolution and special resolution lies in the majority required 

for their approval. Ordinary resolutions only need a simple majority, while special resolutions 

require a higher majority. The specific majority required may vary depending on the jurisdiction and 

the company's articles of association. 

It is important for companies to understand the distinction between ordinary and special 

resolutions and to ensure compliance with the appropriate majority requirements when passing 

resolutions. 

 

 

Q4 b ABC Limited has its registered office at Mumbai. The company desires to hold its AGM at New 

Delhi. Examine the validity of the company's desire with reference to the relevant provisions of the 

Companies Act. 

Ans. According to the Companies Act, the Annual General Meeting (AGM) of a company should 

generally be held at the registered office of the company. However, there are provisions under the 

Act that allow a company to hold its AGM at a place other than the registered office. Let's examine 

the validity of ABC Limited's desire to hold its AGM at New Delhi. 

Section 96(1) of the Companies Act, 2013: This section states that every company should hold its 

AGM at its registered office or at some other place within the same city, town, or village where the 

registered office is located. 

Section 96(2) of the Companies Act, 2013: This section provides an exception to the requirement 

mentioned above. It allows a company to hold its AGM at a place outside the city, town, or village 

where the registered office is situated if all the members entitled to vote consent to such holding. 

Based on the provisions mentioned above, ABC Limited can hold its AGM at New Delhi if the 

following conditions are fulfilled: 

a) Consent of all Members: ABC Limited should obtain the consent of all the members entitled to 

vote in the AGM. Each member should explicitly agree to hold the meeting at New Delhi, even 

though the registered office is in Mumbai. This consent can be obtained through a resolution passed 

by the members or through a written agreement. 

b) Compliance with Other Legal Requirements: Apart from obtaining the consent of all members, 

ABC Limited should ensure that it complies with all other legal requirements for holding an AGM. 

This includes giving proper notice to the members, preparing and circulating the agenda, and 



 

 

fulfilling any other procedural or documentation requirements prescribed under the Companies Act 

or the company's articles of association. 

It is essential for ABC Limited to carefully follow the provisions of the Companies Act and seek the 

necessary consent from its members to hold the AGM at New Delhi. Failure to obtain unanimous 

consent or non-compliance with other legal requirements may render the AGM invalid or subject to 

legal challenges. Therefore, ABC Limited should consult legal advisors and ensure compliance with all 

relevant provisions before deciding to hold the AGM at a place other than its registered office.  

 

 

Q4 c Discuss the provisions of the Companies Act, 2013 regarding the removal of a Director. 

Ans. The Companies Act, 2013 provides provisions regarding the removal of a director from a 

company. The process for the removal of a director involves certain procedures and requirements to 

ensure transparency, fairness, and protection of the director's rights. Here are the key provisions 

related to the removal of a director under the Companies Act, 2013: 

Removal by Ordinary Resolution: A director can be removed by an ordinary resolution passed by the 

shareholders at a general meeting. The company must give notice of the resolution to the 

shareholders along with an explanatory statement. The director in question should be given an 

opportunity to be heard at the meeting. 

Special Notice: The removal of a director requires a special notice to be given to the company at 

least 14 days before the meeting. The director has the right to make representations against the 

proposed resolution and request the company to circulate the representations to the shareholders. 

Opportunity to be Heard: The director who is being removed has the right to be heard at the general 

meeting. They can present their case, provide explanations, or defend themselves against the 

allegations or reasons put forward for their removal. 

Ordinary Resolution for Immediate Removal: In certain circumstances, the Companies Act allows for 

the immediate removal of a director without giving the director an opportunity to be heard. This can 

happen when the director has been convicted of any offense, or has been disqualified under the law 

from being a director. 

Filing with Registrar: After the removal of a director, the company must file the necessary 

documents with the Registrar of Companies within 30 days. This includes filing the required forms 

and updating the company's records to reflect the change in directorship. 

Right to Resignation: A director also has the right to resign from their position by giving notice to the 

company. The resignation takes effect from the date specified in the notice or from the date of 

receipt by the company, whichever is later. 

It is important to note that the removal of a director should be done in accordance with the 

provisions of the Companies Act and the company's articles of association. Any wrongful or unfair 

removal of a director may lead to legal consequences, such as a claim for damages or reinstatement. 

Companies should ensure that they adhere to the prescribed procedures and follow due process 

when removing a director. It is recommended to seek professional advice and review the specific 

provisions in the Companies Act, 2013 and the company's articles of association before initiating the 

process of director removal.  



 

 

 

Q5 a What are the provisions of the Companies Act, 2013 regarding the appointment of an 

Auditor? 

Ans. The Companies Act, 2013 contains provisions regarding the appointment of auditors for 

companies. These provisions aim to ensure independence, transparency, and accountability in the 

audit process. Here are the key provisions related to the appointment of auditors under the 

Companies Act, 2013: 

Appointment of First Auditor: 

The first auditor of a company is appointed by the board of directors within 30 days of the company's 

incorporation. 

The auditor holds office until the conclusion of the first Annual General Meeting (AGM). 

Subsequent Appointment of Auditors: 

The subsequent appointment of auditors is made by the members of the company at each AGM. 

The appointment must be made before the conclusion of the AGM. 

The auditor's appointment is valid until the conclusion of the next AGM. 

Rotation of Auditors: 

Certain classes of companies are required to rotate their auditors after a specified period. 

For listed companies, certain prescribed classes of companies, and companies meeting specified 

thresholds, the auditor's rotation is mandatory after the maximum period of 5 consecutive years. 

A cooling-off period of 5 years is required before a firm or an individual can be reappointed as the 

auditor of the same company. 

Eligibility and Qualifications: 

The Companies Act sets out the eligibility criteria and qualifications for auditors. 

Only a Chartered Accountant or a firm of Chartered Accountants can be appointed as an auditor. 

The auditor must comply with the requirements of the Institute of Chartered Accountants of India 

(ICAI). 

Removal and Resignation of Auditors: 

The removal of an auditor before the completion of their term requires the approval of the Central 

Government (in case of a government company) or the company's shareholders. 

The auditor also has the right to resign by giving notice to the company. 

Auditor's Report: 

The auditor is required to submit a report on the company's financial statements, highlighting any 

observations, qualifications, or concerns. 

The report is to be submitted to the company's shareholders and is an important document for 

assessing the company's financial health and compliance. 



 

 

It is important for companies to comply with the provisions of the Companies Act, 2013 regarding 

the appointment of auditors. Non-compliance can result in penalties and legal consequences. 

Additionally, companies should consider the qualifications, experience, and reputation of auditors 

before making the appointment to ensure the quality and credibility of the audit process.  

 

 

Q5 b State the circumstances under which a company may be wound up compulsorily by the NCLT. 

Ans. Under the Companies Act, a company may be wound up compulsorily by the National Company 

Law Tribunal (NCLT) in the following circumstances: 

Inability to Pay Debts: If a company is unable to pay its debts, it can be wound up compulsorily. The 

company must fail to pay a debt exceeding Rs. 1 lakh, and the creditor must issue a statutory notice 

demanding payment. If the debt remains unpaid for three weeks or if the company fails to provide a 

satisfactory response, the creditor can file a petition for the winding up of the company. 

Default in Filing Annual Returns and Financial Statements: If a company fails to file its annual 

returns and financial statements for a continuous period of two years, the Registrar of Companies 

may file a petition for the winding up of the company. 

Breach of Regulatory Provisions: If a company contravenes the provisions of the Companies Act, 

such as conducting fraudulent activities, engaging in illegal activities, or acting against public interest, 

the NCLT can order the compulsory winding up of the company. 

Oppression and Mismanagement: If the affairs of a company are being conducted in a manner 

prejudicial to the interests of its shareholders, or there is a persistent disregard of the interests of 

shareholders, the NCLT may order the winding up of the company on the grounds of oppression and 

mismanagement. 

Special Resolution: The NCLT may order the winding up of a company if a special resolution to wind 

up the company has been passed by the shareholders. 

It is important to note that the decision to wind up a company compulsorily rests with the NCLT, and 

it considers the facts and circumstances of each case before making a determination. Once the NCLT 

orders the winding up of a company, a liquidator is appointed to take control of the company's 

assets, settle its liabilities, and distribute any remaining assets to the creditors and shareholders 

according to the provisions of the law.  

 

 

Q5 c Write a note on 'Dematerialisation of securities' 

Ans. Dematerialization of securities refers to the process of converting physical share certificates and 

other securities into electronic or digital form. It involves the elimination of physical certificates and 

the issuance of electronic records that represent ownership of securities. The dematerialization 

process has gained significant importance in modern financial markets and is facilitated by central 

depositories and depository participants. Here are some key points to understand about 

dematerialization: 



 

 

Objective: The primary objective of dematerialization is to make the trading and transfer of securities 

more efficient, secure, and convenient. It eliminates the risks associated with physical certificates, 

such as loss, theft, damage, and forgery. 

Depositories: In most countries, including India, dematerialization is facilitated by central 

depositories that maintain electronic records of securities. In India, the two main depositories are 

the National Securities Depository Limited (NSDL) and the Central Depository Services Limited 

(CDSL). 

Dematerialization Process: To dematerialize securities, an investor needs to open a demat account 

with a depository participant (DP), which could be a bank or a brokerage firm. The investor needs to 

submit the physical share certificates to the DP, along with a dematerialization request. The DP 

verifies the documents and initiates the dematerialization process, where the physical certificates are 

canceled, and electronic records representing the securities are credited to the investor's demat 

account. 

Benefits: Dematerialization offers several benefits to investors, including: 

Safekeeping: Electronic records eliminate the risk of loss, theft, or damage to physical certificates. 

Convenience: Trading and transfer of securities can be done electronically, eliminating the need for 

physical handling and paperwork. 

Quick Settlement: Dematerialized securities facilitate faster settlement of trades, reducing the time 

and paperwork involved in the transfer process. 

Reduced Costs: The cost associated with printing, handling, and storing physical certificates is 

eliminated. 

Fractional Ownership: Dematerialization allows for fractional ownership of securities, enabling 

investors to hold even a small portion of a share. 

Rematerialization: In some cases, investors may wish to convert their electronic securities back into 

physical form. This process is known as rematerialization and can be done by submitting a 

rematerialization request to the DP. However, rematerialization is less common compared to 

dematerialization. 

Dematerialization of securities has revolutionized the way securities are held, traded, and transferred 

in modern financial markets. It has made the process more efficient, secure, and investor-friendly. 

Investors are encouraged to dematerialize their securities to take advantage of the benefits offered 

by electronic records and the ease of conducting transactions in the dematerialized form.  

 

OR 

 

Q5 a Write a note on 'National Company Law Tribunal'. 

Ans. The National Company Law Tribunal (NCLT) is a quasi-judicial body established under the 

Companies Act, 2013 in India. It plays a crucial role in the resolution and adjudication of various 

corporate and insolvency matters. Here are some key points to understand about the National 

Company Law Tribunal: 



 

 

 

Establishment: The NCLT was established on June 1, 2016, under the Companies Act, 2013, as a 

replacement for the Company Law Board (CLB) and the Board for Industrial and Financial 

Reconstruction (BIFR). The NCLT operates under the administrative control of the Ministry of 

Corporate Affairs (MCA). 

Composition: The NCLT consists of judicial and technical members who are appointed by the central 

government. The judicial members are typically retired judges of the High Court, and the technical 

members are professionals with expertise in fields like law, finance, or accounting. 

Jurisdiction: The NCLT has jurisdiction over a wide range of matters, including company law, 

insolvency and bankruptcy, mergers and amalgamations, oppression and mismanagement cases, 

class action suits, and other corporate disputes. It has the power to pass orders and judgments on 

these matters, and its decisions are legally binding. 

Functions and Powers: The NCLT performs various functions and exercises powers related to 

corporate matters, such as: 

Adjudication: It adjudicates cases and disputes arising under the Companies Act, insolvency and 

bankruptcy laws, and other relevant legislation. 

Winding Up: It has the authority to order the winding up of companies, both voluntary and 

compulsory. 

Mergers and Amalgamations: It approves schemes of arrangement, mergers, demergers, and other 

forms of corporate restructuring. 

Insolvency and Bankruptcy: It deals with insolvency proceedings, including the admission of 

insolvency applications, appointment of insolvency professionals, and approval of resolution plans. 

Class Action Suits: It hears and decides class action suits filed by shareholders or depositors against a 

company for any wrongful act or omission. 

Mediation and Conciliation: It can refer cases to mediation or conciliation for alternative dispute 

resolution. 

Appellate Authority: The NCLT's orders and decisions can be appealed to the National Company Law 

Appellate Tribunal (NCLAT), which is the appellate body for matters arising out of the NCLT's orders. 

The establishment of the NCLT has consolidated and streamlined the resolution and adjudication 

of corporate disputes in India. It provides a specialized forum for efficient and effective resolution of 

matters related to companies, insolvency, and corporate restructuring. The NCLT's role is vital in 

promoting corporate governance, ensuring fair practices, and maintaining a healthy business 

environment in the country.  

 

 

Q5 b Who can file a petition in the NCLT for winding up of a company? 

Ans. Under the Companies Act, 2013 in India, the following parties can file a petition in the National 

Company Law Tribunal (NCLT) for the winding up of a company: 



 

 

 

The Company Itself: The company, through its board of directors, can file a petition for voluntary 

winding up. This typically happens when the company is unable to continue its business or when the 

shareholders decide to wind up the company voluntarily. 

Creditors: Creditors of the company who are owed a certain amount of debt can file a petition for 

the winding up of the company. The debt must be undisputed, and the creditor must be able to 

demonstrate that the company is unable to pay its debts. 

Contributories: Contributories are the shareholders or members of the company. In certain 

circumstances, such as if the company is unable to pay its debts, the contributories can collectively 

file a petition for winding up. 

Registrar of Companies: The Registrar of Companies (RoC) has the power to file a petition for the 

winding up of a company if it believes that the company is not complying with the provisions of the 

Companies Act or if it is acting against the public interest. 

It's important to note that the grounds for filing a winding-up petition may vary depending on 

whether it is a voluntary winding up or a compulsory winding up. In a voluntary winding up, the 

company or its members can file a petition based on the decision of the shareholders. In a 

compulsory winding up, creditors or other parties may file a petition based on the company's 

inability to pay its debts or on other grounds specified in the Companies Act. 

The NCLT, after reviewing the petition and hearing the parties involved, has the authority to pass 

orders for winding up the company if it deems it appropriate and in accordance with the provisions 

of the Companies Act. 

  

 

Q5 c What is Depository? Explain the benefits of Depository System. 

Ans. A depository is a financial institution that holds and maintains securities in an electronic or 

dematerialized form on behalf of investors. It provides a centralized system for securities storage, 

transfer, and settlement. In India, the primary depository is the National Securities Depository 

Limited (NSDL) and the Central Depository Services Limited (CDSL). 

The benefits of the depository system are as follows: 

Dematerialization: The depository system allows investors to hold securities in an electronic form 

instead of physical certificates. This eliminates the risks associated with physical certificates, such as 

loss, theft, forgery, and damage. Dematerialization also provides ease of transfer and eliminates the 

need for physical movement of securities. 

Efficient Settlement: The depository system facilitates faster and efficient settlement of securities 

transactions. It enables seamless electronic transfer of securities between the buyer and the seller 

without the need for paperwork and physical delivery. 

Reduced Costs: By eliminating the need for physical certificates, the depository system reduces the 

costs associated with printing, stamping, handling, and storing physical securities. It also reduces the 

costs of postage and courier services required for the transfer of securities. 



 

 

Increased Liquidity: Securities held in dematerialized form can be easily and quickly traded on stock 

exchanges, enhancing market liquidity. This allows investors to buy and sell securities without delays, 

leading to improved market efficiency. 

Easy Accessibility: Investors can access and manage their demat accounts and holdings electronically 

through internet-based platforms provided by depository participants. This offers convenience and 

flexibility in monitoring and tracking their investment portfolios. 

Corporate Actions: The depository system simplifies and automates various corporate actions such 

as dividend payments, bonus issues, rights issues, and other entitlements. Investors receive these 

benefits directly in their demat accounts, eliminating the need for physical paperwork and 

simplifying the process. 

Pledge and Hypothecation: Investors can easily pledge or hypothecate their dematerialized 

securities for availing loans or credit facilities. The depository system enables seamless transfer of 

pledged securities to the lender, providing a more efficient process for collateral management. 

Overall, the depository system enhances transparency, efficiency, and security in the capital market 

by digitizing securities and streamlining the settlement process. It has revolutionized the way 

securities are held and traded, making it easier for investors to participate in the market and enjoy 

the benefits of owning securities in a dematerialized form. 


