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THE COMPANIES ACT, 2013  

(Section 123 to 127) 

 

 

 Dividends 
 

    
What is Dividend? 

 Dividend refers to a reward or cash which a company gives to its 

shareholders 

 The profit of a company, which is not retained in the business and is 

distributed among the shareholders in proportion to the amount paid-up 

on the shares held by them. 

 

Types of Dividend? 

 Interim dividend is one that is declared and paid between two Annual General 

Meeting (propose and approve by Board of directors ) 
 

 Final dividend  declared by the board of directors, at the company's Annual 

General Meeting, after the close of financial year (propose by Board of directors 

& approve by shareholders) 

Important point: - Section 8 Company [Non-Profit Organisation] are prohibited to pay any 

dividend to its members 
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Dividend can be paid by a company from 

1) Profits of current financial year (after providing for depreciation) 

2) Profits of the company for any previous financial year 

3) Money/Grants provided by the Central Govt. or State Govt. 

 

 

 

Rule 3 of the Companies (Declaration and Payment of Dividend) Rules, 2014 

 

Inadequacy or absence of profits in any year, a company may declare 

dividend out of free reserves  

 

Following conditions shall be fulfilled before declaring dividend out of 

reserves 

1) Rate of dividend declared shall not exceed the average of the rates at which dividend 

was declared by it in the 3 years immediately preceding that year (1+2+3/3) 

2) Total amount to be drawn from such accumulated profits shall not exceed one tenth 

of the sum of its paid-up share capital and free reserves (10% of PSC + FR) 

3) The amount so drawn shall first be utilised to set off the losses 

4) The balance of reserves after such withdrawal shall not fall below 15% of its paid up 

share capital 
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IMPORTANTS POINTS 

 The amount of the dividend shall be deposited in a scheduled bank in a 

separate account within five days from the date of declaration of such 

dividend 

 Dividends that are payable to the registered shareholder or to his 

representative or his bankers in cash may be paid by cheque or warrant or 

in any electronic mode 

 A company which fails to comply with the provisions of sections 73 and 74 

shall not, so long as such failure continues, declare any dividend on its 

equity shares. 

 

 

 

 

 Where a dividend has been declared by a company but has not been 

paid or claimed within thirty days, it shall be deposited to special 

account to be opened by the company in any scheduled bank to be 

called the Unpaid Dividend Account within seven days from the date of 

expiry of thirty days 
 

 If any default is made in transferring the total amount to the Unpaid 

Dividend Account of the company, it shall pay at the rate of twelve per 

cent Interest , from the date of such default, (after 7 days) 

 

 Any person claiming to be entitled to any money transferred to the 

Unpaid Dividend Account of the company may apply to the company for 

payment of the money claimed. 
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 Any money transferred to the Unpaid Dividend Account of a company 

which remains unpaid or unclaimed for a period of seven years shall be 

transferred by the company along with interest accrued, if any, thereon 

to the Fund established under sub-section (1) of section 125 Investor 

Education and Protection Fund (IEPF) 

 

 All shares in respect of which unpaid or unclaimed dividend has been 

transferred shall also be transferred by the company in the name of 

Investor Education and Protection Fund  

 

 

 

 

 The Central Government shall establish a Fund to be called the Investor Education and 

Protection Fund 

 The amount shall be remitted into the specified branches of State Bank of India or any 

other nationalized bank along with challan (in triplicate) within a period of 90 days of 

such amount becoming due to be credited to the IEPF (after 7 years completed) 

 The Central Government shall constitute, by notification, an authority for 

administration of the Fund consisting of a chairperson and such other members, not 

exceeding seven and a chief executive officer, as the Central Government may appoint 

 

There shall be credited to the Fund 

 Amount given by the Central Government by way of grants 

 Donations given to the Fund by the Central Government, State Governments, companies or 

institution 

 The amount in the Unpaid Dividend Account of companies transferred to the Fund  

 Interest or other income received out of investments made from the Fund 
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 The application money received by companies for allotment of any securities and due for      

refund 

 Matured deposits with companies other than banking companies; 

 Matured debentures with companies 

 Redemption amount of preference shares remaining unpaid or unclaimed for seven or 

more years 

 Such other amount as may be prescribed 

 

 

The Fund shall be utilised for:-  
 

 The refund in respect of unclaimed dividends, matured deposits, matured 

debentures, the application money due for refund and interest thereon; 

 Promotion of investors’ education, awareness and protection 

 Distribution of any disgorged amount among eligible and identifiable applicants 

for shares or debentures, shareholders, debenture-holders or depositors who 

have suffered losses due to wrong actions by any person, in accordance with the 

orders made by the Court which had ordered disgorgement 

 Reimbursement of legal expenses incurred in pursuing class action suits under 

sections 37 and 245 by members, debenture-holders or depositors as may be 

sanctioned by the Tribunal; 

 Any other purpose incidental thereto 
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Where any instrument of transfer of shares has been delivered to any 

company for registration and the transfer of such shares has not been 

registered by the company, it shall:- 
 

 Transfer the dividend in relation to such shares to the Unpaid Dividend Account 

referred to in section 124 unless the company is authorised by the registered holder 

of such shares in writing to pay such dividend to the transferee specified in such 

instrument of transfer; and 

 

 keep in abeyance in relation to such shares, any offer of rights shares under clause 

(a) of sub-section (1) of section 62 and any issue of fully paid-up bonus shares in 

pursuance of first proviso to sub-section (5) of section 123. 

 

 

 

 
 

 

 
 

Where a dividend has been declared by a company but has not been paid or 

the warrant in respect thereof has not been posted within thirty days from the 

date of declaration to any shareholder entitled to the payment of the dividend 

 Every director of the company shall, if he is knowingly a party to the 

default, be punishable with imprisonment which may extend to two years 

 He shall also be liable for a fine which shall not be less than 1,000 rupees 

for every day during which such default continues 

 The company shall also be liable to pay simple interest at the rate of 18% 

p.a. during the period for which such default continues 
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Exceptions 

 

i. reason of the operation of any law 

ii. where a shareholder has given directions to the company regarding the 

payment of the dividend and those directions cannot be complied with 

and the same has been communicated to him 

iii. where there is a dispute regarding the right to receive the dividend 

iv. dividend has been lawfully adjusted by the company against any sum 

due to it from the shareholder 

v. for any other reason, the failure to pay the dividend within the period 

under this section was not due to any default on the part of the company 

 

 

 

 

 

                                                  SUMMARY  

 

 

123   Declaration of Dividend  

124   Unpaid Dividend Account 

125   Investor Education and Protection Fund  

126   Abeyance  

127   Punishment for Failure to Distribute Dividends  

 

                               


