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PREFACE

This First Edition of “Practical Learning Serics Corporate and 0.“““' Law™ comes 1o your hands with the
following unique feature for CA Intermediate level New Syllabus applicable from MAY 2024 exam onwards,

This Book from your trusted Padhuka’s publications has been released
abus cxhaustively covers all relevant Corporate and other Law includes
| clause Act with interpretation of Statutes.

e Complete Coverage of Syllabus:
in compliance with ICAT New syll
Companics Act,2013, LLP Act, FEMA, Genera

e Companies Act, 2013: Full Coverage of Companies Act 2013 as per ICAL New Syllabus is given in the
Book, along with rclevant Rules, Practical Questions, Iustrations and Theory Questions for Practice.

Refreshing Format and Structure: All principles / procedures / techniques / concepts and ideas have been

arranged neatly in casy-to-read from, and numbered into Topics / Sub-Topics so that the Student can

understand the subject easily.

s Explanation and Improved Presentation: The presentation in Cth question .h“"' been revisited and
cxplained better, to help the student remember the idcas / concepts / points more casily.

e Questions for Revision: A detailed list of Past Exam Questions in cach Topic / Point / Concept, with the
Para reference for Answers, is appended at the end of every topic, so that the student can correlate the
question and answer, more casily in the examinations.

*  Multiple Choice Questions which is a main component in the Ex_nme contnibuting 30 marks of wmgjlmgc 1%
exclusively dealtwith and topic wise MCQs with answers are included for conceptual clanity and Exam
preparations.

e True or False / Multiple Choice / Practical Questions: A list of True or False Questions, Multiple Choice
Questions and Practical Questions with Hint Answers arc appended in every Chapter, to confirm concept
knowledge, and also to keep in need with the recent exam requirements.

e Chapter Overview: Chapter Overview at the beginning of every Chapter will help the student to navigate
through each Chapter-Topic-Sub-topic-Question in an organized and phascd manner.

e Single Point Referencer: This Book will be a single point reference for Students’ requirements to learn the
subject effectively and perform well in his Exams.

Our sincere thanks to the Institute of Chartered Accountants of India for their permission to give references
to questions from Past Examinations and Revision Test Papers (RTP).

Many thanks to the Users of the Padhuka’s publications for their positive Response, which reflects the benefit:
they have reaped from us, and also their keen interest to reciprocate with constructive suggestions.

I thank the efforts and co-operation of the vanous Service Providers in bringing out this First Edition includin
the support of the Publishers, in quickly getting this Book in the current form.

Constructive Suggestions and Feedback from Users would be highly appreciated, gratefully acknowledged a
suitably incorporated.

With Bes ishes
Chennai 1th Best Wishes

July 2023 G Sekar
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m—— — Company - Bagjc Concepts
Definitions o

Jation to a Company, Means any establishment described as such by the Company. [Sec )

ital’ n‘\mn\ quch part of the capital, which has been called for DQYFRQDE_._[Sec.z(ls)] -2(14)]
~Calledt-Up Cap t.?t « for the purposes of Digital Siqn.\hn_o Certificate means a person who has beergj?ant
“Cetifying Authort ‘Y‘ of the Information Technoloqy Act, 2000 and the Certified Filing Center (CFC) under ¢

~wvhifcate WS < N ;
¥ Covtificaty . interest or lien created on the property or assets of a Company or a
@ MAINS '

T and includes a mortgage [S(;c.2(16)] B .
e mtant” means a Chartered Accountant as defined in Sec.2(1)(b) of the C
“Cm'tf"rf\d A\(z‘flo:u tificate of Practice u/s 6(1) of that Act. [Sec.2(17)]
IS a Ve :,,e Officer” (QE(M_Cans an Officer of a Company, wh.o ha§ been designated a5 sur . [sec-z(ls)]
al OfﬁcérT(CFO) means a person appointed as the Chief Financial Officer of a Company, [SEC,Z(J_Q)]

= gtaﬁﬁraﬁr\_y_iggorporated under this Act or under any previous Company law. [Sec.2(20]

antee” means a Company having the liability of its Members |i
ay respectively undertake to contribute to the Assets of th

~granch office’, N 1L

ed Licence to issy
ea

! he Act. [Rules]

ny of its undertakings or both as

*
L\\‘ “

"fh-““

hartered Accountants Act, 1949

who ho -

“Chief Execult
“~Chief Financi
““Company” means
| imited by Guar

“Company limited

<uch amount as the Members m

E\‘;‘nq \\'ound—up.ﬁ[§__ec.2(;ﬁi)] . _ ' |
“vcompany limited by Shares” means a Company having the liability of its Members limite

3S1° ::,‘,?t‘ if any, unpaid on the Shares respectively held by them.[Sec.2(22)]

QLTI ;7_: [ ¢

e o_ﬁi;anymdat"’" means a person appointed by by the Tribunal as the Company Liquidator in accordance with the

orovisions of Sec. 275 for the winding up of a Company under this Act. [Sec.2(23)] [w.e.f 15.12.2016]
| “Company Secretary” or "Secretary” means a Company Secretary as defined /s 2(1) (c) of the Company Secretaries
Act, 1980 who is appointed by a Company to perform the functions of a Company Secretary under this Act. [Sec.2(24)]
“Company Secretary in practice” means a Company Secretary who is deemed to be in practice u/s 2(2) of the Company
Secretaries Act, 1980. [Sec.2(25)]

"“contributory” means a person liable to cont_ribute towards' the assets of the Company in the event of its Being wound ™
[Sec.2(26)] Note: A person holding fully Paid-Up _Shares ina Cc_)mpany shall be considered as a Contributory, but shall
have no liabilities of a Contributory under the Act whilst retaining rights of such a Contributory.

“Control” shall include the right to appoint majority of the Directors or to control the management or policy decisions
exercisable by a person or persons acting individually or in concert, directly or indirectly, including by virtue of their
Shareholding or management rights or Shareholders agreements or voting agreements or in any other manner [Sec.2(270]

“Cost Accountant” means a Cost Accountant as defined u/s 2(1)(b) of the Cost & Works Accountants Act, 1959 and who holds?\

mited by the Memorandum to
e Company in the event of its

d by the Memorandum to the

valid certificate of practice u/s 6(1) of that Act . [Sec.2(28)]

“Court” means—

(a) the High Court having jurisdiction in relation to the place at which the Registered Office of the Company concerned is
situate, except to the extent to which jurisdiction has been conferred on any District Court or District Courts subordinate
to that High Court under Point (b) below,

(b) the District Court, in cases where the Central Government has, by notification, empowered any District Court to
exercise all or any of the jurisdictions conferred upon the High Court, within the scope of its jurisdiction in respect of a
Company whose Registered Office is situate in the district,

(c) the Court of Session having jurisdiction to try any offence under this Act or under any previous Company Law,

(d) the Special Court established u/s 435, [w.e.f 18.05.2016]

(e) any Metropolitan Magistrate or a Judicial Magistrate of the First Class having jurisdiction to try any offence under
this Act or under any previous Company Law, [Sec.2(29)]

"Debenture” includes Debenture Stock, Bonds or any other instrument of a Company evidencing a Debt, whether

constituting a charge on the assets of the Company or not.

The following shall not be treated as “Debenture” — '

(@) the instruments referred to in Chapter III-D of the Reserve Bank of India Act, 1934, and

(b) such other instrument, as may be prescribed by the Central Government in consultation with the Reserve Bank of India,
issued by a company.[Sec.2(30)]

T‘Deposit" includes any receipt of money by way of Deposit or Loan or in any other form by a Company, but does not
include such categories of amount as prescribed by Government in consultation with RBI. [Sec.2(31)]

“Depository" means a Depository as defined in Sec.2(1)(e) of the Depositories Act, 1996.[Sec.2(32)]
Derivative” means the Derivative as defined u/s 2(ac) of the Securities Contracts (Regulation) Act, 1956. [Sec.2(33)]
"Digital Signature” means the Digital Signature as defined u/s 2(1)(p) of the Information Technology Act, 2000. [Rules]

“Digital Signature Certificate” means a Digital Signature Certificate as defined u/s 2(1)(q) of the Information Technology
Act, 2000. [Rules]
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|
! Dafinitions

yoc.2(34)1
Central Governngey 1

| allotted by the K g
[ a Company, for the purpos, uf “"‘IY

'

i “DUrector” means a Directior appaimted o the toatd of a Company, |*

| “Divector tdentitication Number™ (DIN) means an tdentification Numbie
Wdividual, intending o be appointed as Director or toany: Exleting Director 0

rdentiftication as a Dieector of o company,

3 2013,
oo of Companles Act, 4
SN I | u/s 2 of the Limited Liability "'""""'l
'“h

ot
DIN obtalned under Companies Act 19456, shall be the DIN for th
(DPIN) et

DIN includes the Destgnated atnership tdentification Numbet
Act, 2008 and Rules thereunder, | Rates)

“Dividend” includes any terim Dividend, [Sec.2(35)]
declaration, form
alntained on pa

Act or the

|
|
|
|
|
|
[ »

|

and register, whether lsaued, sent or g,
per or n clectronle form, I‘S"c'z(n(’)l
Rules made thereunder and N0 |
Yy

ll]

“Document” incudes simmons, notlce, tequisition, order,
sUEsUANCe of this Act o tnder any other prevalent law o1 otherwise, m
“E=Form” maans a form in the electionle forn as prescribed under the

the Contral Government under the Act, [Rules]

“Electronic Mail” moans the message sent, recelved or "“W‘"d“
1 \ AN (Y
Machanism that the message so sent, teceived o forwarded Is storablt =
- wlu/e of the
“Electronic Rocord” means the Electronic Re ed /s 2(1)() tem of the
el ~
“Ele < ) . whronle Repos )

Electronic Registry” means an Flectronie R : SR ',,p-;(-lvvd in electronlc form.
information or documents are received, stored, protecies . Officers or Employecs of a Company or of its Hojg -

pr ‘ \ ectors ers or b o - .
“Employeces’ Stock Option” means the option given to ”\I(‘l l}“ill\l,il. “uch Directors, Officers or Employees, the "(m(!ﬂtm

Company or Subsidiary Company or Companies, IF any, W \)‘_“ll‘ "v\l »-\ iulul‘(‘ date al a pr(:«I(elermln(:(l prl(:(:.[Sec.Z(37)]

i : by e 3 « o eSS -
Halt to purchase, of to subscribe for, the Shares of the Company - o
means a Whole=Time pirector as defined u/s 2(94). [Rules] .- e

3 RS ; - SR g - st ~C ¢ .« <

v o Chartered Accountant, a Company Secretary, @ Cost Accountant and any Othe
r, a Charte time being in force.[Sec.2(3gy)

a Certificate In pursuance of any law for the
: cs) Rules, 2014. [Rules]

lectronlc. Communj

1
[
|
!
)
[
|

J‘”()“

al Form using any E

and retrievable. [Rules] :
[nformation rechnology Act, 2000, [Ruley

Cenltral Government In- whicy th
[Rules] N

ed In Digit

word as detin
ftory or Storaqge Sye

“Executive Director”
includes an Enaineer, a Value

“Expert” a
person who has the power or authority to issue s =
| . 08 QS SPeC ompanies (Registration Offices and I -
“Fees” means the fees as specitied in the Companies (Registration Offices. : ‘ ; '
and ¢ Alr efined or notified u ,

* includes a Scheduled Bank, and any other Financlal Institution nder th,
[ — .

|
i

“Financial Institution

Reserve Bank of India Act, 1934.[Sec.2(39)]

“Financial Statement” in relation to a Company, includes — [Sec.2(40)]

a) a Balance Sheet as at the end of the financial year, ' ‘ ‘

((l:)) ; lr‘“l,)’l?tctwn(ri Loss Account, or in the case of a Company carrying on any activity not for profit, an Income ang
Expenditure Account for the financial year,

(c) Cash Flow Statement for the financial year,

(d) a Statement of Changes in Equity, if applicable, and

(e) any Explanatory Note annexed to, or forming part of, any document referred to above. -

Note (a): For OPC, Small Co., Dormant Co. & Start-Up Private Co, Fin. Statement may not include CFS . For this purposg

Private Company should have no default in filing its Fin. Stmts or Annual Return). [Notfn GSR 583(E) dated 13.06.17)

Note (b): “Start—Up” or "Start—-Up Company" means a Private Company incorporated under COA and recognised g

motion, Ministry of Commerce & In‘dustry.]

Start-Up by the Department of Indqs_tgi_al Policy & Pro
means the period ending on 31* day of March every year, in respeq

“Einancial Year”, for a Company or Body Corporate,
whereof Financial Statement of the Company or Body Corporate is made up. [Sec.2(41)]

day of January of a year, the period ending on the 31" dy

‘1
|
|

Notes:
Where the Entity has been incorporated on or after the 1%

of March of the following year (i.e. 15 months period).
A Company or Body Corporate, existing on the commencement of this Act, shall, within a period of 2 years from suc

commencement, align its Financial Year as per the above provisions.
A Company or Body Corporate, which is a Holding Company or a Subsidiary or Associate company of a Compan

incqrporated outsidg India and is required to follow a different Financial Year for consolidation of its accounts outsit
India, may be permitted by the Central Govt. on an application made by Company or Body Corporate to have an

period as its Financial Year, whether or not that period is a year.
Any application pending before the Tribunal as on the date of commencement of the Companies(Amendment) Act,201%

shall be disposed of by the Tribunal as per the provisions applicable to it before such commencement.

;‘For;ign Company” means any Fompany or Body Corporate incorporated outside India which—
a) has a place of business in India whether by itself or through an Agent, physically or through electronic mode, and

(b) conducts any business activity in India in any other manner. [Sec.2(42)]
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Pefinitions
out electronically based, whether Main Server is installed in

“.“ PR TR BV e, SEediaiie Mode” niaans, carying

FOURY AN BN N IR e b

GO} RO i B vt ata Tiehange and other Digital Supply Transactions,

L I N N deposits or accepting deposits or subscriptions in securities, in India or from
RN T '

W@ e SRbamats el Rased Marketing, Advisory and Transactional Services, Database Services and Products,
SURBY Chiaiy Manaverent '

-

W VIR BaA e v s Telana odicine, Education and Information Research, and

eling, Telacomnuting, Telem : ( . |
Bprte & I ~mail, mobile devices, social media, cloud computing,

\\ a0 al\. & A . LRSI R
AR T TR Dale Qlaivinnioation Senvices, whether conducted by e
toen UVUENRNR madma e, \oice or data transinission or othenvise. ‘
which the matter to which it relates. [Rules]

NNy - A LY
L TRNTI NN @ R sk in the Adt / Rules, which shall be used for .
W % aril d Balance Sheet of a Company, are available for

\ - = WSS, =
;‘3\ ¢ Rewerves” maeis sinh Reserves which, as per the latest audite
AVOSRRN \"\\ ~\ AN \‘\':‘\'\R‘\\\. [S&-\‘. :\4\1‘1 .
‘:‘__‘\?N ™ RIS S ot be taated as Free Reserves - (a) any amount representin
B ARSARIRRIN O Asealy, Withier Shown as a Reserve or othenwise, o (b) any change i
WO @ LRGN s B Ry, ndudig Swplue in Profit and Loss Account on measuremen
L LIRORY & Fak Viake, SIS
W -~ SIS N »
»\ﬁ“:\.ﬁl Depasitory Revelpt” means any instrument in the form of @ Depository Receipt, by whatever name called, created
L2 @ o Dyston wawide Tndia and authorized by a Company making an issue of such Depository Receipts. [Sec.2(44)]
\ » T . . . —_
Soveriment Qompaty” s any Company in which not less than 51% of Paid-Up Share Capital is held

g Unrealized Gains, Notional Gains

n the Carrying Amount of an Asset
t of the Asset or the

3) I A Oarteeal .
W LY e Camtral Govenment, or

@ By any SNk Qvemment or Govarnments,
@ orpay by the Central Govermment and partly by one or more State Governments,
LN IS & Company Which s @ Subsidiary Company of such a Government Company. [Sec.2(45)]
“Holding Qoapany”, i rlation o one o more other Companies, means a Company of which such Companies are Subsidiary
QRN Notes Ry he purposes of Sec.2(46), the expression “Company” includes any Body Corporate. [Sec.2(46)]
_‘f‘nnfepkenqqnt Director” means an Independent Director referred to u/s 149(5). [Sec.2(47)]
“Mdian Depasitory Receipt” means any instrument in the form of a Depository Receipt created by a Domestic Depository in
AN authoriaad by a Company incorporated outside India making an issue of such Depository Receipts. [Sec.2(48)]

‘\\\-i.‘\e N )
Director who is in any way, whether by himself or through any of his relatives or Firm,

“nterastad Director” maans a
RO Corarate o ether Assediation of Individuals in which he or any of his relatives is a Partner, Director or a Member,
e

interestad M a Contracs o Airangement, or propoesed Contract or Arrangement, entered into or to be entered into by or on
; e o Y
“of & dompanya [Sg&l(dg)] Note: This Definition is NOT APPLICABLE w.e.f. 09.02.2018
“Issued Capital” masns such G oital as the Company issues from time to time for subscription. [Sec.2(50)]
“Key Managerial Personnel”, (KMP) in relation to a Company, means—- [Sec.2(51)]
(@ the Chief Bxacutive Officer or the Managing Director or the Manager,

' v . »
) the Company Sacretaty,

~ At

AL}
(@) the Ohref Finandial Offtcer, ‘
officer, hot more than one level below the directors who is in whole-time employment, designated as key

(© the Whole-Time Director,

(@) such other
manaaarial parsonnel by the Board, and
P such other officer as may be prescribed,
L” _:’7:-\7” T T o~ . > N » . e R -
Misted Company” maans & Company which has any of its Securities Il§ted on any Recognised Stock Exchange. [Sec.2(52)]
Note: the Central Government to exclude certain class of companies, which have listed or intend to list such class of
i\viﬁ@* ag mav e px~em1bcd in consultation with SEBI from the definition of listed companies

¥y A Ny O L - i ‘ ) - N . . .
or the purpose of the proviso o sec.2(52) of the Act, the following classes of companies shall not be considered —

nMpAnes, namaeiy= ~ _ . ' ‘
; h%\!‘v;{ companics which have not listed their equity shares on a recognized stock exchange but have listed their -
et AR v s . 4 A ]
i) ,w,h\\;:\vmbke debt securities issued on private placement basis in terms of SEBI (Issue and Listing of Debt
Y eacuritics tions, 2008, or
Securitics) Rogulations, : ‘ .
S : doemable preference shares issued on private placement basis |
@) :}i:?\; of Non-Convertible Redeemable Preference Shares) Regulations, 2013, or (Issue and
N ' . [ ’ i i 1 %]

UL C o whi e listed their non-convertible debt securities on private pl : .
companies which hay o _ placement basis on a recoani
) Private “;: u‘\oe '3 torms of SEBI (Issue and Listing of Debt Securities) Regulations, 2008, gnized
stock exchanyg e not listed their equity shares on a recognized stock exchange but whose equity shares are

N €O ies which hay y Shal ‘
By public companies Whie iction as specified in section 23(3) of the Act.[ N. No.123(E) dt.19.02 2021]

listed on a stock exchangein a jurisd
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pefinitions
: intendence, contro
— who, subject to the superin ! Company.
“Manpager” means an Individual ubst'antia\ly the whole, of the affairs of a C pof A —
t of the whole, or s ing the position
the managemen : any other person occupying
“Manager” includes 8 lergctogcgror n\c/)t [Sec.2(53)]
erv . . - :
whether unde 2 Contra'lct v s a Director who is entrusted with substantia
“Managing Director” (MD) mean
the Company, by virtue of —
(a) the Articles of a Company, or
agreement with the Company, or . . s
8 anes?olution passed in its General Meeting, or by its B.oard pf Dlrecttjo et crername callitl -
MD includes a Director occupying the position of Managing Director, by to do administrative acts of a routine nature
Note: Substantial Powers of Management does not include the power to
when so authorized by the Board, e.g. the power —
(a) to affix the Common Seal, if any, of the Company to any documen_t, or Bank. or
(b) to draw and endorse any Cheque on the account of the Company in any ,
(c) to draw and endorse any Negotiable Instrument, or
(d) to sign any Certificate ot Share, or
(e) to direct registration of transfer of any Share. [Sec.2(54)]
“Member”, in relation to a Company, means — [Sec.2(55)] i %
: o become Member of the
() the subscriber to the Memorandum of the Company who sha}l t_;e deemed tc; ;\qaveba(\a?;ee
Company, and on its registration, shall be entered as Member in its Register of Mem ;

(b) every other person who agrees in writing to become a Member of the Company and whose name is entered in the
Register of Members of the Company,

| and direction of the Board of Directors, has

by whatever name ca\ledl

| powers of management of the affairg pr

(¢) every person holding Shares of the Company & whose name is entered as a Beneficial Owner in the records of a Depository.
“"Memorandum” means the Memorandum of Association

of a Company as originally framed or as altered from time to time
in pursuance of any previous Company Law or of this Act. [Sec.2(56)]

p Share Capital and all Reserves created out of the profits, Securities
ount and debit or credit balance of profit and loss account, after deducting the aggregate value of the

Accumulated Losses, Deferred Expenditure and Miscellaneous Expenditure not written off, as per the audited Balance Sheet.
oes not include Reserves created out of
[Sec.2(57)]

revaluation of assets, write~back of depreciation and amalgamation,
“Notification” means a Notification published in the Official Gazette and the expression

accordingly. [Sec.2(58)]

‘_‘Office_r” includes any Dire:ctor, Manager or Key Managerial Personnel or any person in accordance with whose directions or
instructions the Board of Directors or any one or more of the Directors is or are accustomed to act. [Sec.2(59)]
‘_O'fﬁcer who is in default”, for the purpose of any provision in thi

IS In default shall be liable to

: any penalty or punishmen
following Officers of a Company, 4

namely — [Sec.2(60)]
(@) Whole-Time Director, (WTD)

(b) Key Managerial Personnel, (KMP)
(©) where there s no Key Manag

have given his or their consen
(d) Any person who, under th

“notify” shall be construeq

e_ria[ Pgrsonnel, such Director or Directors as specified b
tin writing to the Board to such

e immediate authority of the

“ctors Y the Board in this behalf and wh
specification, or all the Directors, if no Director is so speciﬁeod s

_is charged with an
tvely Participates

ans an Officia| Liq
ny” (OPC) means a




Cappany Hasic Lo clll-,

T alse inclodoes any amount 1 o T
‘ v ‘ ‘\ N ¥
' 1 does not indlude any othey ‘l \\ s pakld up in tospes ol Whaes ol the Coppany,
| “Pastal Ballot* e m. - Amonnt eceived n pospech of s TR IEIGES Iw whialever paine alled,
{ "\ * \ L
P Pro—fill* moas the l! N by post or through any elecionie mode, | e, 2(6%) |
o AR antomated process of :
' ‘r“ fstiadh e Bt \““m“m‘lln lm"“wil.u.\ Pt by the Compater tysten from the Databa
‘Proscribed™ meane '
el Means prescribed by oles made under this A, [Sec2(66) ]
‘Ompa T e
() Adlsrel ‘““Jh"‘v‘:‘-"w Means any of the T specified below [ Sed 2(67)]
' aompanios i force before 1l
‘ e Tndis A

(1Y the Indian Companies Adt, 1866 e
() the Indian Compandes Act, 18R ¥

' =
() the Indian Companies Act, 1913
o “1 vYeais ' I'
(©) the |\»( Qisttation of Transtened Companies Ordinance, 1942
() the Companies Act, 19%0, and ' '

!
'
|
|

e (alntained in Electionic

q) any law -
( -. ) i“\\”;‘mn ponding to any of the atoresald Acts o the Ordinances anl In fores
mn [RERARTAI RS [ M G . « .
N ”r‘q‘: d territorion or ina Part 13 State (other than the State of Jamimu and kashimir), or any part thereof,
afore the extension thereto of the Tndian Companies Act, 19130l
before the commencement of the Jammu and Kashmir

e inthe :‘ét.\ln of Jamimun and kashimir, o any pairt thereof,
{: \\h‘f""”” Of Laws) Act, 1950, I o far as banking, nsurance
W commencement of the Contral Laws (Extension to Jammu and - Ky

corporations are concerned,

(h) the Portuguese Commetclal Code, In
(i) the Reaistration of Compantes (SIkkim) Act, 1901, S
“Pljivnm Company” means a Company having a mininm Pald-Up Share Capital of prescribed mnuunl,_ and which by its
Atticles — [Sec.2(68)]

(a) restricts the right to transfor its Shares,
(b) except in case of One Porson Company,
(¢) prohibits any invitation to the public to sulb:

and financlal corporations are concerned, and before
hmir) Act, 1968, In so far as other

o far as (U relates to socedades anonimas, and

limits the number of its Members (o 200,
cribe for any Securities of the Company.

Note:
or more Shares in-a Company jointly, they shall be treated as a single member for

Whete two or moie persons hold one
this purpose.
. Persons who are in the cmployme

Company, were Members of the Company while

cmployment ceased, shall not be included in the numbe

“promoter” means a person -
(a) who has been named as suc
(b) who has control over the affairs of the Company,

who, having heen formerdy In the employment of the

it of the Company, and persons
it and have continued o be Members after the

v that employme
ol Members,

[Sec.2(69)]
Iy i a Prospectus or s identified by the Company In the Annual Return referred u/s 92, or
directly or indiccctly whether as a shareholder, Director or otherwise, or
(c) in accordance with whose advice, directions ot instiuctions the Board of Directors of the Company Is accustomed to act,

[Note: This shall not apply to a person who s acting merely ina professional capacity. |
“Prowcclus" means any document described or fsucd as a Prospectus, Prospectus Includes -
(a) Red Herring Prospectus referred ufs 32, 00

(b) Shelf pProspectus referred ufs 31, 0l |
ertisement or other document inviting offers (rom the public for the subscription or purchase of

¢) any nolice circular, adv ‘
i ;ny S(zcmi{i(ra of a Body Corporate. [Suc.z(']())] S ey
ans a Company which - [Sec.2(71)]

“public Company” me
(a) isnota private Company and
(b) has a minimum Paid-Up Share Capit

hy [ 0 Sube [ a Company, nol belng
c: any which 50 Subsidiary of a G . -
::)(r)llﬁ;'?njcr([))':)‘z-ﬁ xl this Act even where ouch Subsidiary Company continue

-‘:P-dblic Financial Inslituuon” means [5uc.2(72)] '
the Life Insurance Corporation of India, established ufs 3 of the
Eg; lh(l' infr ]Sil'll(,llll’(! pevelopment Fnance Company Limited, referrec
r('q;uult:d under 5ec.465 ol this /\c_lt},
nec i Jorred 1o In the
¢) Specified Company rc¢ o ‘

ﬁd; Institutions notified by the Central Governm 5 4N
¢h of 1y be nng)}lﬂg-d by the Central €

(e) such other [nsgl}.qtjggﬂ as ma

al of prescribed amount,
a Private Company, shall be deemed to be Public Company

5 o be a Private Company in its Articles,

Life Insurance Corporation Act, 1956,
| to Sec.4A(1)(vi) of the Companies Act, 1956 s0

Unit Trust of India (Transfer of Undertaking and Repeal) Act, 2002,
ont 1/s 4A(2) of Companics Act, 1956 so repealed ander GoeA65 of this Act,
sovernment In consultation with RBI,

1A7
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peafiniions

Noter No institution shall B s notified untess

o 01 hine beon edablished o constituted by of under ary Contral or State ful Aher than this fr3 Gr the -

-///J-
rompany law, of 1

a fot fees than %1% of the Paicd Up Share Capital 14 heled ar cartrofled by the Coptesl Cerpernenent o by arry

.
Aitrg,
Governiment or Governments of prittly iy the Conteal Cergertirnent aned ;;.nil/ I// ONEOF 10086 53t Crp i, £

s,

Recognlsed Stock Exchange™ means i definedd I e, 200) OfF Wi ecunibies Coptracts (Pegulation) /43, 19", [ e 27
“Registrar's Front Office” meants an offices malntalnied by the Central f,'//vmrnv-x.;' or an fegency suthionesesd by iy, 1
facilitate o filing of dotuments into the electronie tegistey and thelr fnspection and desing, [Rules] d
“Reglonal Director” means the person appointed Ly the Central Government in the ACH o4 s Pegional Director,

“Reglstor of Companies” means the Register of Companies malntaitied by the Begistear on paper or in any clestre, !
mode undet this Act, [Sec.2(74)] .
“Reglstear” means a Reqgistrar, an Additional eglistrar, a Joint feglatrar, o Deputy Registrar or an fesistant Wetgictpisy |
having the duty of registering Companles and discharging varlotes functions under this Act, [Sec,2(75)] d
“Related Party”, with reference Lo a Company, tean® 56C.2(76)]

() o Ditector or his relative,

(h) o Key Managetial Personnel or his relative,

(¢) o Fiem, in which a Director, Manager or his Relative 14 a Partner,

() o Private Company In which a Director or Manager or hls felative 15 a Member or Director,

(©) o Public Company In which a Director or Manager 15 a Director and holds along vith his relatives, more than 2% of it
Pald-Up Share Capital, 1

(1) any Body Corporate whose Board of Directors, Managing Director or Manager 15 accustomed to act in accordance vith |
the advice, directions or Instructions of o Director or Manager, l'

|

!

(9) any person on whose advice, directions or instructions o Director or Manager 15 accustomed to act,
(h) ony Body Corporate which Is = [Note: For Sec, 188, Item (h) not applicable for a Private Company. | ‘.
« a Holding, Subsidiary or an Assoclate Company of such Company, i
e o Subsidiary of a Holding Company to which It 4 also a Subsidiary, or '
= an Investing Company or the Venturer of the Company (refer note below),

Explanation: (iii) above means a Body Corporate whose Investment in the Company would result in the Company
becoming an Assoclate Company of the Body Corporate,

(1) such other person as may be prescribed,

Note:

«  Points () and (g) shall not apply to the advice, directions or instructions glven In a professional capacity.

« A Director (other than Independent Director) or Key Managerial Personnel of the Holding Company or his Relative with
reference Lo a Company, shall be deemed to be a Related Party, [Rules

"Relative”, with reference to any person, means anyone who Is related to another, if = [Sec.2(77)]

(a) they arc Members of a Hindu Undivided Family,

(b) they are Husband and Wife, or

(c) one person is related to the other as under =

|+ opaughte.
. WDa’ughtcr's Husband.

- Brotl}mr:(»in_cluding Step-Brother).

« Father (Includlng Srli_-rpgffalj[lcir)l -
e Mother (lncludlng‘Sl_cp—M(_)lhqr‘) -

e Son (including Slep—vS(_)n_)

e« Son's Wife. ' e  Sister (including Step-Sister).

‘“Remuneration” means any money or Its equivalent given or passed to any person for services rendered by him and
includes perquisites as defined under the Income-Tax Act, 1961. [Sec.2(78)]

m“‘échcdule” means a Schedule annexed to this /\cp.‘l_:_‘g__qq._z(zsl)_);l -
“Scheduled Bank” means the S-chrcglu‘léil_ »r}an 5; defined u/s g(gﬁ_)__(_)_f the RBI Act, 1934, [Sec.2(80)]

“Securities” means the SucUrlt,lgs as defined In See.2(h) of the Securities Contracts (Regulation) Act, 1956. [Sec.2(81)]
“Securities and Exchange Board” (SEBI) mecans the Securities and Excﬁange Board of India established u/s 3 of the

,,,,, e —————— _—

“Share” means a Share in the S[lgrg qu7l§él_9[ a gom[_)_a‘gy’ and includes Stock. [Sec.2(84)]

1A.8
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} ' Definitions
a Public Company,— [Sec.2(85)]

d T 4 crores AND
\ ancial year does not exceed T 40

paid-Up Share Capital of which does not excee ,
immediately preceding fin

{ ,\
\ of which as per Profit and Loss Account for the

(i Turnover

[ -
‘

[ wsmall company’’ means a Company, other than
|

?

[ Crores

Note: This Clause shall not apply to -
(a) a Holding Company or a Subsidiary Company,

a Company reqister od under Section 8, or
ate governed by any Special Act. ' 7 ) — —
~subscribed Capital™ means such part of the Capital which is for the time being subscribed by the Members
Company. [Sec.2(86)] o )
Holding Company), means a

"‘Subsidinry Company” or "Subsidi
Company in which the Holding Company = [Sec.2(87)]

(a) controls the composition of the Board of Directors, or '

(b) exercises or controls more than one—half of the Total Voting Power either at its own or together with one or mare
[ Subsidiary Companies.

| Note:

. A Company shall be deemed to be a Subsidiary Company of the Holding Com

i of another Subsidiary Company of the Holding Company.
be deemed to be controlled by another

; The composition of a Company's Board of Directors shall } )
; other Company by exercise of some power exercisable by it at its discretion can appoint or remove

, of the Directors.
|« The expression “Company” includes any Body Corporate.

Shares held by a Company or power exercisable by it in another Company in a ‘fiduciary capacity’ shall not be counted for
the purpose of determining the Holding-Subsidiary relationship. [General Circular No. 20/2013, dated 27.12.2013]
Layer: "Layer" in relation to a Holding Company means its Subsidiary or Subsidiaries. The following principles shall apply—

1. Restriction: No Company shall have more than 2 Layers of Subsidiaries. However,
(a) For computing the number of Layers, 1 Layer which consists of one or more Wholly—Owned Subsidiary(ies) shall not

be taken into account.
(b) A Company may acquire another Company incorporated outside India with Subsidiaries beyond 2 Layers as per the

laws of such country.
Note: Provisions of this Rule shall not be in derogation of the Proviso to Sec.186(1) of the Act.

Duties: Every Company existing on or before the commencement of Rules dated 20.09.2017, wh

of Subsidiaries in excess of the Layers as specified above —

(@) shall file Form CRL-1 with ROC, disclosing the required details, within 150 days from 20.09.2017,

(b) shall not, after 20.09.2017, have any additional layer of Subsidiaries over & above the Layers existing on such date, &

(c) shall not, in case one or more Layers are reduced by it subsequent to 20.09.2017, have the number of Layers beyond
the number of Layers it has after such reduction or maximum Layers allowed, whichever is more.

Contravention: The Company and every Officer in default shall be punishable with fine upto ¥ 10,000 + % 1,000 per

day, in case of continuing contravention.

Exceptions: Restriction on number of Layers shall not apply for the following Companies —

(a) Banking Company u/s 5(c) of Banking Regulation Act, 1949,

(b) NBFC u/s 45-I(f) of RBI Act, 1934 which is registered with the RBI and considered as Systematically Important

NBFC by RBI,
(c) Insurance Company carrying on Insurance Business as per Insurance Act, 1938 and IRDA Act, 1999,

(d) Government Company u/s 2 (45) of COA 2013.
[As per Companies (Restriction on Number of Layers) Rules, 2017 vide GSR 1176(E) dated 20.09.2017]

“Sweat Equity Shares” means such Equity Shares as are issued by a Company -

e toits Directors or Employees,
e at a discount or for consideration, other than cash,
e for providing their know—how or making available rights in the natur i
e of intell i iti
e e el [SEa2(88)] ectual property rights or value additions,
Total Voting Power”, in relation to any matter, means the total number of votes which may be cast in regard to that

(b)
(c) a Company of Body Corpot

ary”, in relation to :-my 7oti1cr Company (that is to say the

of its

pany even if the control referred to above is

Company, if that
all or a majority

, .

ich has number of Layers
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matter on a poll at a meeting of a Company I

are present at the meeting and cast thelr votes. [5‘3(3-2("9)~l

“Tribunal” mecans [hc:

“Turnovér" means the Gross

Ballot, [Sec.2(93)]
“Whole—Time Director” includes

[Sec.2(94A)]

(a) The Securities Contracts (Regulation) Act, 1956,
(b) The Securities and Exchange Board of india Act, 1992,
(c) The Depositories Act, 1996.

for CA Inter

National Comy ).my_ Law Tribunal (;nn{.l itated u/s 408, [Sec.2(90)]

“Unlimited Compmﬁ” means a Coin;mny not |-"”,V,“A‘9 any limit on the lability of its Members, [Sec_.Z(gz)]k
“Voting Right” means the rght of a Member of a Company 1o vote In any meeting of the Company or by e,

“Swinding up" means winding up under this Act or iiquldulz'lon under the Insolvency & Bankruptcy Code, 2016, ;)

“Words and Exprcss-ib‘nﬁs"m[lg&l__nﬁﬂwﬁbeL‘_f_lE{(;c-l_ In Eor?]'[-)zirik:s Act but defined in the following Acts, or Rules
thereunder, shall have the meanings respectively assigned to them In those Acts [Sec.2(95)] —

YOt g o P
- g,

Dofinitions
all the Members thereof or thelr prozles having i right {0

e §

. Amount of revenue recognised in the Profit and Loss account. from the “ale, o ‘

] ; o Clos Al v S
jistribution of goods or on account of services rendered, or both, by a Company during a Financial year, [Sec.2(y by, [
aistributio goods oF Ot e Ryt - A ! y

A
1]

ang of tl(;"i" 12,

hn—l)—l_lfdcﬁtaj_rlfnﬁ the Whole=Time employment of the Company. [Sec.2(94)]

APy

S ’1?),:_'
— Y TS
I Regugip. 13
=5 - T —\ﬁ—.\\\
g

MULTIPLE CHOICE QUESTIONS

1. The provisions of Companies Act, 2013 applies to
(a) Companies in Corporated under this Act
(b) Companies in corporated under any previous
company Law

(c) Companies governed by any special Act in force

(d) All of the above
2. In the first schedule of the Act, there are -
no of table related to MOA
(a) 6
(b) 7
(¢) 5
(d) 10
3. In the first schedule of this Act, there are
no of tables selated to AOA
(@) 6
(b) 7
(c) 5
(d) 10

4. Schedule to the Companies Act, discusses
with articities which may be included under
corporate social unponsibility (CSR)

(d) I
(b) 1Iv
(c) vII
(d) v

5. Schedule to companies Act discusses code
for Independent directors.

(a) III
(b) IV
(c) VI
(d) Vv

6. Authorized capital is authorized by

company to be maximum amount of m&: i
company. U
(a) AOA
(b) MOA
(c) ROC

(d) Directors

7. Free use ever includes
(a) Notional gains
(b) Unrealized gains
(c) Reserves available for distribution
(d) All of the above

8. Any change in carrying amount of an asset o |;
can be treated as fire reserves
(@) True
(b) False

abil

9. is a depositary recipe created by foreiy
depositary outside India and authorized by :
company making an issues of DR,

(@) Indian Depository Receipt
(b) Global Depository Receipt
(c) English Depository Receipt
(d) Republic Depository Receipt

10. Key managerial performed in relation to comp
means
(a) Whole time Director
(b) Promoter
(c) Company secretary / Cost Accountant
Chartered Accountant
(d) All of the above

11. Managing director is executed with substantial

of management of

1A.10



()} Altalis ol Compiany

(Y Hontine visluis 6f @ onipaiy Ly viboe ol Articles /
Agreonient £ osolitiog

(0 oty (o ol (1

(Y Hither (o ()

L Neb worthy dows pot e o
() Hevolation Hesejvo
(Y Drew Rtoseorvoy
(0O Oftered Esponditin o
WD Accummlated Lones

L4 Net worth doos not ine e
() e Hessive
() Wiite back tosdepreclation of Amalgarmation
(O Misc Espenditug e
() ALOE the abiove
1, Ioa person who hiss been named In
prosperity (o) ddentified by company I Annual
totuim U/ 00,
(") Koy management performed
(1) Executive office
(C) Promoter
() Chiet operating office

Ihe Any notice / Clicalar / Advertisement inviting offers
from public to subsaribe of purchase shares of a
Body corporate 4
() Prospectus
() MOA
(¢) AOA
() Depository Recelpt

16, Relative U/S 2(77) Means
(a) Members of HUI
(1) Only male members of HUF
(c) Only kartha of HUIF
(d) Al of the Above

17, A Person
Include
(a) Son including step Son
(b) Daughter including step Daughter
(¢) Son's Wife
(d) Daughter’s Husband

relative  to another  does  not

18. Sweat Equity share can be lssued to
(a) Whole time Dircctors
(b) Directors or Employces
(c) Promoters only
(d) Only to key management performed

10, Sweat Equity shares are lssued by company at
(a) Discount only
(b) For Cash only
(¢) For Conslderation other than Cash
(d) None of the Above

20. Can the company lssue sweat Equity shares for
providing know — how / IPRIGHTS / Value additions

/1,

/7,

21,

25

27,

28.

. DIN has been i<ued try

Coitigutef ~ baatot. (L 170,
fll; [1n

(hiy tartiatty Tine

(t) falwe

ay Pagtintl g 8 nlose

Neare IR ROsun  (CIARZN
salletit leature of o (norgreadis o suefiesd try F5,
() Vtedd berring greAgrs tivs
() Fhindeged grosgueetip
(’[ ‘helf ‘l”l'.‘l"””’«

(d) Prosgectis

frean a (rason labie to contnss
Iiniards aseds of Whe conpary in the e/t of
OUNG g Coingiary
(a) Liguidator
(b Al directore
(r.) Deiesitnry
(d) Contributory

0 arry indifduzl
Including 1o e appolnted a< Director

() Central Government

(b)y “tate Government

(c) 1OC

(d) tone

Can DIt obtained U5 oo, fet 15956 Shall be Same
DI for Cof fet 20157

(a) True

(b) Falw:

A company ezisting an commencament of this Aok

shall align In finandal year vithin a pericd of
____from such commitment

(a) 6 month

(h) 12 month

(c) 16 month

(d) 24 month

. Who Is not Key managerial personnel in the

company?

(a) the company secretary
(h) the whole time director
(c) the CFO

(d) accountant

What is the extent of applicability of the Companies
Act 20137

(a) All states except Jammu & Kashmir.,

(b) All states except Bihar,

(c) Whole of India.

(d) All states expect Sikkim.

Which of the following include a Public Financial
Institution?

(a) LIC,

(b) IDFC.

(c¢) LIC&IDFC,

(d) IBFC.
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1

15,

16.

17.

18.

19.

20.
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(0) Aftaits of Company

(b)) Routine value of company by virtue of Articles /
Agreement / Resolution

() Doth (a) and (b)

() Either (a) or (b)

Nt worth does not include )

(0) Revolution Reserve T
(b) Free Reserves

(©) Offered Expenditure

() Accumulated Lones

Net worth does not Include
(0) Free Reserve

(b) Wilte back to depreciation of Amalgamation
(¢) Misc Expenditure

(d) All of the above

o ls a person who has been named in
prosperity (or) identified by company in Annual
return U/S 92,

(a) Key management performed

(b) Executive officer

(c) Promoter

(d) Chief operating officer

Any notice / Circular / Advertisement inviting offers
from public to subscribe of purchase shares of a
Body corporate is
(a) Prospectus
(b) MOA

(c) AOA

(d) Depository Receipt

Relative U/S 2(77) Means

(@) Members of HUF

(b) Only male members of HUF
(c) Only kartha of HUF

(d) All of the Above

A Person
include

(a) Son including step Son

(b) Daughter including step Daughter
(c) Son's Wife

(d) Daughter’s Husband

relative to another does not

Sweat Equity share can be issued to

(@) Whole time Directors

(b) Directors or Employees

(c) Promoters only

(d) Only to key management performed

Sweat Equity shares are issued by company at

(a) Discount only

(b) For Cash only

(c) For Consideration other than Cash
(d) None of the Above

Can the company issue sweat Equity shares for
providing know — how / IPRIGHTS / Value additions

1A.11

21,

22,

23.

24,

25.

26.

27.

28.

(a) True
(b) Partially True
(c) False
(d) Partially False

e __means a memorandum Containing
salient feature of a prospectus on specified by SEBI.
(a) Red herring prospectus

(b) Abridged prospectus

(c) Shelf prospectus

(d) Prospectus

________ mean a person liable to contribute
towards assets of the company in the event of
wound up company

(a) Liquidator

(b) All directors

(c) Depository

(d) Contributory

DIN has been issued by __ to any individual
including to be appointed as Director

(a) Central Government

(b) State Government

(c) ROC

(d) None

Can DIN obtained U/S co. Act 1956 Shall be Same
DIN for Co/ Act 2013?

(@) True

(b) False

A company existing an commencement of this Act

shall align in financial year within a period of
from such commitment

(a) 6 month

(b) 12 month

(c) 18 month

(d) 24 month

Who is not Key managerial
company?

(a) the company secretary

(b) the whole time director

(c) the CFO

(d) accountant

personnel in the

What is the extent of applicability of the Companies
Act 20137

(a) All states except Jammu & Kashmir.

(b) All states except Bihar.

(©) Whole of India.

(d) All states expect Sikkim.

Which of the following include a Public Financial
Institution?

(a) LIC.
(b) IDFC.
(c) LICRIDFC.
(d) IBFC.
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29. means the aggregate value of the paid up
share capital & all reserves created out of profits &

securities premium afc.
(a) Net worth,
(b) Sales woth,
(c) Turn over,
(d) Gross over.

30. Who Is a Key Managerlal Person In relation to a
company? '
(a) Whole Time Director
(b) Preference shareholder
(c) Debenture holder
(d) Stock Broker

Answers
1. 2.7 [4. [5. 6. [7. I3 9 10 [ 11.]12.[1
) . ) ] . .1 13.] 14. ]
ld TdTec Tc b b Tc 15Ty a_|a |a [b |e ;5 ;6' ;7' 11:8. c1:9' go_
21 22.[23.[24.[25.[26 27.128.129.[30
d |a |[a [d |d [c c a a




Chapter 1B

COMPANY - BASIC CONCEPTS

CHAPTER OVERVIEW

' v ! Y Y
1) (2) 3) (4) (5)
SRR Lifting of Company Special Classification of Private vs Public
pretiminaries Corporate Veil Features Companies Company
1. Company — 1. Company is a . Company being a . Kinds of Companies 1. Meaning
Definition Separate Partner in Firm 2. Public Financial 2. Differences
2. Characteristic gorporaltg . Company being a Institutions 3. Special Privi-
Features of a eisena ity Member of its Holding . Government Company leges of a Private
Company 2, Meaning £0: Holding, Subsidiary and Company
P . . . ’
3. Advantages of | 3. Cases under . Member’s Liab.— Limited Associate Co 4, Restricting the
Incorporation Judicial vs Unlimited ) i
) Interpre— . Company limited by — (a) right to transfer
4. Disadvan— =Ll . Body Corporate vs Shares, (b) Guarantee & Shares
tages of Company Unlimited Company 5. IFSC Public &

Incorporation

4. Cases under

Private Company.

. Citizenship & Residential | g
Status of a Co.

6. Illegal Assocn. 7.

. Limited by Shares vs
Limited by Guarantee

Other Types of Companies

Statutory
Provisions

Note: Sec.75—Fraud w.r.t Deposits have been excluded from ICAI Syllabus w.e,f Nov 2019 exam onwards.

1B.1 PRELIMINARIES

1B.1.1 Company — Definitions

A. Definitions as per Judicial Decisions

Lindley

A Company is an association of many persons, who contribute money or money’s worth to a common
stock, and employ it in some common trade or business, and who share the profit or loss (as the case
may be) arising therefrom.

The Common Stock so contributed is denoted in money, & is the Capital of the Company.

e The Persons who contribute it, or to whom it belongs, are Members.

e The Proportion of Capital to which each member is entitled is his Share.

e Shares are always transferable although the right to transfer them is often more or less restricted.

Haney

A Company is an Incorporated Association, which is an Artificial Person created by law, having a Separate
Entity, with a Perpetual Succession and a Common Seal.

Marshall

A Company is a person, artificial, invisible, intangible and existing only in the eyes of Law. Being a mere
creature of law, it possesses only those properties which the Charter of its creation confers upon it, either

expressly or as incidental to its very existence.

B. Definitions as per Companies Act, 2013

Sec.2(20)

A Company means a Company incorporated under this Act or any previous Company Law.

Sec.2(67)

“Previous Company Law means any of the Laws specified below —

(i) Acts relating to Companies in force before the Indian Companies Act, 1866,
(ii) the Indian Companies Act, 1866,

(iii) the Indian Companies Act, 1882,

(iv) the Indian Companies Act, 1913,

(v) the Registration of Transferred Companies Ordinance, 1942,

(vi) the Companies Act, 1956, and

1B.1
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i i d in force—
i na to any of the aforesaid Acts or the Ordinances an
e y in a Part B State (other than the State of Jammu and Kashmjr

a) in the merged territories or ] ’
R part thereof, before the extension thereto of the Indian Companies ﬁct, 1913, or
(b) in the State of Jammu and Kashmir, or any part thereof,f befosre E:aﬁk(i::énn}ir;i:]?;igt of ;he % U
. ion of Laws) Act, 1956, in so far a . and Fing ™

and eshimle ((Bxension )before the commencement of the Central Laws (Ex‘censio,?qtaC

Corporations are concerned, and _
Jammu and Kashmir) Act, 1968, in so far as other Corpora_tlons are conFerned, )
(viii) the Portuguese Commercial Code, in so far as it relates to sociedades anonimas, an

(ix) the Registration of Companies (Sikkim) Act, 1961,

)I or any

1B.1.2 Characteristic Features of a Company (Sec.9)

1. Artificial Person:
(a) A Company comes into existence by the operation of law. _
(b) After incorporation, a Company is granted certain rights and obligations as that of a person. Thus, Company is

artificial person.

2. Separate'Legal Entity:
(a) The Company is a separate legal entity and an artificial person known by its own name. Members cannot in anj
way, claim to be the same as that of Company.
(b) Upon Registration, the Association of Persons becomes a Body Corporate, by the name contained in the
Memorandum of Association.
(c) A Company is distinct and separate from the Members who constitute it.

S sold his boots business to a newly formed Company for £ 30,000. His wife, one daughter and four
sons took up one share of £1 each. S took 23,000 shares of £1 each and £10,000 debentures in the
Company. The debentures gave S a charge over the assets of the Company as the consideration for
the transfer of the business. Subsequently when the Company was wound up, its assets were found to
be worth £6,000 and its liabilities amounted to £17,000 of which £10,000 was due to S (Secured by | Solomon vs
Debentures) and £7,000 due to Unsecured Creditors. The Unsecured Creditors claimed that S and the | Solomon &
Company were one and the same person and that the Company was a mere agent for S and hence Co. Ltd.
they should be paid in priority to S.

Held, the Company was, in the eyes of the law, a separate person independent from S and was not his
agent. S, though virtually the holder of all the Shares in the Company, was also a Secured Creditor
and was entitled to repayment in priority to the Unsecured Creditors.

A Company was formed for the purpose of manufacturing aerial topdressing. Lee, a qualified pilot,
held nearly all shares except one in the Company, and by its Articles was appointed Governing Lee vs Lee

Director and Chief Pilot. Lee was killed while piloting Company's aircraft, and his widow claimed Ai
compensation under Workmens Compensation Act. The Company opposed the claim stating that Lee F B
was not a worker as the same person could not be Employer and Employee. Held: There was a L?r::‘t':g

valid contract of service between Lee and Company, and Lee was, therefore, a worker. Mrs. Lee's
contention was upheld.

3. Perpetual Succession:
(a) A Company is an artificial person and has a separate legal entity.
(b) Hence, death, insolvency or retirement of its Members does not affect the Company.
(c) The Shares of a Company being transferable, Members may change during the lifetime of the Company. However,
that does not change the status of the Company.
(d) The Company goes on forever and continues to exist, till it is wound up and dissolved.

4, Separate Property:
(a) In the eyes of the law, the Shareholders of a Company are not, part owners of the undertaking.

(b) The Company, being a separate entity, is entitled to hold property in its own name.

(c) Members of the Company cannot claim ownership of Company’s property.
(d) Dealings by or with the Company are carried out in its own name and not as the collective agent of its Shareholders.

1B.2
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10.

Property of the Company is not the property of its Shareholders, it is the property of Gramophone & Type—
the Company. writer Co. vs Stanley

Even where a Shareholder held almost entire Share Capital, he does not have an
insurable interest in the Company's property. Macaura, who held all except one share
of a Timber Company insured the Company’s timber in his personal name. Timber Macaura vs Northern
being Qestroyed by fire, his claim was rejected for want of insurable interest, Applying Assurance Co. Ltd.

the principle of separate legal entity, it was held the Insurance Company was not

liable to Macaura.

Common Seal:

(@ A Compz?ny i§ an a‘rtificial person having perpetual existence and capable of holding property in its own name. To
substantiate its existence and power of holding property, it has to sign on documents, deeds, etc. Since the
Company cannot sign like natural persons, it uses a Common Seal, if any.

(b) Common Seal is the official signature of a Company. The Company’s name is engraved on the Seal.

(c) The Articles of Association may provide for the documents that require the signature of the Company, i.e. the
Common Seal. Where any document is affixed with the Common Seal, it amounts to being signed by the Company.

(d) The Common Seal shall be kept in safe custody. The Company shall maintain a Register as to use of the
Common Seal.

Capacity to Sue: The Company is a separate legal entity known by its name and hence all actions of the Company
shall be done in its name. In any suit, the Company shall sue or be sued in its own name.

Transferability of Shares:

(a) Shares in the Company are always transferable, although the right to transfer them is often more or less restricted.

(b) Since Sl:\ares are transferable, Members can dissociate themselves from the Company by transferring their Shares
at any time, in the manner provided in its Articles.

(c) However, any change in membership does not affect the working of the Company. Hence, Members may come and
go, but the Company goes on forever.

(d) In a Private Company, there are certain restrictions and not prohibition on transfer of Shares.

Management: The Board of Directors is the elected representative body of the Shareholders of the Company, and
manages the affairs of the Company. Every Shareholder / Member does not participate in the day-to—day affairs of
working and administration of the Company.

Limitation of Action: When the Creditors remain unpaid, their action as to claim stops with the Company. They
cannot proceed against the Shareholders, individually or as a Group.

Limited Liability:
(a) The liability of the Company is that of its own and not that of its Members.

(b) A Company’s liability may be limited by Shares or Guarantee, or unlimited as per its Memorandum.
(c) In some cases, however, the limited liability of Members may be rendered unlimited.

1B.1.3 Advantages of Company Incorporation

B M e

o«

A Company is a distinct legal or juristic person independent of its Members.
Death, Insolvency, Insanity or Separation of Members will not affect the continuity of the business of the Company.
Company can have property in its own name.

Members can contribute to Share Capital with minimum risk. The liability of Members is limited to the extent of
capital contribution, in case of a Company limited by Shares.

Shares in a Company shall be movable property, transferable in the manner provided by its Articles.

There is no limit to the maximum number of Members in a Public Limited Company.

Huge amounts can be mobilized through a Public Issue, to undertake all sorts of business ventures including those
requiring very high capital investments.

Elected representatives of Members (known as Directors) manage the Company’s affairs. Thus, there is ease in
control and management. i

Documents filed with ROC are “Public Documents” and available for inspection. Hence, there is a transparency in
business operations.

1B.3
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1B.1.4 Disadvantages of Company Incorporation

' ses.
'd legal formalities and related expen

i ublic, and a
of Companies) become p % re o
( nte. returns, resolutions, ete. filed with the ROC (Rlcgizt?:ra total loss of privacy upon registration,
I M\mr:l '\l u'\ I‘OC\" Office upon payment of a fee. Hence, ther
nEpection ¢ ¢ ROLT -

ny.
and intimate control over the working of the Company

1. Ipcorporation of a Company involves detaile

L

All members cannot have effective .
i i i ming than ap
Winding up of Companies is more expensive and time-consuming

| isi it i i or the
5. As control of economic resources is in few hands, it |Is poiscljbrleediior/ Lender, etc.
) have contributed either as Shareholder / Debenture Holder

e i tability. -
6. A Public Limited Company has great public accoun ‘ ) . legal provisions.
7 Aff::irs and Working of a Company are to be conducted strictly in accordance with applicable legal p

en f()r

plicable to other forms of business Organisatigns

m to defraud unsuspecting other peopyq Wh(;

i i ibili rds the society in whiew. .
8. It cannot act against public interest. It has to undertake certain social responsibility towa ty in which i

functions, which adds to total expenditure.

1B.2 LIFTING OF CORPORATE VEIL

1B.2.1 Company is a ‘Separate Corporate Personality’

1. Separate Corporate Personality: - _
(a) A Company is in law, different from its members. It is regarded as an entity separate from its members.
(b) It has an independent corporate existence.

() Itis an artificial person, known by its Name, with capacity to own money & property, sue & be sued in its own name

contracting with others and holding itself liable to others i.e. contracting debts of its own.,
2. Consequences:

(@) Members cannot in any way, claim to be the same as that of Company.
(b) Assets and liabilities belong to the Company and not to the Members.

!

(c) Dealings by or with the Company are carried out in its own name and not as collective agent of its members,
(d) Shareholders do not have any insurable interest in Company’s property. (Macaura vs Northern Assurance

Co. Ltd)

(e) Thereis no bar on any Member entering into a contract with the Company.

() Members may also be the Company’s Creditors or Employees. (Lee vs Lee Air Farming Co. Ltd.)
(9) The Company continues to exist, till it is wound up.

(h) Death, insanity, insolvency, etc. of Shareholders does not affect the Company’s existence.

(i) Nationality of the Company does not depend on the nationality of its Shareholders. (Janson vs Driefontein

Mines Ltd)
() The Company can be punished for wrongs done, in its own name.

1B.2.2 ‘Lifting of Corporate Veil’ - Meaning

1. The Company is a distinct person separate from its Memb

2. The advantages of incorporation can be enjoyed only b
benefit of the Company and also of its members,

3. Where there is a dishonest and fraudulent intention to utilise the facili
“Corporate Veil” and identify the persons who are behi
hold such persons as personally liable. This concept is called “Liftin

ers. This principle is called “Veil of Incorporation”.

y those who honestly use the Veil of Company, for the collective

g of Corporate Veil”.
A Corpor.atiqn will be looked upon as a separate legal entity as a general rule but when the notion of | United States vs
legal entity is used to defeat public convenience, justify wrong, protect fraud or defend crime, the law Milwaukee
will disregard the Corporate Entity, and consider the Company and its Members as one and the same. Refrigerator Co.

1B.4
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SITUATIONS WHEN CORPORATE VEIL CAN BE LIFTED

Under Judicial Interpretations

Under Statutory Provisions

Protection of Revenue.
Determination of character, i.e. whether enemy Company or not.
Protection of Public Policy.

Prevention of Fraud or Improper conduct.

Company is a mere sham, i.e. false Company.

Floating Subsidiary Companies to act as Agents.

Company avoiding legal obligations or welfare legislations,
Company acting as mere agents / trustees of Shareholders.

. Determination of Company’s technical competence.

10. Contempt of Court, i.e. Disobeying Court Order.

1.
2
3
4.
5.
6
7
8
9

QAW

7.
8.
9.
10.
11.

Mis—statement in Prospectus [Sec.34]

Failure to Return Minimum Subscription [S.39]
Fraud with respect to Deposits [Sec.75]
Holding & Subsidiary Company [Sec.129]

For facilitating task of Inspector [Sec.219]
For investigation into Ownership of Company
[Sec.216]

Fraudulent Conduct u/s 447.

Illegal Association [Sec.464]

Reduction below Statutory Minimum [Sec.3A]
Liability under Other Statutes.

Ultra Vires acts.

1B.2.3 Lifting of Corporate Veil under Judicial Interpretations

1. Protection of Revenue: In order to protect revenue to the State, the Courts shall pierce the Corporate Veil and

punish the perpetrators who defraud revenue.

over to the assessee as pretended loans.

A millionaire earning huge income by dividends and interests formed 4 Private Companies and
transferred his investments in exchange of their Shares. Dividends and Interest Income were Re. Dinsh
handed back to him as pretended loan. Held, Company was formed purely and simply as a means ,ﬁ' mi-aw
of avoiding tax and the Company was nothing more than Assessee himself. It did no business, but a:e:_tjee
was created simply as a legal entity to ostensibly receive dividends and interest and hand them et

Determining enemy character of Company: A Company is an artificial person and cannot be an enemy or friend.

2.
But during war, the Corporate Veil may be lifted to identify the persons behind and determine whether they are
enemies or friends.
A Company was incorporated in London for selling tyres manufactured in Germany by a German Daimler Co. Ltd
Company. The German Company virtually held the entire Share Capital in the English Company. Vs Contine.ntal
All the Directors were German residents. During the First World War, the said Company Tyre & Rubber
commenced an action for recovery of a trade debt from English Company. It was held that the ch (Great
Company was an alien Company and the payment of debt to it would amount to trading with Brit.ain) Ltd. -
the enemy and therefore the Company was not allowed to proceed with the action. )
3. Protection of Public Policy: Courts shall lift the Corporate Veil without hesitation to protect the public policy and
prevent transactions contrary to public policy.
Where there is a conflict with public policy, Courts ignore the form and take into account, | Connors vs Connors
only the substance. Ltd.
4. Prevention of Fraud or Improper Conduct: Where a Company is used for committing fraud, or for a fraudulent

purpose, say defrauding Creditors or circumventing law, the corporate veil shall be lifted.

L agreed to sell a certain piece of land to J for £ 5,250. He subsequently changed his mind and to avoid
specific performance of the contract, he sold it to a Company (with a capital of £ 100), which was formed Jo
especially for this purpose. The Company had L and a clerk of his solicitors as the only members. J L_nes Vs
brought an action against L and the Company for specific performance of the contract. The Court looked ipman
into the reality, ignored the transfer, and ordered the Company to convey / transfer the land to J.

the interests of those affected.

1B.5
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Horme was employed under an agreement that he shall not ! ¢ cessation of
compete with |it ;/or a certain period of time after leaving “_5 egpl_?}gegtﬁdpﬁitted the whole
employment, Horne formed a Company that carried on a competing Bus! ' sinted as its Directors.
of its Shares to his wife and an Employee of the Company, who wefe ar;(p ham' to enable him
Held, Horne in fact controlled the Company. Its formation was a mere doz or sun ction was issued
to break his agreement with the Company (Employer — Giford Motor). A IIFERE B8 o

against him and his Company restraining them from soliciting the customers 0 -

The concept of corporate entity was evolved to encourage and promote thrade tz:z?disc:rrnn:;;;;j
but not to commit illegalities or to defraud people. Where, the corporate charac Aisdiing i
for the purpose of committing illegality or for defrauding others, the Court would g Ble It to
corporate character and will look at the reality behind the corporate veil so as to ena

pass appropriate orders to do justice between the parties concerned.

hall not solicit the Company'’s customers or

. sie e . idiaries merely to act as itg
Floating Subsidiaries merely to act as Agents: When a Company floats SUbs'_ - Own
Agent, then Corporate Veil shall be lifted, and both regarded as same entity, though in eyes of the law the Subsidiar,
Company is a distinct entity.

A Transport Company wanted to obtain licences for its vehicles, but it could not do so if it made | Merchandise
application in its own name. Hence, it formed a Subsidiary Company and made applications in | Transport Ltd vs
the name of subsidiary. Vehicles were to be transferred to the Subsidiary. Held, Parent and | British Transport
Subsidiary Company was one commercial unit and application for licences was rejected. Commission

Government of U.P. announced certain subsidies to Companies which produced power for their
own use. Renusagar Power Supply Company was a 100% Subsidiary of Hindalco and supplied
its entire power output to Hindalco and none else. Held, where Holding Company holds 100% | State of UP. vs
Shares in a Subsidiary and the latter is created only for the purpose of Holding Company, Renusagar
Corporate Veil can be lifted. Hindalco and Renusagar Power Supply Company were considered Power Co.

as one entity, and thus Hindalco was entitled to the subsidies. Note: This decision had been an
advantage to the Company.

Company avoiding legal obligations or welfare legislations: When a Company tries to avoid its legal obligations
or intends to avoid its obligations on welfare measures, the Corporate Veil shall be lifted, to look at the real situation.

Where the sole purpose for formation of a new Company was to use it as Workmen of Associated Rubber
a device to reduce the amount to be paid by way of bonus to workmen, Industry Ltd vs Associated Rubber
the Corporate Veil shall be pierced to look at the real transaction. Industry Ltd.

Company acting as mere Agents/Trustees of its Shareholders: If there is an arrangement between the
Shareholders and Company to the effect that Company will act as their agent for carrying on the business, then,

business is essentially that of the Shareholders. In an arrangement where the Company acts as mere agents of its
Shareholders, the individual Shareholders may be identified for fixing their liability.

An American Company financed the production of a Film in India in the name of a British Company. The R
President of American Company held 90% of Shares of British Company. The Film was refused to be el

registered as a British Film. Held, the decision was valid since the British Company acted as the Films
Nominee of the American Company. Ltd.

Determining Technical Competence: Since the Company comes into existence
technical competence of its Promoters can be considered to be that of the Com
such a situation, the lifting of veil is an advantage to the Company.

only upon incorporation, the
pany’s by lifting the corporate veil. In

The experience of Promoters could well be considered as experience of Company in | New Horizons Ltd vs
determining its technical competence. Union of India

Contempt of Court — Disobeying Court Order:
Company being an artificial person cannot disobey the orders of the Court. Court shall pierce the Corporate Veil an
shall make the person behind it liable if it is ascertained that the Company is used for sham / false purpose.

A Firm of two Partners agreed to sell two floors to a party,
restrained the Firm from selling the Property. In the mea
two Partners being the only two Shareholders and they

respectively and the Property was transferred to the Com
order sold off the two floors. The Partners of the Firm too

but cancelled the agreement. The High Court |  Jyoti

ntime a Private Company was floated by the | Limited
became its Chairman and Managing Director
pany which despite the High Court’s restraint
k the plea that the sale had been made by the
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