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Sec 185: Loans to Directors etc 
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Why provision is made? 
Money of the share holders in case of company is entrusted with BOD. And BOD have substantial powers to control 
such money for the purpose of business of company. The BOD also have power to decide to whom company shall 
make loan and advance and power to control the same. So BOD may use this power for their own interest and 
can give loan to themselves or their related persons. In such situation BOD may do fraud regarding repayment of 
loan, interest, payback period, etc. In such situation the funds placed in by shareholders may be mis utilised for 
directors personal interest. Thus the sec 185 places the principal that "Company shall not give loan to any such 
person who can directly or indirectly control such loan.” 

Applicability: 
To all companies 

Bare Text Vs Text for Understanding & Writing in Exam 

185(1): Loans to Directors and specified Person 
No company shall, directly or indirectly, advance any loan, including any loan represented by a book debt to, or give 

any guarantee or provide any security in connection with any loan taken by: 

(a) any director of company, or of a company which is its holding company or any partner or relative of any such director; 

or 

(b) any firm in which any such director or relative is a partner. 

(2) A company may advance any loan including any loan represented by a book debt, or give any guarantee or provide 

any security in connection with any loan taken by any person in whom any of the director of the company is interested, 

subject to the condition that— 

(a) a special resolution is passed by the company in general meeting: 

Provided that the explanatory statement to the notice for the relevant general meeting shall disclose the full particulars 

of the loans given, or guarantee given or security provided and the purpose for which the loan or guarantee or security 

is proposed to be utilised by the recipient of the loan or guarantee or security and any other relevant fact; and 

(b) the loans are utilised by the borrowing company for its principal business activities. 

Explanation.—For the purposes of this section, the expression “to any other person in whom director is interested” 

means— 

(a) any director of the lending company, or of a company which is its holding company or any partner or relative of any 

such director; (The clause can be divided into following 3 parts.) 
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Partner of such director 
 
The point is being 
discussed with following 
point of firm.  

(b) any firm in which any such director or relative is a partner; 

(In addition to the given above point of partner is also 

considered.) So points to be considered as: 

a. Partner of such director. 
b. Firm in which such director is partner. 

 Director Relative 

Partner   
Firm   

 

 
 

(c) any private company of which any such director is a 

director or member; 

  Director Relative 

Private 
Company 

Director   
Member   

 

 
(d) anybody corporate at a general meeting of which not less 

than twenty-five per cent. of the total voting power may 

be exercised or controlled by any such director, or by two 

or more such directors, together; or 

 

 

 
 

(e) any body corporate, the Board of directors, managing 

director or manager, whereof is accustomed to act in 

accordance with the directions or instructions of the 

Board, or of any director or directors, of the lending 

company. 

 
 

(3) Nothing contained in sub-sections (1) and (2) shall apply to— 

(a) the giving of any loan to a managing or whole-time director— 

(i) as a part of the conditions of service extended by the company to all its employees; or 

(ii) pursuant to any scheme approved by the members by a special resolution; or 

(b) a company which in the ordinary course of its business provides loans or gives guarantees or securities for the due 
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repayment of any loan and in respect of such loans an interest is charged at a rate not less than the rate of prevailing 

yield of one year, three years, five years or ten years Government security closest to the tenor of the loan; or 

(c) any loan made by a holding company to its wholly owned subsidiary company or any guarantee given or security 

provided by a holding company in respect of any loan made to its wholly owned subsidiary company; or 

(d) any guarantee given or security provided by a holding company in respect of loan made by any bank or financial 

institution to its subsidiary company: 

Provided that the loans made under clauses (c) and (d) are utilised by the subsidiary company for its principal business 

activities. 

(4) If any loan is advanced or a guarantee or security is given or provided or utilised in contravention of the provisions 

of this section: 

(i) the company shall be punishable with fine which shall not be less than five lakh rupees but which may extend to twenty-

five lakh rupees; 

(ii) every officer of the company who is in default shall be punishable with imprisonment for a term which may extend to 

six months or with fine which shall not be less than five lakh rupees but which may extend to twenty-five lakh rupees; and 

(iii) the director or the other person to whom any loan is advanced or guarantee or security is given or provided in 

connection with any loan taken by him or the other person, shall be punishable with imprisonment which may extend to 

six months or with fine which shall not be less than five lakh rupees but which may extend to twenty-five lakh rupees, or 

with both.’. 

 
-= BOMBERS =- 

1. What is meaning of the words directly or indirectly used in sec 185? 
Ans:  The word directly or indirectly hear means loan by agency or one or more intermediaries. It shall not be 
used to convert to loan which is not loan in common parlance. [Dr.Fredie Ardeshir Mehta Vs. Union of India 
1991 70 Comp Cas 210] Eg. Credit sale etc... 
 
2. Enlist some specific cases with example which are out of preview of sec 185. 
Ans: 

Any loan or advance made to a trust in which directors are trustees  
 
 

Any quasi-loan  
 
 
 

any advance or deposit made in connection with leasing/hire-
purchase transaction 

 
 
 
 

any advance payment of salary given to an employee who is a 
relative of a director as per the rules of the company; [M.R. 
Electronic Components Ltd. v Asst. Registrar of Companies (1987) 61 
Comp Cas 8 (Mad)] 
 

 

any investment made in acquiring residential accommodation for 
director(s) (whether by way of purchase or entering into a lease 
agreement) 

 

house building loan given to a director subject to the guidelines 
issued for that purpose by the Central Government 
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any loan made to a Registered Co-operative Society  
 
 

any loan given by a holding company to any director of its subsidiary 
company 

 
 
 

advance given for services to be rendered or goods to be supplied 
provided it is reasonable and commensurate with the services to be 
rendered or goods to be supplied 

 

Sale of Companies Flat to director on credit basis  
 
 

 
3. Can Sec 185 be retrospectively applied in following cases? 
a. The company gives loan to his corporate law consultant Mr CS. Afterwards Mr. CS is appointed as director of 
the company and loan is still not repaid. 
b. a private company ABC Pvt Ltd to which the section 185 is not applicable gives loan to its director Mr A. 
afterwards it is converted into public company and loan is still not repaid. 
Ans: sec 185 do not have any retrospective effect. Thus few cases of the same are as follows: 

a. Thus loan given to a person before he becomes the director is out of scope of sec 185.  
b. Loan given before company attracts sec 185 is valid even after attracting section 185. 
c. Loan given to any 3rd person will be valid even after he/she becomes specified person afterwards. 
d. Loan given to a body corporate before creation of interest of directors in the same will be valid even 

after creation of interest in such body corporate. 
Etc and many more cases of same type. What required is applicability of the section at the time of giving the 
loan. 
However, if the above loan agreements are amended at the time when the section is applicable then the same 
loan is prohibited as the alteration of the contract is actually novation of the contract. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
5. Which points are to be considered for ensuring the salary advance to relative of the director is not the 
loan? 
Ans: The following points are considered for ensuring salary advance to bonafide employee. 

1. The beneficiary is bonafide employee of the company. 
2. Whether advance given is according to general scheme of advance for all employees. 
3. Amount paid is appropriate to the salary of the employee. 
4. Conditions for repayment. Rate of interest. 
5. Laxity in recovering the advance. 
6. What is the capacity of the person receiving the advance? 

 
6. Whether availing the loan in contravention of section 185 leads to vacation of office? 



Chapter 2 Directors: Meetings of Board & Its Powers 

 

 
© CA Darshan D. Khare 

2.34 

Ans: No granting or availing the loan in contravention of section 185 does not lead to vacation of the office of 
the company. As it is not the situation mentioned in sec 167. 

 

 
 
 
 
 
 
 
 
 
 
 
 

Sec 188:Related Party transactions 

 

 
 

Why this provision is made? 
The BOD have power of the company to enter into any contract on behalf of company. contracts regarding goods, 

Contravention & Consequences: 
1. the company shall be punishable with Rs. 5 lacs - Rs. 25 lacs. 
2. Every person including third person who knowingly a party to any contravention shall be liable 

to fine of Rs.5,00,000 – Rs.25,00,000 or simple imprisonment up to 6 months or both. 
3. All the persons together who knowingly parties to the contravention shall be liable to lending 

company for repayment of loan or any amount paid by company in respect of Guarantee given 
or Security provided by company, jointly and severally. 

4. Where loan is  
a. repaid in full - no imprisonment  
b. repaid in part - imprisonment shall be proportionately reduced 


