
 

 

Corporate Laws PYQ 2022 

 

Q1 a Explain the concept of corporate personality and discuss the circumstances where court can 

disregard/disrespect the corporate personality of a company. 

Ans. Corporate personality refers to the legal concept that treats a corporation as a separate legal 

entity distinct from its shareholders, directors, and employees. It recognizes that a company has 

rights and obligations similar to those of a natural person. The concept of corporate personality 

grants a company the ability to own property, enter into contracts, sue or be sued, and enjoy legal 

protections. 

While the corporate personality provides several benefits, there are circumstances where the court 

can disregard or "pierce the corporate veil" and hold shareholders or directors personally liable for 

the actions or debts of the company. The court may do so when certain conditions are met: 

Fraud or Improper Conduct: If a company is used as a device for fraud or other improper conduct, 

the court may disregard the corporate personality. For example, if shareholders or directors 

deliberately use the company to perpetrate fraud, evade legal obligations, or deceive creditors or 

other stakeholders, the court may hold them personally responsible. 

Undercapitalization: If a company is formed with insufficient capital to carry out its intended 

business operations and meet its obligations, the court may disregard the corporate personality. This 

typically occurs when shareholders fail to adequately capitalize the company, leading to situations 

where the company is unable to pay its debts or liabilities. In such cases, the court may hold 

shareholders personally liable to protect the interests of creditors. 

Alter Ego or Sham: If a company is merely an alter ego or sham created to disguise the activities or 

interests of individuals, the court may disregard the corporate personality. This often happens when 

there is a complete disregard for corporate formalities, and the company is controlled and used as a 

personal instrument by individuals. Courts may intervene to hold those individuals accountable for 

their actions. 

Group Enterprises: In the context of group enterprises or subsidiary companies, where multiple 

companies within a group act as a single economic unit, the court may disregard the separate legal 

personalities of these entities. This is known as "group liability" or "enterprise liability," where the 

court looks beyond the individual corporate entities and treats them as a single economic entity for 

the purpose of imposing liability. 

Public Interest or Statutory Exceptions: In certain circumstances, the court may disregard the 

corporate personality in the interest of public policy or to prevent the abuse of legal privileges. For 

example, if a company is involved in illegal activities, endangering public health or safety, or if 

corporate structure is used to evade statutory obligations, the court may pierce the corporate veil to 

hold individuals responsible. 

It's important to note that courts generally exercise caution and discretion in piercing the 

corporate veil. The circumstances under which the corporate personality may be disregarded vary 

across legal jurisdictions, and the burden of proof rests on those seeking to disregard the corporate 

personality. Courts will consider the specific facts and evidence presented in each case to determine 



 

 

whether it is appropriate to hold individuals personally liable for the actions or debts of the 

company. 

Overall, the concept of corporate personality provides legal protection and flexibility for businesses, 

but it is not an absolute shield. Courts have the authority to disregard the corporate personality in 

exceptional cases where there is evidence of fraud, improper conduct, undercapitalization, alter ego 

situations, group enterprises, or when public interest or statutory exceptions apply.  

 

 

Q1 b Define a private company. State the exemptions and privileges available to private company 

under Companies Act 2013. 

Ans. A private company, as defined under the Companies Act 2013, is a type of business entity that is 

privately held and has a minimum paid-up share capital requirement. It has certain restrictions on 

the transfer of shares and limits the number of members to a maximum of 200 (excluding employees 

and former employees who are also shareholders). Here are some exemptions and privileges 

available to private companies under the Companies Act 2013 in India: 

Minimum Number of Members: A private company can be formed with a minimum of two 

members, whereas a public company requires a minimum of seven members. 

Minimum Paid-up Capital: A private company has no minimum requirement for paid-up share 

capital. It can start with any amount of capital as agreed upon by the shareholders. 

Transfer of Shares: Private companies have the flexibility to impose restrictions on the transfer of 

shares through their Articles of Association. This enables the company to maintain control over 

ownership and restrict the transfer of shares to external parties. 

Invitation to Public: A private company is prohibited from inviting the public to subscribe to its 

shares or debentures. It cannot issue a prospectus or publicly offer its securities. 

Meetings and Quorum: Private companies have certain relaxations in terms of conducting meetings 

and maintaining quorum. For example, a private company can hold board meetings with a minimum 

of two directors, whereas a public company requires a minimum of three directors. 

Annual General Meeting (AGM): Private companies have more flexibility regarding AGMs. They can 

hold AGMs within a timeframe of six months from the end of the financial year, whereas public 

companies must hold AGMs within a timeframe of three months. 

Statutory Auditor Appointment: Private companies have certain exemptions related to the 

appointment of statutory auditors. They are not required to rotate auditors after a specific period, as 

required for public companies. 

Financial Statements: Private companies have relaxed disclosure requirements for financial 

statements. They have the option to file abridged financial statements, which provide a summarized 

version of the full financial statements, reducing the level of detail required. 

Related Party Transactions: Private companies have exemptions from certain requirements related 

to related party transactions. The thresholds for seeking shareholders' approval for transactions with 

related parties are higher compared to public companies. 



 

 

It's important to note that these exemptions and privileges are subject to compliance with other 

regulatory and legal requirements. The specific privileges available to private companies may vary 

based on their size, nature of business, and other factors. Private companies are still required to 

adhere to essential corporate governance norms, maintain proper accounting records, and fulfill 

their statutory obligations under the Companies Act 2013.  

 

 

Q1 c "A promoter remains liable for pre-incorporation contracts." Critically examine the statement. 

Ans. The statement that "a promoter remains liable for pre-incorporation contracts" reflects a 

general principle in company law that holds promoters accountable for contracts entered into on 

behalf of a company before its incorporation. However, it is necessary to critically examine this 

statement to understand the nuances and limitations surrounding the promoter's liability. 

Pre-incorporation Contracts: Promoters are individuals or entities who conceive the idea for a 

company, undertake activities to set it up, and enter into contracts on behalf of the proposed 

company before its formal incorporation. These contracts may include agreements with suppliers, 

contractors, employees, or even potential customers. 

Personal Liability: In most jurisdictions, promoters are personally liable for the pre-incorporation 

contracts they enter into on behalf of the proposed company. This means that if the company fails to 

honor or fulfill those contracts, the promoter can be held personally responsible for any resulting 

liabilities or obligations. 

Limited Liability Company Formation: The primary purpose of forming a limited liability company is 

to separate the legal identity and liabilities of the company from those of its promoters and 

shareholders. Once a company is incorporated, it becomes a separate legal entity, and the general 

principle is that the company assumes responsibility for its own contractual obligations. 

Corporate Veil: The concept of the corporate veil protects shareholders and directors from personal 

liability for the company's debts and obligations. However, this protection is not extended to 

promoters in the context of pre-incorporation contracts. 

Exceptions and Defenses: There may be exceptions or defenses available to promoters in certain 

circumstances. For example, if the pre-incorporation contract contains a clear provision that the 

company will assume the liability upon incorporation, or if the other party to the contract agrees to 

release the promoter from liability, the promoter's personal liability may be limited or extinguished. 

However, the availability and effectiveness of such exceptions or defenses may vary depending on 

the jurisdiction and specific contractual arrangements. 

Disclosure and Good Faith: Promoters have a duty of disclosure and a fiduciary duty to act in the 

best interests of the proposed company. They should disclose their interest in the pre-incorporation 

contracts and any potential conflicts of interest. Failure to fulfill these duties or engaging in 

fraudulent or improper conduct may result in personal liability for the promoter beyond the scope of 

the pre-incorporation contracts. 

In summary, while the statement that promoters remain liable for pre-incorporation contracts holds 

true in general, there may be exceptions and defenses available depending on the circumstances. 

Promoters should exercise caution, act in good faith, and ensure transparency and disclosure when 

entering into pre-incorporation contracts to minimize their personal liability. It is advisable for 



 

 

promoters to seek legal advice and consider appropriate indemnity or release clauses in the 

contracts to protect themselves from potential liabilities.  

 

OR 

 

Q1 a Write a note on illegal association of persons. 

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

engaging in activities that are unlawful or prohibited by law. It typically involves individuals coming 

together to carry out illegal acts or conduct activities that are contrary to public order, safety, or 

morality. Here are some key points to note about illegal associations of persons: 

Unlawful Activities: Illegal associations of persons are involved in activities that are illegal or 

prohibited by law. This can include criminal activities such as drug trafficking, money laundering, 

human trafficking, terrorism, organized crime, or any other unlawful acts defined by the legal 

framework of a particular jurisdiction. 

Lack of Legal Recognition: Illegal associations of persons do not have legal recognition or protection 

under the law. They operate outside the boundaries of legal frameworks and lack the legal rights and 

privileges afforded to legitimate organizations. 

Social Disruption and Harm: These associations pose a significant threat to societal well-being, 

public safety, and order. Their activities can result in harm to individuals, communities, and the 

overall stability of society. They often undermine the rule of law, create social divisions, and 

perpetuate violence and criminal behavior. 

Legal Consequences: Engaging in or being associated with an illegal association of persons can lead 

to severe legal consequences. Individuals involved in such organizations may face criminal charges, 

imprisonment, fines, asset forfeiture, or other penalties as prescribed by law. The authorities take 

strict measures to dismantle and combat illegal associations to safeguard public welfare. 

International Cooperation: Due to the transnational nature of many illegal associations, international 

cooperation is crucial in combating their activities. Governments and law enforcement agencies 

collaborate on intelligence sharing, extradition requests, and joint operations to disrupt and 

dismantle these organizations. 

Social Responsibility: It is essential for individuals and communities to be vigilant and report any 

suspicious or illegal activities to the relevant authorities. Encouraging a culture of reporting and 

supporting law enforcement efforts can aid in preventing and addressing the activities of illegal 

associations of persons. 

It is crucial to differentiate between legal associations and illegal associations of persons. Legal 

associations, such as registered nonprofit organizations, clubs, or professional bodies, operate within 

the boundaries of the law and contribute to societal well-being. Illegal associations, on the other 

hand, operate outside the law and engage in activities that are detrimental to society. 

The fight against illegal associations of persons requires a comprehensive approach involving 

effective legislation, law enforcement efforts, international cooperation, public awareness, and 

social responsibility. By working together, society can combat these illicit organizations and maintain 

the rule of law, safety, and social order. 



 

 

 

 

Q1 b "A promoter stands in a fiduciary relation towards a company he promotes." Explain the 

statement mentioning his consequential duties. 

Ans. The statement "A promoter stands in a fiduciary relation towards a company he promotes" 

means that a promoter has a legal and ethical obligation to act in the best interests of the company 

they are promoting. As a fiduciary, the promoter is entrusted with certain responsibilities and must 

exercise utmost good faith, loyalty, and care in carrying out their duties. 

Consequential duties of a promoter can include: 

Duty of Loyalty: The promoter must act in the best interests of the company and prioritize the 

company's interests over their personal interests. They should avoid conflicts of interest and refrain 

from taking advantage of their position for personal gain. 

Duty of Care: The promoter is expected to exercise reasonable care, skill, and diligence in performing 

their duties. This involves conducting thorough research, due diligence, and ensuring that all 

information provided to potential investors or shareholders is accurate and reliable. 

Duty of Disclosure: The promoter has an obligation to disclose all relevant information about the 

company to potential investors, including any material facts or risks associated with the investment. 

They must provide a fair and balanced representation of the company's affairs and avoid any 

misleading or false statements. 

Duty to Avoid Misrepresentation: The promoter should not make any false or misleading statements 

about the company, its prospects, or its financial condition. They should not engage in any fraudulent 

or deceptive practices that could harm investors or stakeholders. 

Duty of Confidentiality: The promoter should maintain the confidentiality of any sensitive or 

proprietary information disclosed to them during the promotion of the company. They must not use 

such information for personal gain or disclose it to unauthorized parties. 

Duty to Act in Good Faith: The promoter must act honestly, in good faith, and with integrity 

throughout the promotion process. They should exercise their powers and discretion for legitimate 

purposes and avoid any actions that could harm the company or its stakeholders. 

These consequential duties help ensure that the promoter acts in a responsible and ethical manner, 

safeguarding the interests of the company and its stakeholders. Failing to fulfill these duties can 

result in legal liability, financial penalties, and damage to the promoter's reputation.  

 

 

Q1 c Explain the concept of producer company. State the objectives for which a producer company 

may be formed. 

Ans. A producer company is a unique form of business organization in India that is specifically 

designed for the benefit and welfare of agricultural producers. It combines the features of a 

cooperative society and a private limited company to provide a platform for farmers and rural 

entrepreneurs to collectively undertake agricultural or related activities. 



 

 

The concept of a producer company is governed by the Companies Act, 2013, and it can be formed 

by a group of ten or more individuals, or two or more producer institutions, or a combination of 

both. The primary objective of a producer company is to improve the income and livelihoods of its 

members, who are predominantly agricultural producers. 

The objectives for which a producer company may be formed include: 

Production, harvesting, procurement, grading, pooling, handling, marketing, selling, export, and 

import of primary produce (agricultural produce, horticultural produce, animal husbandry produce, 

etc.) of its members. 

Processing, preserving, drying, distilling, brewing, canning, and packaging of the primary produce of 

its members. 

Manufacture, sale, or supply of machinery, equipment, or consumables mainly to its members. 

Providing technical assistance, training, education, and consultancy services to its members. 

Generation, transmission, and distribution of power, revitalization of land, water resources, and 

other natural resources for the benefit of its members. 

Promotion of mutual assistance, welfare activities, or any other activity that directly or indirectly 

promotes the interests of its members. 

It's important to note that a producer company cannot undertake any activity that falls outside the 

scope of primary produce or activities that are detrimental to the interests of its members. The 

main purpose of a producer company is to facilitate collective action, provide economies of scale, 

and empower farmers and rural producers to enhance their bargaining power, improve productivity, 

and access better markets for their produce. 

The primary focus of a producer company is on the welfare and development of its members, 

unlike regular companies that primarily aim to maximize profits for their shareholders.  

 

 

Q2 a Explain the doctrine of ultra vires. Discuss the effects of ultra vires transactions. 

Ans. The doctrine of ultra vires is a legal principle that deals with the authority and limitations of a 

company to act within the scope of its objectives as stated in its memorandum of association. "Ultra 

vires" is a Latin term that translates to "beyond the powers." According to this doctrine, if a company 

engages in activities that are beyond the powers conferred to it by its memorandum of association, 

those actions are considered ultra vires and, therefore, invalid or void. 

The effects of ultra vires transactions can be summarized as follows: 

Void and Unenforceable: An ultra vires transaction is considered void ab initio, meaning it is treated 

as invalid from the outset. It has no legal force or effect, and neither party can enforce or rely upon 

such a transaction in a court of law. This principle protects the interests of the company and its 

shareholders by preventing it from being bound by unauthorized acts. 

Injunctions and Remedies: If an ultra vires act is identified, the company, its shareholders, or even 

regulatory authorities may seek an injunction to prevent the continuation of such activities. In 



 

 

addition, affected parties may also pursue legal remedies, such as restitution, to recover any losses 

incurred as a result of the ultra vires transaction. 

Ultra Vires Contracts: If a company enters into a contract that is ultra vires, it is generally 

unenforceable against the company. However, the law may provide some protection to innocent 

third parties who may have dealt with the company in good faith, without knowledge of the ultra 

vires nature of the transaction. In such cases, the company may be prevented from raising the ultra 

vires defense. 

Ratification: In certain circumstances, a company may choose to ratify an ultra vires transaction. 

Ratification refers to the retrospective approval of an otherwise unauthorized act. However, the 

ability to ratify an ultra vires act depends on the company's constitution, applicable laws, and the 

nature of the transaction. It should be noted that not all jurisdictions allow for the ratification of ultra 

vires acts. 

Personal Liability: Directors or officers who participate in or authorize ultra vires activities may be 

personally liable for any losses incurred by the company as a result. They may be held responsible for 

breaching their fiduciary duties and may be required to compensate the company for any damages 

caused. 

The doctrine of ultra vires acts as a safeguard to ensure that a company operates within the scope 

of its authorized activities, protecting the company and its stakeholders from unauthorized actions 

and potential abuse of power.  

 

 

Q2 b What is misleading prospectus? What are the consequences of misleading prospectus? 

Ans. A misleading prospectus refers to a document that contains false, deceptive, or misleading 

information about a company and its securities that are being offered to the public. A prospectus is 

a legal document issued by a company to provide potential investors with information about the 

company's operations, financials, risks, and other relevant details to enable them to make an 

informed investment decision. When a prospectus contains misleading information, it can 

significantly impact investors' understanding and judgment about the investment opportunity. 

The consequences of a misleading prospectus can be severe and may include the following: 

Legal Liability: The company, its directors, and any other responsible parties can face legal 

consequences for issuing a misleading prospectus. They may be subject to civil or criminal charges 

for securities fraud, misrepresentation, or violation of securities laws. This can lead to fines, 

penalties, and even imprisonment, depending on the jurisdiction and severity of the offense. 

Investor Losses: Investors who rely on a misleading prospectus and make investment decisions based 

on false or incomplete information may suffer financial losses. They may purchase securities at an 

inflated price or invest in a company with misrepresented prospects or risks. Investors can take legal 

action to recover their losses and seek compensation for the damages caused by the misleading 

prospectus. 

Damage to Reputation: Issuing a misleading prospectus can seriously damage the reputation of the 

company and its management. It erodes investor trust and confidence, which can have long-term 



 

 

negative effects on the company's ability to raise capital, attract investors, and conduct business 

activities. The company may face difficulty in accessing financial markets and rebuilding its credibility. 

Regulatory Action: Regulatory authorities, such as securities commissions or market regulators, have 

the power to investigate and take enforcement actions against companies that issue misleading 

prospectuses. They can impose fines, sanctions, or other regulatory measures to ensure compliance 

with securities laws and protect investors. In severe cases, the company may face delisting from 

stock exchanges or suspension of its securities trading. 

Reputational and Financial Costs: Beyond legal and regulatory consequences, the company may 

incur significant financial costs associated with defending against lawsuits, paying fines or 

settlements, and implementing corrective actions. Moreover, the negative publicity and loss of 

investor confidence can impact the company's ability to attract new investors or secure financing on 

favorable terms. 

It's crucial for companies to exercise due diligence, transparency, and accuracy when preparing and 

issuing a prospectus to ensure that the information provided is fair, complete, and not misleading. 

Engaging in fraudulent or deceptive practices through a prospectus undermines the integrity of the 

capital markets and jeopardizes the trust of investors.  

 

 

Q2 c The articles of a company contained that X should be the solicitor for the company and should 

not be removed from the office except for misconduct. X acted as solicitor for the company for 

some time. But ultimately the company ceased to employ him and engaged another solicitor. X 

sued the company for this breach. Will he succeed? 

Ans. The success of X's lawsuit would depend on the specific legal provisions and circumstances 

surrounding the case, as well as the applicable laws and regulations in the jurisdiction. However, 

based on the information provided, it is unlikely that X would succeed in the lawsuit. 

While the articles of the company state that X should be the solicitor for the company and should 

not be removed from the office except for misconduct, it is important to consider that the articles of 

a company cannot override the general principles of contract law or employment law. 

In most jurisdictions, employment relationships are typically governed by employment contracts or 

statutory employment laws. These laws generally provide employers with the right to terminate an 

employment contract for various reasons, including but not limited to, changes in business needs, 

unsatisfactory performance, or the employment of another person for the same position. 

In this case, it appears that the company ceased to employ X as the solicitor and engaged another 

solicitor instead. Unless there was a contractual provision or legal requirement that specifically 

prevented the company from terminating X's employment or engaging another solicitor, the 

company would likely have the right to make such a decision. 

The provision in the articles stating that X should not be removed from the office except for 

misconduct may not be enforceable if it contradicts applicable employment laws or the general 

principles of contract law. Employment contracts or agreements generally provide employers with 

the right to terminate an employee's services for valid reasons, as long as proper notice or any 

contractual provisions regarding termination are followed. 



 

 

Ultimately, X's success in the lawsuit would depend on the specific legal provisions, contractual 

agreements, and applicable employment laws in the jurisdiction. Consulting with a qualified legal 

professional familiar with employment law would be advisable to determine the specific rights and 

obligations of the parties involved in this case.  
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Q2 a Explain the rule laid down in Royal British Bank Vs Turquand. What are its exceptions? 

Ans. The rule laid down in the case of Royal British Bank v. Turquand, also known as the "Turquand's 

Rule" or the "Indoor Management Rule," provides protection to third parties who enter into 

transactions with a company without knowledge of any irregularities in the company's internal 

affairs. The rule serves as an exception to the general principle of constructive notice. 

The rule can be summarized as follows: A person dealing with a company is entitled to assume that 

the company's internal procedures and requirements have been duly followed, even if there are 

irregularities or breaches of internal regulations, provided that the person has acted in good faith 

and has no knowledge of the irregularities. 

In other words, a person dealing with a company is not required to inquire into the regularity of the 

company's internal proceedings or ensure that all internal procedures have been properly followed. 

They can rely on the apparent authority of the company's officers or representatives in the ordinary 

course of business. 

The rationale behind the rule is to protect innocent third parties who may be dealing with the 

company in good faith and without any knowledge of its internal affairs. It promotes commercial 

certainty and facilitates business transactions by providing a degree of protection to parties 

transacting with companies. 

Exceptions to the Turquand's Rule include: 

Knowledge of Irregularity: If the third party has actual knowledge of the irregularity or breach of 

internal regulations, they cannot rely on the rule as a defense. If they are aware or have reason to 

suspect that the company's internal procedures have not been followed, they may be held 

accountable for their failure to inquire further. 

Constructive Notice: The rule does not protect a third party if the irregularity is a matter of public 

record or if it is a requirement that would normally be known to the public. In such cases, the third 

party is deemed to have constructive notice of the irregularity and cannot claim protection under the 

rule. 

Collusion or Fraud: The rule does not protect a third party if they are colluding with the company's 

officers or are knowingly participating in fraudulent activities. If the third party is complicit in the 

irregularities or fraud, they cannot rely on the rule as a defense. 

It's important to note that the application of the Turquand's Rule may vary in different jurisdictions, 

as it may be subject to local statutory provisions and case law interpretations. Therefore, it is 

advisable to consult with a legal professional familiar with the specific jurisdiction to understand the 

precise scope and application of the rule.  



 

 

 

 

Q2 b "Memorandum of Association is a charter of the company." Comment and explain the 

procedure of alteration in the object clause of Memorandum of Association. 

Ans. The statement "Memorandum of Association is a charter of the company" is generally 

accurate. The Memorandum of Association is a fundamental document that sets out the constitution 

and key characteristics of a company. It serves as the foundation and charter for the company's 

establishment and activities. 

The Memorandum of Association typically includes the following essential clauses: 

Name Clause: It specifies the name of the company, which must be unique and comply with legal 

requirements. 

Registered Office Clause: It states the registered office address of the company, which is the official 

address for communication and legal purposes. 

Object Clause: It outlines the objectives and scope of the company's activities. The object clause 

defines the primary business activities that the company is authorized to undertake. 

Liability Clause: It states the liability of the company's members or shareholders, indicating whether 

it is limited by shares or by guarantee. 

Capital Clause: It specifies the authorized share capital of the company and the division of shares 

among the members. 

Association Clause: It confirms the intention of the subscribers to form a company and become 

members. 

Now, regarding the procedure for altering the object clause of the Memorandum of Association: 

Board Resolution: The company's board of directors must first propose the alteration to the object 

clause. They will pass a board resolution stating the need for the alteration, the proposed changes, 

and the reasons behind it. 

Shareholder Approval: A special resolution must be passed at a general meeting of the shareholders 

to obtain their approval for the alteration. The notice of the general meeting must include the 

proposed alteration and provide sufficient information to enable shareholders to make an informed 

decision. 

Filing with Registrar of Companies: After obtaining shareholder approval, the company must file the 

necessary documents with the Registrar of Companies, typically within a specified timeframe. The 

documents include a copy of the special resolution, altered Memorandum of Association, and any 

other prescribed forms or documents required by the relevant company law or regulations. 

Registrar's Approval: The Registrar of Companies reviews the filed documents and, if satisfied, 

approves the alteration. The Registrar will issue a Certificate of Incorporation on the altered 

Memorandum of Association, signifying the completion of the alteration process. 

It's important to note that the alteration of the object clause may be subject to certain legal 

restrictions or requirements, depending on the jurisdiction and the company's specific 

circumstances. Therefore, it is advisable to consult with legal professionals or experts in company 



 

 

law to ensure compliance with applicable laws and regulations during the process of altering the 

object clause of the Memorandum of Association.  

 

 

Q2 c Define and distinguish Red Herring Prospectus and Shelf Prospectus. 

Ans. A Red Herring Prospectus and a Shelf Prospectus are two different types of prospectuses used in 

the process of issuing securities to the public. While both serve as important documents in securities 

offerings, there are key distinctions between them: 

Red Herring Prospectus: 

A Red Herring Prospectus is a preliminary prospectus that is issued by a company intending to make 

a public offering of its securities. It is called a "Red Herring" because it typically contains a prominent 

statement in red ink stating that the information provided is subject to change and that investors 

should not base their investment decisions solely on this document. The Red Herring Prospectus 

provides essential information about the company, its operations, financials, risks, and terms of the 

offering. However, it does not include the final issue price or the exact number of securities to be 

offered. Once the necessary regulatory approvals are obtained, the Red Herring Prospectus is 

updated with the final details, such as the issue price, and then it becomes a "Final Prospectus" that 

can be used for making investment decisions and subscribing to the securities. 

Shelf Prospectus: 

A Shelf Prospectus is a type of prospectus that allows a company to register a range of securities for 

future offerings over a specific period without having to issue them immediately. It enables the 

company to have flexibility in raising capital by offering securities when favorable market conditions 

arise, rather than going through the time-consuming process of preparing and filing a new 

prospectus each time. A Shelf Prospectus is valid for a certain period, usually up to one year, and 

during that time, the company can issue and sell securities covered by the prospectus as long as it 

complies with the applicable regulations and disclosure requirements. When the company decides to 

make an offering under the Shelf Prospectus, it files a prospectus supplement that provides specific 

details about the offering, such as the issue price, number of securities, and other relevant 

information. 

In summary, a Red Herring Prospectus is a preliminary document issued before a public offering, 

providing information about the company and the offering, but without the final pricing details. It is 

updated to become a Final Prospectus once regulatory approvals are obtained. On the other hand, a 

Shelf Prospectus allows a company to register a range of securities for future offerings over a specific 

period, providing flexibility in timing and avoiding the need for frequent prospectus filings. When an 

offering is made under a Shelf Prospectus, a prospectus supplement is filed with the specific details 

of the offering.  

 

 

Q3 a What are the conditions to be fulfilled by a company that proposes to issue "sweat equity 

shares" under Companies Act? 



 

 

Ans. Under the Companies Act, in order to issue "sweat equity shares," a company must fulfill the 

following conditions: 

Authorization in Articles of Association: The company's Articles of Association must specifically 

authorize the issuance of sweat equity shares. If the Articles do not contain such authorization, they 

need to be amended to include the provision. 

Shareholder Approval: The issuance of sweat equity shares must be approved by a special resolution 

passed by the company's shareholders in a general meeting. The notice of the general meeting must 

include the proposal for issuing sweat equity shares, along with relevant details regarding the 

number of shares, class of shares, and the eligibility criteria for recipients. 

Shareholders' Approval of the Valuation: Before issuing sweat equity shares, the company must 

obtain approval from its shareholders regarding the valuation of the shares to be issued. A valuer, 

such as a registered valuer or an independent merchant banker, must assess the value of the shares 

based on recognized valuation methods. 

Lock-in Period: Sweat equity shares are subject to a lock-in period, which means they cannot be 

transferred or sold by the recipients for a certain period of time. The lock-in period is specified in the 

Companies Act, which currently mandates a lock-in period of three years from the date of allotment 

of the sweat equity shares. 

Eligibility Criteria: The Companies Act specifies certain eligibility criteria for recipients of sweat 

equity shares. The recipients must be directors, employees, or other eligible persons who have 

contributed to the company's growth or value addition in some way. The criteria for eligibility, such 

as the tenure of service, qualifications, or experience, must be determined by the company and 

approved by the shareholders. 

Maximum Limit on Issuance: The Companies Act imposes a limit on the maximum number of sweat 

equity shares that can be issued by a company. The total number of sweat equity shares, including 

those issued during a year and those issued earlier, should not exceed 15% of the existing paid-up 

equity share capital of the company or the value of Rs. 5 crores (whichever is higher), as per the 

current provisions. 

It is important to note that these conditions are based on the Companies Act in India. The specific 

requirements for issuing sweat equity shares may vary in different jurisdictions, so it is advisable to 

consult the relevant company laws and regulations applicable in the specific jurisdiction where the 

company is incorporated.  

 

 

Q3 b Who is member of a company? Explain various modes of acquisition of membership of a 

company. 

Ans. In the context of a company, a member refers to an individual or entity that holds membership 

or ownership interest in the company. Membership in a company signifies a legal relationship 

between the member and the company, entitling the member to certain rights and obligations. 

Various modes of acquisition of membership in a company can include: 

By Subscribing to Memorandum of Association: 



 

 

Initial subscribers: When a company is formed, individuals or entities who subscribe to the 

Memorandum of Association and agree to become members are considered initial subscribers. 

Shareholders: Subscribing to the Memorandum of Association typically involves the acquisition of 

shares in the company, which makes the subscribers shareholders and members of the company. 

By Allotment of Shares: 

Allotment of shares: Companies can issue shares to individuals or entities through a process called 

allotment. By receiving an allotment of shares, the individuals or entities become members of the 

company. 

Share transfer: Members can acquire additional shares in a company by purchasing them from 

existing shareholders through a process of share transfer. The transferor ceases to be a member, and 

the transferee becomes a member upon completion of the share transfer. 

By Operation of Law: 

Inheritance: Membership in a company can be acquired through inheritance when the shares or 

ownership interest in the company are passed on to the legal heirs or beneficiaries of a deceased 

member. 

Bankruptcy or Insolvency: In some cases, when a member is declared bankrupt or insolvent, their 

membership or ownership interest in the company may be transferred to creditors or trustees as part 

of the bankruptcy or insolvency proceedings. 

By Conversion or Merger: 

Conversion of partnership or sole proprietorship: If a partnership firm or sole proprietorship is 

converted into a company, the partners or proprietor become members of the company upon its 

incorporation. 

Merger or amalgamation: In the case of a merger or amalgamation of companies, the members of 

the merging or amalgamating companies become members of the merged or amalgamated 

company. 

It's important to note that the specific modes of acquiring membership in a company may vary 

based on the legal provisions and regulations of the particular jurisdiction in which the company is 

incorporated. Additionally, the rights, obligations, and privileges of members are typically governed 

by the company's Articles of Association and applicable company laws.  

 

 

Q3 c Discuss the statutory provisions regarding reduction in share capital. 

Ans. The statutory provisions regarding the reduction in share capital of a company can vary based 

on the jurisdiction in which the company is incorporated. Here is a general overview of the common 

statutory provisions and procedures for reducing share capital: 

Authority and Scope: 

The reduction in share capital is typically governed by the company's applicable company law, such 

as the Companies Act or similar legislation. 



 

 

The authority to reduce share capital is vested in the shareholders of the company and may require 

approval from regulatory bodies, such as the Registrar of Companies or the court, depending on the 

jurisdiction. 

Shareholder Approval: 

The reduction in share capital generally requires approval from the shareholders of the company 

through a special resolution passed at a general meeting. 

The notice of the general meeting must include the proposed reduction, along with relevant details 

and explanations, allowing shareholders to make an informed decision. 

Application to Regulatory Bodies or Court: 

In some jurisdictions, a reduction in share capital may require application and approval from the 

regulatory bodies, such as the Registrar of Companies. 

In certain cases, a court approval may be necessary, especially if the reduction involves the 

cancellation or extinguishment of shares, and it is important to protect the interests of creditors or 

dissenting shareholders. 

Creditor Protection: 

During the reduction process, it is essential to safeguard the interests of creditors. In many 

jurisdictions, companies are required to demonstrate that the reduction will not prejudice the rights 

of creditors. 

To ensure creditor protection, the company may be required to give notice to its creditors or provide 

them with an opportunity to object to the reduction. 

Solvency Statements: 

In several jurisdictions, the company is required to provide a solvency statement or declaration 

stating that it will be able to pay its debts even after the reduction in share capital. 

The solvency statement typically includes a statement of assets and liabilities and is made by the 

company's directors or a court-appointed liquidator, confirming the company's ability to meet its 

obligations. 

Registration and Filing: 

Once the reduction in share capital is approved, the company is required to file relevant documents 

and forms with the regulatory bodies, such as the Registrar of Companies, to record the reduction. 

The filing typically includes a copy of the special resolution, solvency statement, and other prescribed 

documents as required by the applicable company law. 

It is crucial to note that the specific provisions and procedures for reducing share capital may vary 

significantly among jurisdictions. It is advisable to consult the relevant company law and seek 

professional legal advice to ensure compliance with the statutory requirements and obligations 

specific to the jurisdiction where the company is incorporated.  

 

OR 



 

 

 

Q3 a "Dividend once declared cannot be revoked." Are there any exceptions to it? 

Ans. The general principle is that once a dividend has been declared by a company, it cannot be 

revoked. However, there are certain exceptions to this principle. The exceptions may vary 

depending on the specific laws and regulations of the jurisdiction in which the company operates. 

Here are some common exceptions: 

Legal Restrictions or Insolvency: If there are legal restrictions or insolvency proceedings affecting the 

company, the declaration of a dividend may be subject to revision or revocation. For example, if the 

company subsequently becomes insolvent or is unable to meet its obligations, the dividend 

declaration may be reconsidered or canceled to protect the interests of creditors. 

Error or Mistake: In case of an error, mistake, or irregularity in the declaration of the dividend, the 

company may have the authority to rectify the situation. This could involve correcting inaccuracies, 

miscalculations, or administrative errors associated with the dividend declaration. 

Shareholder Consent: If the company and the affected shareholders mutually agree to revoke or 

modify the declared dividend, it may be possible to revise or withdraw it. This requires obtaining the 

consent of all the relevant shareholders involved. 

Regulatory Intervention: Regulatory authorities, such as the Securities and Exchange Commission, 

may have the power to intervene in exceptional circumstances, allowing the revocation or 

modification of a declared dividend for reasons such as fraud, misrepresentation, or non-compliance 

with regulatory requirements. 

Court Order: In certain cases, a court may have the authority to order the revocation or amendment 

of a declared dividend. This could occur if there is evidence of fraud, breach of fiduciary duty, or 

other legal violations in relation to the dividend declaration. 

It is important to note that the exceptions mentioned above are general in nature, and the specific 

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

jurisdiction and applicable laws. Therefore, it is advisable to consult the relevant company law and 

seek professional legal advice to understand the specific rules and exceptions related to dividend 

revocation in the relevant jurisdiction.  

 

 

Q3 b Why does Companies Act allow a company to buy back its shares? Explain the legal 

provisions relating to the buy-back of securities. 

Ans. The Companies Act allows a company to buy back its shares for various reasons and purposes. 

The primary objective behind providing this provision is to provide companies with a flexible 

mechanism to manage their capital structure, return surplus funds to shareholders, enhance 

shareholder value, and maintain investor confidence. Here are the key legal provisions related to the 

buyback of securities: 

Authorization: 

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



 

 

The authorization to buy back shares is typically granted through a special resolution passed by the 

shareholders in a general meeting. 

Sources of Funds: 

The buyback of shares must be financed through one or more of the following sources: free reserves, 

securities premium account, or proceeds from the issue of any shares or other specified securities. 

Restrictions on Buyback: 

Companies are subject to certain restrictions on the buyback of shares to protect the interests of 

creditors and shareholders. 

The maximum limit for the buyback is set at 25% of the aggregate of the company's paid-up share 

capital and free reserves. 

Companies are prohibited from using borrowed funds or raising fresh debt for the purpose of 

buyback. 

Offer to All Shareholders: 

The buyback offer must be made to all shareholders on a proportionate basis, ensuring equal 

opportunity for all shareholders to participate. 

The company must disclose the details of the buyback offer, including the number of shares to be 

bought back, the price, the methodology for determining the price, and the duration of the offer. 

Escrow Account: 

Companies are required to open a separate bank account, called the "Escrow Account," for 

depositing the consideration for the shares accepted under the buyback offer. 

The amount in the Escrow Account can only be utilized for the purpose of buying back shares. 

Timeframe: 

The buyback offer must remain open for a minimum period of 15 days and a maximum period of 3 

months, as prescribed by the Companies Act. 

Once the buyback offer is complete, the company must extinguish and physically destroy the shares 

bought back within seven days. 

Reporting and Disclosures: 

Companies are required to file a return of buyback with the Registrar of Companies within 30 days of 

the completion of the buyback offer. 

The return of buyback includes details such as the number and nominal value of shares bought back, 

the price paid, the consideration utilized, and other prescribed information. 

It's important to note that the provisions regarding buyback of securities can vary among 

jurisdictions, and companies must comply with the specific rules and regulations of the jurisdiction 

in which they are incorporated. Therefore, it is advisable to consult the relevant company law and 

seek professional advice to ensure compliance with the statutory provisions and procedures specific 

to the jurisdiction.  

 



 

 

Q3 c Differentiate between Right Shares and Bonus Shares. 

Ans. Right Shares and Bonus Shares are two common methods through which companies distribute 

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

Definition: 

Right Shares: Right shares are new shares offered by a company to its existing shareholders in 

proportion to their existing shareholding. The company provides the shareholders with the right to 

purchase additional shares at a predetermined price within a specified time frame. 

Bonus Shares: Bonus shares, also known as scrip dividends or capitalization issues, are additional 

shares issued by a company to its existing shareholders for free. These shares are distributed to the 

shareholders as a bonus based on their current shareholding. 

Purpose: 

Right Shares: The purpose of offering right shares is to raise additional capital for the company. By 

issuing right shares, the company allows existing shareholders to invest more in the company's 

growth and maintain their proportionate ownership. 

Bonus Shares: Bonus shares are issued by a company as a way to reward its shareholders. Instead of 

paying a cash dividend, the company distributes additional shares to its shareholders as a gesture of 

sharing its profits and increasing the total number of shares held. 

Price: 

Right Shares: Right shares are offered at a predetermined price, which is typically lower than the 

prevailing market price. The price is determined by the company based on various factors such as 

market conditions, valuation, and regulatory requirements. 

Bonus Shares: Bonus shares are issued to shareholders for free, meaning there is no additional cost 

involved for the existing shareholders to receive the bonus shares. 

Dilution of Ownership: 

Right Shares: When existing shareholders exercise their right to purchase additional shares, their 

proportionate ownership in the company remains the same. However, if some shareholders do not 

exercise their rights, their ownership percentage may be diluted. 

Bonus Shares: Bonus shares do not affect the proportionate ownership of the existing shareholders. 

The additional shares are distributed among the shareholders in proportion to their existing 

shareholding, maintaining their relative ownership stakes. 

Cash Flow Impact: 

Right Shares: When shareholders exercise their right to purchase additional shares, they need to pay 

the predetermined price for the right shares, which impacts their cash flow. 

Bonus Shares: Bonus shares do not require any cash outflow from the shareholders as the shares are 

distributed for free. The company utilizes its accumulated profits or reserves to issue the bonus 

shares. 

In summary, right shares involve offering existing shareholders the opportunity to purchase 

additional shares at a predetermined price to raise capital, while bonus shares are free additional 



 

 

shares given to shareholders as a reward or gesture of sharing profits. Right shares involve a cost to 

the shareholders, while bonus shares are issued without any additional cost. 

 

 

Q4 a. Under what circumstances a director is deemed to have vacated the office of directorship? 

Ans. A director of a company may be deemed to have vacated the office of directorship under 

various circumstances. The specific circumstances can vary based on the company's Articles of 

Association, applicable company laws, and any contractual agreements in place. Here are some 

common circumstances under which a director may be deemed to have vacated their office: 

Expiration of Term: 

If the director's appointment is for a fixed term, their office may be deemed to be vacated upon the 

expiration of that term, unless they are reappointed or their appointment is extended. 

Resignation: 

A director may voluntarily resign from their position by submitting a resignation letter or by notifying 

the company in accordance with the procedures specified in the Articles of Association. 

Upon receipt of the resignation, the director's office will be deemed to be vacated as per the 

effective date mentioned in the resignation notice or as per the applicable laws or company 

regulations. 

Removal by Shareholders: 

Shareholders of a company may have the power to remove a director from office by passing a special 

resolution or through a mechanism prescribed by the company's Articles of Association. 

If a resolution for the removal of a director is duly passed, the director's office will be deemed to be 

vacated upon the passing of the resolution or as per the effective date specified in the resolution. 

Disqualification: 

A director may be disqualified from holding office due to certain legal or regulatory reasons. 

Disqualification can occur if a director is convicted of certain offenses, becomes bankrupt, is declared 

of unsound mind, or is disqualified by a regulatory authority or court order. 

Breach of Legal Obligations: 

If a director breaches their legal obligations, such as fiduciary duties, statutory duties, or duties of 

care and skill, they may be deemed to have vacated their office. 

Breach of duties could include engaging in fraudulent activities, conflicts of interest, negligence, or 

acting outside the scope of authority. 

Death: 

In the unfortunate event of a director's death, their office is deemed to be vacated immediately upon 

their passing. 



 

 

It is important to note that the specific circumstances and procedures for a director to vacate their 

office may vary depending on the jurisdiction and applicable company laws. It is advisable to consult 

the relevant company law and seek professional legal advice to ensure compliance with the specific 

rules and regulations of the jurisdiction where the company is incorporated.  

 

 

Q4 b "A faulty notice of the meeting can be fatal to the validity of a meeting." Explain. 

Ans. A faulty notice of a meeting refers to a notice that does not comply with the requirements 

prescribed by company laws or the company's Articles of Association. Such a notice can have 

significant implications on the validity of the meeting. Here's an explanation of why a faulty notice 

can be considered fatal to the validity of a meeting: 

Legal Requirements: 

Company laws and Articles of Association often stipulate specific requirements regarding the 

content, timing, and manner of giving notice for a meeting. 

These requirements are designed to ensure that all shareholders or members have sufficient 

information and time to prepare for and attend the meeting, and to protect their rights and interests. 

Notice as a Fundamental Right: 

Notice of a meeting is a fundamental right of shareholders or members, as it provides them with the 

opportunity to participate in the decision-making process and exercise their voting rights. 

Faulty notice undermines this right and may deprive individuals of their ability to attend, participate, 

or vote at the meeting. 

Validity of Resolutions: 

The decisions made at a meeting, such as passing resolutions or making binding decisions, are 

subject to the requirement that the meeting itself is valid. 

A faulty notice can cast doubt on the validity of the meeting, and consequently, the resolutions 

passed during that meeting may be deemed invalid or challengeable. 

Fairness and Transparency: 

The purpose of giving proper notice is to ensure fairness, transparency, and the proper functioning of 

the decision-making process within the company. 

Faulty notice undermines these principles and may raise concerns about the integrity of the meeting 

and the decisions made therein. 

Legal Consequences: 

If a meeting is held without proper notice, it may be susceptible to legal challenges and deemed 

invalid by the court. 

Shareholders or members who were not properly notified may bring legal action to invalidate the 

decisions made at the meeting, and the court may uphold their claims if it finds that the faulty notice 

substantially prejudiced their rights. 



 

 

Remedies: 

In some cases, if a faulty notice is identified before the meeting takes place, the company may be 

able to rectify the situation by issuing a corrected notice and rescheduling the meeting. 

However, if the meeting has already taken place and faulty notice is discovered later, the 

repercussions can be more severe, and the decisions made at the meeting may be at risk of being 

invalidated. 

In conclusion, a faulty notice of a meeting can have serious consequences as it compromises the 

rights of shareholders or members, raises concerns about fairness and transparency, and may render 

the meeting and the resolutions passed therein invalid. It is crucial for companies to adhere to the 

legal requirements and ensure that proper notice is given to all stakeholders to maintain the validity 

and integrity of the meeting process.  

 

 

Q4 c Explain the rules with regard to appointment of small shareholder's director. 

Ans. The appointment of a Small Shareholder's Director is a provision under the Companies Act that 

allows small shareholders to have representation on the board of directors. Here are the key rules 

related to the appointment of a Small Shareholder's Director: 

Eligibility: 

The Companies Act sets certain criteria to qualify as a small shareholder. 

Generally, a small shareholder is defined as a person who holds shares of nominal value not 

exceeding a certain limit as specified in the Act (e.g., Rs. 20,000 or 2% of the total share capital). 

Small shareholders must have held these shares for a certain continuous period, usually not less than 

one year preceding the date of appointment. 

Number of Directors: 

The Companies Act specifies that small shareholders are entitled to appoint at least one director, 

known as the Small Shareholder's Director, to represent their interests on the board. 

The Act usually requires a company to have a minimum number of small shareholders, such as one 

thousand small shareholders, to exercise their right to appoint a director. 

Appointment Process: 

Small shareholders have the right to nominate a person as their representative director. 

The nomination process typically involves submitting a written nomination to the company within a 

specified timeframe before the annual general meeting (AGM) or other relevant meetings. 

The nomination must include relevant details of the nominee, such as name, address, qualifications, 

experience, and consent to act as a director. 

Shareholder Approval: 

The appointment of a Small Shareholder's Director must be approved by the shareholders. 



 

 

The approval is typically obtained through a resolution passed at the AGM or an extraordinary 

general meeting (EGM). 

The resolution is usually an ordinary resolution, requiring a simple majority of votes cast by the small 

shareholders. 

Tenure: 

The tenure of a Small Shareholder's Director is typically aligned with the tenure of other directors on 

the board, which is usually three years. 

However, the director is eligible for reappointment or re-election by the small shareholders upon 

completion of their tenure, subject to the provisions of the Companies Act and the company's 

Articles of Association. 

Rights and Responsibilities: 

The Small Shareholder's Director has the same rights and responsibilities as other directors on the 

board. 

They have the authority to participate in board meetings, express their opinions, vote on matters, 

and fulfill their fiduciary duties to act in the best interests of the company. 

It's important to note that the specific rules and procedures for the appointment of Small 

Shareholder's Directors may vary among jurisdictions, and companies must comply with the 

applicable provisions of the Companies Act and other relevant regulations. Therefore, it is advisable 

to consult the relevant company law and seek professional advice to ensure compliance with the 

specific rules and requirements for appointing Small Shareholder's Directors in the relevant 

jurisdiction.  

 

OR 

 

Q4 a Explain the provisions of Companies Act regarding appointment of proxy. 

Ans. The appointment of a proxy is a provision under the Companies Act that allows shareholders to 

appoint someone to attend and vote on their behalf at general meetings of the company. Here are 

the key provisions regarding the appointment of a proxy: 

Proxy Eligibility: 

Any person who is eligible to be a member or shareholder of the company can appoint a proxy. 

In some jurisdictions, certain restrictions may apply, such as minors or persons of unsound mind 

being ineligible to act as proxies. 

Appointment Process: 

A shareholder wishing to appoint a proxy must complete a prescribed proxy form provided by the 

company. 

The proxy form should contain the necessary details of the shareholder, such as name, address, and 

shareholding information. 



 

 

The shareholder must sign the proxy form or otherwise authenticate it in a manner permitted by the 

Companies Act. 

Notice to the Company: 

The appointment of a proxy must be communicated to the company within the specified timeframe 

mentioned in the notice of the meeting. 

The proxy form must be delivered to the company's registered office or any other designated 

location as mentioned in the notice. 

Revocation or Amendment: 

A shareholder has the right to revoke or amend the appointment of a proxy by submitting a notice of 

revocation or amendment to the company before the meeting. 

The revocation or amendment notice should be in writing and delivered to the company in 

accordance with the procedures specified in the Companies Act. 

Proxy's Authority: 

The proxy appointed by a shareholder has the authority to attend the general meeting on behalf of 

the shareholder. 

The proxy has the power to vote on the resolutions put forth at the meeting based on the 

instructions given by the shareholder in the proxy form. 

If specific instructions are not provided, the proxy may exercise their discretion in voting on behalf of 

the shareholder. 

Proxy Form Deposit: 

The Companies Act may require shareholders to deposit their proxy forms within a specific 

timeframe before the meeting. 

Failure to deposit the proxy form within the stipulated time may result in the proxy not being able to 

exercise the voting rights on behalf of the shareholder. 

Chairman's Right to Demand Evidence: 

The Chairman of the meeting has the right to demand evidence of the proxy's appointment or the 

authority of the person claiming to act as a proxy. 

The Chairman may request the proxy form or any other supporting documents to verify the 

authenticity of the appointment. 

It's important to note that the specific provisions regarding the appointment of proxies may vary 

among jurisdictions and can be subject to the specific requirements mentioned in the Companies Act 

of the relevant country. Therefore, it is advisable to refer to the applicable company law and seek 

professional advice to ensure compliance with the specific rules and procedures for appointing 

proxies in the relevant jurisdiction.  

 

 

Q4 b Distinguish between Whole Time Director and a Managing Director. 



 

 

Ans. Whole Time Director and Managing Director are both key positions in a company's management 

structure, but they have distinct roles and responsibilities. Here's a comparison between the two: 

Whole Time Director: 

Definition: A Whole Time Director is a director who is employed by the company on a full-time basis 

and is involved in the day-to-day management and operations of the company. 

Appointment: Whole Time Directors are appointed by the Board of Directors and may also require 

approval from the shareholders. 

Role and Responsibilities: 

Active Management: Whole Time Directors actively participate in the management and decision-

making processes of the company. 

Operational Duties: They handle specific areas of management, such as finance, operations, 

marketing, or administration, as assigned by the Board. 

Execution of Policies: Whole Time Directors execute the policies and strategies formulated by the 

Board. 

Reporting: They regularly report to the Board on operational matters, financial performance, and 

other significant aspects of the company's activities. 

Fiduciary Duties: Whole Time Directors owe fiduciary duties to the company and must act in its best 

interests. 

Managing Director: 

Definition: A Managing Director is a director who holds the most senior executive position in the 

company and is responsible for overall management and administration. 

Appointment: The appointment of a Managing Director is typically governed by the Articles of 

Association of the company and requires approval from the Board of Directors and sometimes 

shareholders. 

Role and Responsibilities: 

Leadership: The Managing Director provides leadership and sets the strategic direction for the 

company, working closely with the Board. 

Overall Management: They oversee the day-to-day operations, ensuring effective coordination 

among various departments and functions. 

External Representation: Managing Directors often represent the company in dealings with external 

stakeholders, such as investors, regulators, and business partners. 

Board Relationship: They facilitate communication and collaboration between the Board of Directors 

and the company's management. 

Fiduciary Duties: Like other directors, Managing Directors have fiduciary duties to act in the 

company's best interests and exercise due care and diligence. 

Distinguishing Factors: 



 

 

Authority: While both positions have significant decision-making authority, the Managing Director 

generally has broader powers and greater authority in shaping the company's strategy. 

Legal Requirements: Some jurisdictions may have specific legal requirements or restrictions 

regarding the appointment and qualifications of Managing Directors, which may not apply to Whole 

Time Directors. 

Independence: Managing Directors are often more independent and have a higher level of 

autonomy compared to Whole Time Directors, who work under the supervision and direction of the 

Board. 

Legal Status: The position of Managing Director is often specifically recognized and regulated by 

company laws, whereas Whole Time Directors may be considered a broader category that includes 

various types of full-time directors. 

It's important to note that the specific roles and responsibilities of Whole Time Directors and 

Managing Directors may vary based on the company's Articles of Association, applicable laws, and 

the specific circumstances of each company. Therefore, it is advisable to refer to the relevant 

company law and seek professional advice to understand the precise distinctions and obligations 

associated with these positions in a particular jurisdiction.  

 

 

Q4 c Write a note on "voting by electronic means." 

Ans. Voting by electronic means refers to the process of conducting voting in a company's general 

meetings or other shareholder meetings through electronic platforms or technology. It allows 

shareholders to cast their votes remotely and electronically, eliminating the need for physical 

presence at the meeting venue. Here are some key points to consider regarding voting by electronic 

means: 

Legal Framework: 

Many jurisdictions have recognized the importance of technological advancements and have 

incorporated provisions in their company laws to facilitate electronic voting. 

The Companies Act or similar legislation in a particular country may include provisions related to 

electronic voting, specifying the procedures and safeguards for its implementation. 

Electronic Voting Platforms: 

Companies that choose to adopt electronic voting utilize specialized electronic voting platforms or 

software. 

These platforms provide a secure and efficient mechanism for shareholders to cast their votes, 

ensuring accuracy, transparency, and confidentiality. 

Shareholder Access: 

Electronic voting enables shareholders to participate in the decision-making process without being 

physically present at the meeting venue. 



 

 

Shareholders can access the electronic voting platform using secure login credentials provided by the 

company or through a designated online portal. 

Pre-meeting and Real-time Voting: 

Electronic voting systems typically allow shareholders to cast their votes in advance of the meeting, 

during the meeting, or both. 

Pre-meeting voting enables shareholders to cast their votes on agenda items before the meeting 

takes place, allowing for greater convenience and flexibility. 

Real-time voting allows shareholders to cast their votes during the meeting, responding to proposals 

or resolutions as they are presented. 

Verification and Security: 

Electronic voting platforms incorporate robust security measures to ensure the integrity of the voting 

process. 

Encryption techniques, digital signatures, and authentication protocols are commonly employed to 

safeguard shareholder data and prevent unauthorized access or tampering. 

Transparency and Auditability: 

Electronic voting systems provide transparency and auditability by maintaining an electronic record 

of all votes cast. 

The electronic records serve as an accurate and verifiable source of voting results, facilitating the 

verification and certification of the outcomes. 

Regulatory Compliance: 

Companies adopting electronic voting methods must ensure compliance with applicable legal and 

regulatory requirements. 

They should adhere to data protection and privacy regulations, cybersecurity guidelines, and any 

specific regulations governing electronic voting practices. 

Shareholder Communication and Education: 

Companies using electronic voting should adequately communicate the process to shareholders, 

providing clear instructions and technical support. 

Shareholders should be informed of the availability of electronic voting options, the deadlines for 

voting, and any relevant guidance on using the electronic voting platform. 

It is important for companies to consider the specific legal requirements and regulatory framework 

of their jurisdiction when implementing electronic voting. They should also assess the technological 

infrastructure, security measures, and logistical aspects to ensure the smooth and effective 

implementation of electronic voting processes.  

 

 

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



 

 

Ans. A company may be wound up compulsorily by the National Company Law Tribunal (NCLT) under 

certain circumstances. The circumstances under which a company may be subject to compulsory 

winding up by the NCLT are as follows: 

Inability to Pay Debts: 

If the company is unable to pay its debts, a creditor or creditors who are owed a minimum amount, 

as specified in the Companies Act, may file a petition for the winding up of the company. 

The NCLT may order the winding up of the company if it is satisfied that the company is unable to pay 

its debts. 

Default in Compliance: 

If the company fails to comply with the statutory requirements or provisions of the Companies Act, 

such as not holding annual general meetings (AGMs) or not filing annual financial statements and 

annual returns for a continuous period of two years, it may be subject to compulsory winding up. 

The Registrar of Companies or any aggrieved person may file a petition before the NCLT seeking the 

winding up of the company on the grounds of non-compliance. 

Oppression and Mismanagement: 

If the affairs of the company are conducted in a manner oppressive to any member or members, or 

in a manner prejudicial to the interests of the company, the NCLT may order the winding up of the 

company on a petition filed by the aggrieved party. 

Similarly, if there is a case of mismanagement or any other circumstances where the interests of the 

company are prejudiced, a petition for winding up may be filed. 

Special Resolution: 

The NCLT may order the winding up of a company if the company passes a special resolution for 

winding up. 

This may happen, for example, if the company has achieved its specific purpose or project for which 

it was formed, and the members decide to wind up the company. 

Public Interest: 

If the NCLT is of the opinion that it is just and equitable to wind up the company in the interest of the 

public or for any other reason, it may pass an order for the compulsory winding up of the company. 

It's important to note that the circumstances and grounds for compulsory winding up may vary 

among jurisdictions, and the Companies Act or relevant legislation of the particular country should 

be consulted for specific provisions and requirements. The process of compulsory winding up 

involves filing a petition before the NCLT, providing the necessary evidence and documentation, and 

following the prescribed legal procedures.  

 

 

Q5 b Examine the salient features of the Depository Act 1996. 



 

 

Ans. The Depositories Act, 1996 is an important legislation in India that regulates the functioning of 

depositories and facilitates the electronic holding and transfer of securities. Here are the salient 

features of the Depositories Act, 1996: 

Establishment of Depositories: 

The Act provides for the establishment of depositories, which are entities responsible for holding and 

maintaining securities in electronic form. 

Two depositories, namely the National Securities Depository Limited (NSDL) and the Central 

Depository Services Limited (CDSL), are currently operational in India. 

Dematerialization of Securities: 

The Act facilitates the dematerialization of securities, whereby physical securities such as share 

certificates and bonds are converted into electronic form. 

Securities held in dematerialized form can be transferred, traded, and pledged electronically, 

eliminating the need for physical handling and paperwork. 

Functions and Powers of Depositories: 

Depositories are authorized to open and maintain accounts of securities holders, known as beneficial 

owners, in electronic form. 

They have the power to transfer securities between accounts, facilitate transactions, and maintain 

records of ownership and transactions in a secure and efficient manner. 

Participants in the Depository System: 

The Act provides for different categories of participants in the depository system, including 

depository participants (DPs), who act as intermediaries between the depositories and the beneficial 

owners. 

DPs are entities authorized by the depositories to provide depository-related services to investors, 

such as account opening, maintenance, and transaction facilitation. 

Transfer and Pledging of Securities: 

The Act enables seamless transfer of securities held in dematerialized form through electronic book 

entries, thereby facilitating faster and efficient transfer of ownership. 

It also allows for the creation and enforcement of pledges and hypothecations of dematerialized 

securities. 

Investor Protection: 

The Act provides for mechanisms to protect the rights and interests of investors in the depository 

system. 

It includes provisions for rectification of errors, redressal of grievances, and the establishment of 

investor protection funds to compensate for losses due to the negligence of depositories or 

participants. 

Regulatory Oversight: 



 

 

The Securities and Exchange Board of India (SEBI) exercises regulatory oversight over the functioning 

of depositories and their participants. 

SEBI has the power to prescribe regulations, issue guidelines, and monitor compliance with the 

provisions of the Depositories Act. 

Legal Recognition of Electronic Securities: 

The Act provides legal recognition to securities held in electronic form and treats them on par with 

physical securities. 

Electronic records maintained by the depositories are considered as evidence in legal proceedings. 

The Depositories Act, 1996 has played a significant role in transforming the securities market in India 

by promoting the dematerialization and electronic trading of securities. It has facilitated greater 

efficiency, transparency, and convenience in the holding and transfer of securities, contributing to 

the development of a robust capital market infrastructure in the country.  

 

 

Q5 c What are the provisions of the Companies Act 2013 regarding the appointment of auditors? 

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

companies. The key provisions related to the appointment of auditors are as follows: 

Appointment of First Auditor: 

The first auditor of a company is appointed by the Board of Directors within 30 days of the date of 

incorporation. 

If the Board fails to appoint the first auditor, the company's members can do so within 90 days at an 

extraordinary general meeting. 

Tenure of Auditors: 

The appointment of auditors is generally for a period of 5 consecutive years. 

A company can reappoint the existing auditor or appoint a new auditor for a maximum of two 

additional terms of 5 years each. 

After the completion of the maximum term, a cooling-off period of 5 years is required before the 

same auditor can be reappointed. 

Rotation of Auditors: 

Certain classes of companies are required to rotate their auditors to promote independence and 

transparency. 

Listed companies, certain prescribed classes of companies, and their holding and subsidiary 

companies are subject to mandatory auditor rotation. 

The Act specifies the maximum tenure for auditors and provides guidelines for the transition and 

rotation of auditors. 

Special Resolution for Non-Rotation: 



 

 

If a company desires to retain the same auditor beyond the maximum prescribed tenure, it must 

obtain a special resolution passed by shareholders, along with certain specified conditions. 

Eligibility and Qualifications: 

The Act prescribes certain eligibility criteria and qualifications for individuals or firms to be appointed 

as auditors. 

Auditors must be qualified chartered accountants or firms of chartered accountants registered with 

the Institute of Chartered Accountants of India (ICAI). 

Removal of Auditors: 

The Act provides a procedure for the removal of auditors before the expiry of their term. 

The removal requires a special resolution passed by shareholders and prior approval from the Central 

Government, if applicable. 

Audit Committee: 

Certain classes of companies are required to constitute an Audit Committee comprising a majority of 

independent directors. 

The Audit Committee plays a crucial role in overseeing the appointment, performance, and 

independence of auditors. 

It's important to note that specific requirements and provisions regarding the appointment of 

auditors may vary based on the type of company, its size, and other applicable regulations. 

Therefore, it is advisable to refer to the Companies Act, 2013 and related rules and regulations for 

detailed and up-to-date provisions on the appointment of auditors in India. 

 

 

OR 

 

Q5 a Define the term "book of account". Discuss the provisions for the maintenance of the book of 

account under the Companies Act 2013. 

Ans. The term "book of account" refers to the set of financial records and documents that a company 

maintains to record its financial transactions, activities, and financial position. It includes various 

books, registers, ledgers, and supporting documents that provide a comprehensive and accurate 

representation of a company's financial affairs. 

Under the Companies Act, 2013 in India, there are provisions regarding the maintenance of books of 

account by companies. The key provisions are as follows: 

Mandatory Maintenance: 

Every company is required to maintain proper books of account on an accrual basis, which should 

give a true and fair view of the company's financial position. 

The books of account should be maintained at the registered office of the company or at such other 

place as the Board of Directors deems fit. 



 

 

Contents of Books of Account: 

The books of account should contain entries pertaining to all receipts and payments of money, sales 

and purchases of goods, assets and liabilities, and other financial transactions. 

They should also include records of the company's assets, inventories, debtors, creditors, loans, 

investments, and other financial matters. 

Compliance with Accounting Standards: 

The books of account should comply with the accounting standards issued by the Institute of 

Chartered Accountants of India (ICAI) or any other prescribed accounting standards. 

Companies are required to prepare their financial statements in accordance with the applicable 

accounting standards. 

Retention Period: 

The books of account should be preserved for a minimum period of 8 years from the end of the 

financial year to which they relate. 

In case of pending legal proceedings or investigation, the books of account should be preserved until 

the conclusion of such proceedings. 

Inspection and Accessibility: 

The books of account should be open for inspection by the company's directors, auditors, and other 

authorized persons. 

The company's auditors have the right to access and examine the books of account during their 

audit. 

Penalties for Non-Compliance: 

Failure to maintain proper books of account or non-compliance with the provisions regarding the 

maintenance of books of account can lead to penalties and legal consequences for the company and 

its officers. 

It's important to note that the Companies Act, 2013 also prescribes additional requirements and 

provisions for the preparation and presentation of financial statements, appointment of auditors, 

and audit requirements to ensure transparency, accuracy, and accountability in financial reporting by 

companies. Companies should adhere to these provisions and seek professional advice to ensure 

compliance with the applicable requirements.  

 

 

Q5 b What is meant by "inability to pay debts"? Can a company be wound up on this ground? 

Discuss. 

Ans. "Inability to pay debts" refers to a situation where a company is unable to meet its financial 

obligations and pay its debts as they become due. It signifies a state of financial distress or insolvency 

where the company's assets are insufficient to cover its liabilities. 



 

 

Yes, a company can be wound up on the ground of inability to pay debts. The Companies Act, 2013 

in India provides provisions for the compulsory winding up of a company by the National Company 

Law Tribunal (NCLT) if it is satisfied that the company is unable to pay its debts. 

The Act specifies two tests to determine the inability to pay debts: 

The Outstanding Debt Test: 

If a company has a debt exceeding a specified amount (currently INR 1 lakh) and fails to pay the debt 

within 21 days from the date of receipt of a statutory notice demanding payment, it is deemed to be 

unable to pay its debts. 

The Cash Flow Test: 

If a company is unable to pay its debts when they become due in the ordinary course of business, it 

is considered to be unable to pay its debts. 

Once the NCLT is satisfied that a company is unable to pay its debts, it may pass an order for the 

compulsory winding up of the company. The winding-up process involves the realization and 

distribution of the company's assets to satisfy its debts and liabilities. 

It's important to note that the inability to pay debts is a significant ground for winding up a company, 

but it is not the only ground. There are other grounds for compulsory winding up, such as default in 

compliance, oppression and mismanagement, special resolution by shareholders, and public interest. 

The NCLT evaluates the circumstances of each case and decides whether the company should be 

wound up based on the evidence and merits presented before it. 

It is advisable for companies facing financial difficulties to seek professional advice and explore 

alternative options such as restructuring, debt repayment plans, or voluntary liquidation, if 

appropriate, to avoid the potential consequences of compulsory winding up.  

 

 

Q5 c What is the process of dematerialization of shares? Can These may be rematerialised ? 

Ans. The process of dematerialization of shares involves converting physical share certificates into 

electronic or dematerialized form. It enables shareholders to hold and trade their shares in electronic 

format through a depository system. In India, the two depositories responsible for dematerialization 

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

(CDSL). 

Here is a general overview of the process of dematerialization: 

Opening a Demat Account: 

Shareholders need to open a Demat Account with a Depository Participant (DP), which could be a 

bank, financial institution, or brokerage firm. 

The Demat Account acts as a digital repository for holding the dematerialized securities. 

Submitting Dematerialization Request: 

Shareholders submit a dematerialization request to their DP by filling out a Dematerialization 

Request Form (DRF). 



 

 

The DRF contains details such as the name of the company, share certificate numbers, distinctive 

numbers, quantity, and other relevant information. 

Verification and Forwarding: 

The DP verifies the details provided in the DRF and ensures that the shares are eligible for 

dematerialization. 

Once verified, the DP forwards the DRF to the respective company's Registrar and Transfer Agent 

(RTA) for further processing. 

Confirmation and Cancellation of Shares: 

The RTA verifies the details, cancels the physical share certificates, and updates the electronic 

records. 

The cancelled physical share certificates are defaced or marked as dematerialized to indicate their 

conversion into electronic form. 

Crediting Dematerialized Shares: 

Upon successful completion of the dematerialization process, the dematerialized shares are credited 

to the shareholder's Demat Account. 

The shareholder receives an electronic statement or holding confirmation reflecting the 

dematerialized shares. 

As for rematerialization, it is the process of converting electronic shares back into physical 

certificates. While the primary intention of dematerialization is to eliminate physical share 

certificates, in certain exceptional cases, shareholders may request the rematerialization of their 

dematerialized shares. 

The process of rematerialization typically involves submitting a Rematerialization Request Form 

(RRF) to the DP, who forwards it to the respective company's RTA. The RTA verifies the details and 

issues physical share certificates to the shareholder. 

It's important to note that the option for rematerialization may vary based on the regulations and 

policies of the depository and the specific requirements of the company. In most cases, 

dematerialized shares are intended to be held and traded electronically to facilitate ease, efficiency, 

and security in share ownership and transactions. 


