
Chapter 9 Dividends

CA ABHISHEK BANSAL �  127

TEST YOURSELF!

Refer S 127 theory.  

In the given case Mr Rajan will not succeed in his claim for 20% interest as the limit under 
section 127 is 18% per annum. 

CASE: The Annual General Meeting of ABC Limited declared a dividend at the rate of 30 
percent payable on paid up equity share capital of the Company as recommended by Board 
of Directors on 30th April, 2014. But the Company was unable to post the dividend 
warrant to Mr. Ranjan, an equity shareholder of the Company, up to 30th June, 2014. Mr. 
Ranjan filed a suit against the Company for the payment of dividend along with interest at 
the rate of 20 percent per annum for default period. Decide in the light of provisions of the 
Companies Act, 2013, whether Mr. Ranjan would succeed? Also state the directors' 
liability in this regard under the Act.

In the present case, the Board of Directors of XYZ Company Limited at its meeting declared a 
dividend on its paid-up equity share capital which was later on approved by the company's 
Annual General Meeting. In the meantime the directors at another meeting of the Board 
decided by passing a resolution to divert the total dividend to be paid to shareholders for 
purchase of investment for the company. As a result dividend was paid to shareholders after 45 
days. 

i. The Board of Directors of XYZ Company Limited is in violation of section 127 of the 
Companies Act, 2013 as it failed to pay dividend to shareholders within 30 days due to their 
decision to divert the total dividend to be paid to shareholders for purchase of investment 
for the company. 

Consequences: The following are the consequences for the violation of above provisions: 

a. 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 and shall also be liable for 
a fine which shall not be less than one thousand rupees for every day during which such 
default continues. 

b. 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. 

ii. If the amount of dividend to a shareholder is adjusted by the company against certain dues 
to the company from the shareholder, then failure to pay dividend within 30 days shall not 
be deemed to be an offence under Provison to section 127 of the Companies Act, 2013. 

CASE: The Board of Directors of XYZ Company Limited at its meeting declared a dividend 
on its paid- up equity share capital which was later on approved by the company`s Annual  
General Meeting. In the meantime the directors at another meeting of the Board decided 
by passing a resolution to divert the total dividend to be paid to shareholders for purchase 
of investments for the company. As a result dividend was paid to shareholders after 45 
days. Examining the provisions of the Companies Act, 2013, state: 

i. Whether the act of directors is in violation of the provisions of the Act and also the 
consequences that shall follow for the above act of directors? 

ii. What would be your answer in case the amount of dividend to a shareholder is 
adjusted by the company against certain dues to the company from the shareholder? 
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i. Section 127 of the Companies Act, 2013 provides for punishment for failure to distribute 
dividend on time. One of such situations is 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 not been communicated to her.  

In the given situation, the company has failed to communicate to the shareholder Mrs. 
Sheela about non-compliance of her direction regarding payment of dividend. Hence, the 
penal provisions under section 127 will be applicable. 

ii. Section 127, inter-alia, provides that no offence shall be deemed to have been committed 
where the dividend could not be paid by reason of operation of law. 

In the present circumstance, the dividend could not be paid because it was not allowed to be 
paid by the court until the matter was resolved about succession. Hence, there will not be 
any liability on the company and its Directors etc. 

CASE: Star Ltd. declared and paid dividend in time to all its equity holders for the 
financial year 2014-15, except in the following two cases: 

i. Mrs. Sheela, holding 250 shares had mandated the company to directly deposit the 
dividend amount in her bank account. The company, accordingly remitted the 
dividend but the bank returned the payment on the ground that there was difference 
in surname of the payee in the bank records. The company, however, did not inform 
Mrs. Sheela about this discrepancy. 

ii. Dividend amount of ` 50,000 was not paid to Mr. Mohan, deceased, in view of court 
order restraining the payment due to family dispute about succession. 

You are required to analyse these cases with reference to provisions of the Companies 
Act, 2013 regarding failure to distribute dividends. 

Refer Sec 123 (9.4) – we can conclude that ABC limited can pay dividends out of the money 
provided by the central government. 

CASE: ABC Ltd. took up a risky project of the National Highways Authority of India on the 
basis of a guarantee provided by the Central Government regarding payment of dividends 
to the shareholders of the company. Can the company pay dividends out of the above 
guaranteed money? Referring to the applicable provisions of the Companies Act, 2013, 
advise the company regarding the sources out of which the company can pay dividends.

Refer Sec 124 theory  

Accordingly, Supreme Ltd. has to transfer the unpaid dividend amount of ` 50,000 on disputed 
shares plus ` 1.50 lakh on account of unclaimed dividend to a specially opened unpaid 
Dividend Account within 7 days after 30th October, 2016. 

If any default is made in complying with the above provision, the company as well as every 
officer of the company, who is in default, shall be punishable as mentioned in the section. 

CASE: Supreme Ltd. declared dividend @ 10% on its 10 lakh equity shares of `10 each on 
30th September 2016. The dividend warrants were despatched to all the shareholders 
except three shareholders, holding in total 50,000 shares, due to dispute regarding title 
over the shares pending in court. On ascertaining the position on 30 th October 2016, it 
was observed that dividend warrants for ` 1.50 lakh were not encashed by the remaining 
shareholders. Explain, with reference to provisions of the Companies Act, 2013, the 
actions to be taken by the company to deal with the unpaid/unclaimed amount of 
dividend. Also state the consequences if default is done in this matter.


