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                Introduction Related To Formation of Company 

Unit-1
(1)What do you mean by a company?

Answer: A company is a legal entity formed by a group of individuals to carry out commercial, 
industrial, or professional activities. Companies are created to achieve specific objectives, such as 
producing goods, offering services, or conducting trade. They are governed by laws and regulations in 
the country where they are established.

(2)Define Company as per Companies Act 2013.

Answer: Under the Companies Act, 2013 (India), a company is defined in Section 2(20) as:

"A company means a company incorporated under this Act or under any previous company law."

(3)What are the Characteristics of a Company?

Answer: Following are the 10 key characteristics of a company:

1. Separate Legal Entity
A company is a distinct legal entity separate from its owners (shareholders), capable of owning 
assets, entering contracts, and suing or being sued in its name.

2. Limited Liability
Shareholders’ liability is limited to the amount they have invested or agreed to
contribute to the company.

3. Perpetual Succession
A company continues to exist regardless of changes in ownership, management, or the death of 
its members.

4. Artificial Person
A company is created by law and does not have physical existence, but it can perform legal 
activities through its representatives.

5. Separate Ownership and Management
Shareholders own the company, but the management is handled by directors or professional 
managers.

6. Common Seal
A company uses a common seal (if required) as its official signature on important documents, 
though this is now optional in many jurisdictions.



7. Transferability of Shares
Shares of a public company are freely transferable, allowing shareholders to exit the company 
without affecting its operations.

8. Capacity to Contract
A company can enter into contracts and agreements as a legal person, enabling it to do business 
effectively.

9. Statutory Compliance
Companies must comply with various legal and regulatory requirements, such as filing annual 
returns and financial statements.

10. Profit Sharing
Profits earned by the company are distributed to shareholders as dividends, based on their 
shareholding.

(4)What are the different types of Companies?

Answer: Following are the 10 types of companies based on key classifications:

1. Private Limited Company
o A company owned privately with restrictions on share transfer. It requires a minimum 

of 2 and a maximum of 200 members. Ideal for startups and family businesses.
2. Public Limited Company

o A company whose shares can be freely traded on the stock exchange. It requires a 
minimum of 7 members, with no maximum limit. Suitable for large- scale businesses.

3. One Person Company (OPC)
o Introduced under the Companies Act, 2013, this is a company with only one member. 

It provides limited liability while enabling sole proprietors to operate formally.
4. Section 8 Company

o Non-profit organizations formed for charitable, social, or educational 
purposes. Profits are reinvested rather than distributed as dividends.

5. Holding Company
o A company that owns and controls another company (subsidiary) by holding more than 

50% of its shares.
6. Subsidiary Company

o A company controlled by another company (holding company), either partially or wholly.
7. Government Company

o A company where at least 51% of the ownership is held by the central or state 
government (e.g., ONGC, SAIL).

8. Foreign Company
o A company incorporated outside India but conducts business within India, complying 

with Indian laws.
9. Small Company

o A private company with a paid-up capital of up to ₹2 crores and turnover up to
₹20 crores.

10. Producer Company



• A company formed by farmers or agricultural producers to enhance productivity and promote 
their welfare.

(5)What do you mean by Promoter? What are the legal position of a promoter? Answer: As 

per Section 2(69) of the Companies Act, 2013, a promoter is defined as:

• A person named as such in the prospectus or identified by the company in its annual return.
• A person with direct or indirect control over the company’s affairs.
• A person instrumental in the formulation of the company’s plan or its management.

The legal position of a promoter is not explicitly defined as an agent, trustee, or employee, but they hold 
fiduciary and statutory duties towards the company.

1. Fiduciary Position

• A promoter stands in a fiduciary relationship with the company and its stakeholders.
• They must act in good faith, avoiding conflicts of interest or misuse of their position.
• They should disclose any profit or benefit derived during the promotion of the company.

2. Not a Trustee Before Incorporation

• A promoter is not a trustee of the company before its incorporation, as the company does not 
legally exist yet.

• However, they must hold any property or benefits acquired for the company on its behalf.

3. Liability for Misrepresentation

• A promoter is liable for any false statements made in the company’s prospectus.
• They can be held accountable for fraud or misrepresentation to potential investors.

4. Contractual Position

• A promoter enters preliminary contracts on behalf of the company. These contracts
become binding only after the company’s incorporation and approval by the board.

5. Statutory Obligations

• Under the Companies Act, promoters must provide accurate and complete disclosures in the 
prospectus and other company documents.

(6)What are the steps for on-line registration of a Company?

Answer: Following are the steps for online registration of a company in India:



1. Obtain Digital Signature Certificate (DSC)
o All directors and shareholders must obtain a valid DSC to sign the electronic 

documents.
2. Obtain Director Identification Number (DIN)

o Directors must apply for a DIN through the Ministry of Corporate Affairs
(MCA) portal, if they don’t already have one.

3. Choose Company Name
o Select a unique name for the company. The name should be checked for

availability using the MCA’s “RUN” (Reserve Unique Name) service.
4. Draft the Memorandum and Articles of Association (MOA and AOA)

o Prepare the MOA and AOA, which define the company’s purpose and internal
management rules.

5. File e-Forms with MCA
o Submit e-Form SPICe (INC-32) for incorporation, along with the necessary 

documents such as the MOA, AOA, proof of address, and identity proof of directors.
6. Pay Registration Fees

o Pay the prescribed fees based on the company’s authorized capital using the
MCA payment gateway.

7. Verification of Documents
o The MCA verifies the submitted documents and forms. If everything is in order, the 

company gets approved.
8. Certificate of Incorporation

o After approval, the MCA issues the Certificate of Incorporation, officially 
registering the company.

9. Apply for PAN and TAN
o The company must apply for a Permanent Account Number (PAN) and Tax Deduction 

and Collection Account Number (TAN) online, if not done during incorporation.
10. Open a Bank Account

• With the Certificate of Incorporation and PAN, open a bank account in the company’s
name to start business operations.

(7)Write a note on on-line filing of documents for formation of a company.

Answer: Following are the steps for online filing of documents for the formation of a company in India:

1. Digital Signature Certificate (DSC)
o Directors and shareholders must obtain a DSC, as it is required to sign 

documents electronically for submission.
2. Director Identification Number (DIN)

o Directors must apply for a DIN through the Ministry of Corporate Affairs (MCA) 
portal if they do not already possess one.

3. Name Reservation
o The company name is reserved online using the RUN (Reserve Unique Name) service on 

the MCA portal. The name must be unique and compliant with the naming rules.



4. Preparation of Documents
o Memorandum of Association (MOA) and Articles of Association (AOA) must be 

drafted and signed. These define the company’s objectives and internal management 
structure.

o Identity and address proof of directors, along with the registered office proof, must be 
prepared for submission.

5. Online Submission of e-Forms
o The company formation application is submitted using e-Form SPICe (INC- 32), 

which consolidates various forms required for incorporation, such as:
▪ MOA (INC-33)
▪ AOA (INC-34)
▪ Other required documents like director proof and office proof.

6. Payment of Fees
o The registration fee, based on the company’s authorized capital, is paid online

through the MCA payment gateway.
7. Verification by MCA

o The submitted documents and forms are verified by the MCA. If everything is correct, 
the company is incorporated.

8. Certificate of Incorporation
o Once the forms are approved, the MCA issues the Certificate of Incorporation,

confirming the company’s legal existence.
9. Post-Incorporation Filings

o After incorporation, the company can apply for a PAN and TAN online for tax- related 
purposes.

10. Bank Account Opening
o After obtaining the Certificate of Incorporation and PAN, the company can open a 

bank account to begin operations.

(8)What do you mean by Lifting of Corporate Veil?

Answer: Lifting of the corporate veil refers to the legal concept where a court disregards the separate 
legal identity of a company to hold its shareholders, directors, or officers personally liable for the 
company’s actions or debts. Normally, a company is a distinct legal entity, separate from its owners and 
managers. However, in certain circumstances, the court may "lift" or "pierce" the corporate veil to 
prevent misuse of this separate identity.

(9)In what circumstances can veil of the corporate personality be lifted?
Answer: The veil of corporate personality can be lifted in the following circumstances:

1. Fraud or Improper Conduct

• If a company is used to perpetrate fraud, conceal illegal activities, or engage in wrongful 
conduct, the court may lift the corporate veil to expose the individuals behind the 
company.

• Example: If a company is formed solely to deceive creditors or investors, the court may hold 
the directors personally liable.



2. Avoidance of Legal Obligations

• When a company is used as a vehicle to avoid legal obligations, such as paying taxes, debts, or 
following regulatory requirements, the corporate veil may be lifted.

• Example: A company is created to avoid paying wages or other legal dues, and the court may 
disregard the corporate entity to hold the individuals accountable.

3. Sham or Façade

• When a company is created as a mere façade or shell to conceal the true facts or evade the law, 
the court may lift the veil. This often happens when the company is used to mask personal 
dealings or interests.

• Example: A business created solely to avoid liabilities while the actual control and ownership 
remain with the promoters.

4. Company Used for Illegal Activities

• If a company is set up for unlawful purposes, such as money laundering, tax evasion, or other 
criminal activities, the court may lift the corporate veil to hold individuals responsible.

• Example: A company used as a front for smuggling or trafficking illegal goods.

5. Control or Manipulation by Parent Companies

• If a parent company exerts undue influence or control over a subsidiary and uses it for unfair 
advantage or to evade its legal obligations, the veil can be lifted.

• Example: A parent company controls a subsidiary to the extent that the subsidiary has no 
independent decision-making power, and the court may hold the parent company liable for the 
subsidiary’s actions.

6. Group of Companies or Interconnected Entities

• In cases where a group of companies operates as a single economic unit and the separation 
between them is a mere illusion, the court may lift the veil to treat them as one entity.

• Example: A group of companies used to siphon off assets or manipulate profits among 
various entities to evade tax or obligations.

7. To Protect Creditors' Interests

• If the corporate veil is used to shield the true nature of a company’s financial position, especially 
in cases of insolvency or bankruptcy, the veil may be lifted to safeguard creditors’ rights.

• Example: A company is liquidating its assets, but the individuals behind the company are using 
the corporate structure to avoid paying creditors.



8. In the Interest of Justice

• Courts may lift the veil in situations where it is necessary to ensure fairness and justice, 
particularly when the legal identity of the company is being used to circumvent legal 
rights or obligations.

• Example: A director or shareholder uses the company to hide personal wealth while avoiding 
personal liability.

In essence, the corporate veil is lifted to prevent its abuse and to ensure that the company is not misused 
to circumvent legal duties, fraud, or unfair treatment of stakeholders. The court will look into the facts of 
the case and decide whether lifting the veil is justified.

(10)What do you mean by Formation of a Company?

Answer: Formation of a company refers to the legal process by which a company is created and 
registered as a separate legal entity. This process involves several steps, starting from the initial decision 
to form a company to its legal incorporation. Once formed, the company gains the rights and 
responsibilities of a separate legal person under the law, capable of owning property, entering into 
contracts, and engaging in business activities.

(11)What are the different steps/ stages for formation of a company?

Answer: The formation of a company involves several essential steps or stages to ensure that the 
company is legally established and compliant with the relevant laws. Below are the key steps:

1. Decide on the Type of Company

• Choose the type of company (e.g., Private Limited Company, Public Limited 
Company, One Person Company) based on business goals and size.

2. Choose a Company Name

• Select a unique name for the company. The name must be compliant with naming rules and 
should not conflict with any existing trademarks or company names.

• The name can be reserved through the RUN (Reserve Unique Name) service on the Ministry 
of Corporate Affairs (MCA) portal.

3. Obtain Digital Signature Certificate (DSC)

• All directors and shareholders need a Digital Signature Certificate (DSC) to sign documents 
electronically. It is mandatory for online filing of documents.



4. Apply for Director Identification Number (DIN)

• Every proposed director of the company must apply for a Director Identification Number (DIN), 
which is a unique identification number. It can be applied for online on the MCA portal.

5. Draft the Memorandum of Association (MOA) and Articles of Association (AOA)

• MOA: Defines the company’s main objectives and scope of activities.
• AOA: Outlines the rules for the company’s internal management and governance.
• These documents need to be signed by the initial shareholders/directors and are mandatory 

for company registration.

6. Register the Company

• Submit the necessary documents and forms online through the Ministry of Corporate Affairs 
(MCA) portal.

• Key forms include:
o SPICe (INC-32): Application for company incorporation.
o MOA (INC-33) and AOA (INC-34): Documents defining the company’s

objectives and governance structure.
o Proof of identity and address of the directors, and registered office proof.

7. Pay the Registration Fees

• Pay the necessary fees for company registration based on the authorized capital and type of 
company.

8. Verification by the Registrar of Companies (ROC)

• The Registrar of Companies (ROC) reviews the submitted forms and documents for accuracy 
and compliance with the law.

9. Issuance of Certificate of Incorporation

• After the verification, the ROC issues the Certificate of Incorporation, which marks the legal 
existence of the company.

10. Apply for PAN and TAN

• After incorporation, the company needs to apply for a Permanent Account Number (PAN) and 
Tax Deduction and Collection Account Number (TAN) online for tax purposes.



11. Open a Company Bank Account

• With the Certificate of Incorporation and PAN, the company can open a business bank 
account to manage finances.

12. Post-Incorporation Compliances

• Ensure compliance with other legal formalities, such as GST registration (if applicable), 
maintaining proper books of accounts, and holding the first board meeting.

These stages collectively help establish a company as a separate legal entity, allowing it to operate and 
function within the legal framework.

(12)Write Short Notes on –

(a) One Person Company

Answer: A One Person Company (OPC) is a type of company in India introduced under the Companies 
Act, 2013, to encourage sole proprietorships and small businesses to operate as separate legal entities. An 
OPC allows a single person to form a company, providing the benefits of limited liability while 
maintaining control over the business.

Key Features of an OPC:

1. Single Member: As the name suggests, only one individual can be a member and 
shareholder in an OPC. This individual is known as the "sole member".

2. Limited Liability: The liability of the member is limited to the amount of capital invested in 
the company, protecting personal assets from business debts.

3. No Minimum Capital Requirement: There is no minimum paid-up capital 
requirement for OPCs, making them affordable for small entrepreneurs.

4. Perpetual Succession: The OPC enjoys continuity, even if the sole member dies or becomes 
incapacitated. However, the company must nominate another person to become a member in 
such cases.

5. Separate Legal Entity: The OPC is considered a distinct legal entity, separate from its owner. It 
can own property, enter into contracts, and sue or be sued in its name.

6. Compliance Requirements: Although it has fewer compliance requirements than public 
companies, an OPC still needs to maintain annual filings and financial records as per the 
Companies Act.

OPCs provide a streamlined way for individuals to run businesses with the legal protections and 
credibility of a company.

(b) Small Company

Answer: A Small Company is a type of private company defined under the Companies Act, 2013 in 
India. It is designed to provide a simplified regulatory framework for small-scale



businesses. A small company enjoys certain benefits such as lower compliance costs and simplified 
procedures compared to larger companies.

Key Features of a Small Company:

1. Paid-up Capital: The paid-up capital of a small company cannot exceed ₹2 crore.
2. Turnover: The annual turnover of the company must not exceed ₹20 crore.
3. Private Limited: It must be a private limited company, meaning it cannot invite the public to 

subscribe to its shares.
4. Fewer Compliance Requirements: Small companies have reduced compliance burdens, such as 

simplified financial reporting and audit requirements. This makes it easier and more cost-
effective for small businesses to operate.

5. Management Flexibility: Small companies enjoy flexibility in decision-making and are not 
subject to the stringent governance rules imposed on larger companies.

6. Eligibility for Benefits: Small companies can apply for exemptions and relaxations under 
certain provisions of the Companies Act.

Advantages:

• Lower regulatory and filing costs.
• Reduced audit requirements.
• Easier governance due to fewer statutory obligations.

(c ) Dormant Company

Answer: A Dormant Company is a company that has been registered but is not actively engaged in any 
business operations or transactions. Under the Companies Act, 2013, a company can be considered 
dormant if it has not carried out any significant accounting transactions during a specific period but still 
maintains its legal status.

Key Features of a Dormant Company:

1. Inactive Operations: A dormant company does not engage in any business activity or financial 
transactions, such as sales, income generation, or expenses.

2. Eligibility: A company can apply to the Registrar of Companies (RoC) to be declared dormant 
if it has no significant operations or if its business activities have been suspended.

3. Annual Compliance: Despite being dormant, the company must still file annual returns and 
financial statements with the RoC, but it is not required to undergo audits if there are no 
transactions.

4. Retention of Corporate Status: A dormant company retains its status as a registered entity and 
can resume business activities at any time without having to undergo re- registration.

5. Dormancy Declaration: To declare a company dormant, it must apply to the RoC, and it must 
meet specific criteria such as no assets or liabilities, and no significant transactions in the last 
two years.



Advantages:

• It helps companies hold their legal status for future business ventures without the cost of 
ongoing operations.

• Provides a way to temporarily halt operations while retaining the option to reactivate.

(d)National Company Law Tribunal

Answer: The National Company Law Tribunal (NCLT) is a quasi-judicial body in India that adjudicates 
issues related to companies, including matters of insolvency, mergers, demergers, and company law 
disputes. Established under the Companies Act, 2013, the NCLT is designed to provide a more efficient 
and specialized forum for resolving company- related matters. It aims to fast-track the resolution of 
disputes, improving the ease of doing business in India.

Key Features of NCLT:

1. Jurisdiction: The NCLT has jurisdiction over matters such as the dissolution of companies, 
corporate restructuring, mergers and acquisitions, the removal of directors, and the resolution 
of disputes between shareholders, creditors, and other stakeholders.

2. Insolvency Proceedings: It plays a central role in the Insolvency and Bankruptcy Code (IBC), 
handling corporate insolvency resolution and liquidation processes.

3. Bench Structure: The NCLT consists of multiple benches located across India, each headed by 
judicial and technical members. This decentralized structure ensures accessibility to 
businesses in different regions.

4. Appellate Tribunal (NCLAT): Appeals against the orders of the NCLT can be made to the 
National Company Law Appellate Tribunal (NCLAT).

5. Specialized Tribunal: It provides specialized knowledge of company law and resolves issues more 
efficiently compared to general courts.

The NCLT plays a crucial role in ensuring the smooth functioning of businesses in India by resolving 
disputes and ensuring compliance with the Companies Act.

(e)National Company Law Appellate Tribunal.

Answer: The National Company Law Appellate Tribunal (NCLAT) is the appellate body established 
under the Companies Act, 2013, to hear and adjudicate appeals against the orders passed by the National 
Company Law Tribunal (NCLT). It serves as the second-tier forum for resolving disputes related to 
companies and insolvency matters in India.

Key Features of NCLAT:

1. Jurisdiction: The NCLAT has the authority to hear appeals against orders passed by the NCLT 
concerning matters under the Companies Act, 2013 and the Insolvency and Bankruptcy Code 
(IBC). This includes corporate governance disputes, mergers, acquisitions, liquidation, and 
insolvency resolution processes.



2. Composition: NCLAT consists of a Chairperson, Judicial Members, and Technical Members. 
The Chairperson is typically a retired Supreme Court or High Court judge, while the members 
have expertise in law and business.

3. Appeals and Review: NCLAT hears appeals from the NCLT decisions, orders passed in the 
insolvency resolution process, and any other decisions relating to company law. If necessary, the 
tribunal can refer matters back to NCLT for further clarification or action.

4. Final Appellate Authority: Decisions of the NCLAT are binding unless challenged before the 
Supreme Court of India, making it the final appellate authority in most company law matters.

The NCLAT plays a vital role in ensuring the effective enforcement of company law and insolvency 
regulations, providing businesses with a forum for resolving disputes efficiently.

(f)Association Not For Profit.

Answer: An Association Not For Profit (NFP) is an organization formed with the primary objective of 
promoting a social, educational, religious, charitable, or other community- focused purpose, rather than 
generating profits for its members. These organizations are commonly known as Non-Profit 
Organizations (NPOs) and are usually established under the provisions of the Companies Act, 2013 or 
specific state laws.

Key Features of an NFP:

1. Purpose: The primary goal of an NFP is to serve a public or societal cause. Profits generated 
by the organization, if any, must be reinvested into the organization to further its objectives, 
rather than distributed to members or shareholders.

2. Legal Structure: An NFP can be established as a Section 8 Company under the Companies 
Act, 2013, or as a Society or Trust. A Section 8 company is particularly suited for non-profit 
ventures due to its flexibility and legal recognition.

3. Exemptions from Taxes: Many NFPs are eligible for tax exemptions under the Income Tax Act, 
1961, provided they meet specific criteria, such as the nature of their activities and their non-
distribution of profits.

4. No Profit Distribution: The members or promoters of an NFP are not entitled to any dividend or 
distribution of the organization's profits. The funds must be used for its purpose, such as 
charitable, educational, or social welfare activities.

(g) Illegal Association.

Answer: An Illegal Association refers to a group or organization formed for purposes that are unlawful or 
prohibited by law. Such associations operate in violation of legal statutes, public policies, or social norms, 
and their activities can lead to criminal liabilities for its members and leaders. These associations 
typically engage in activities that are detrimental to public order, safety, or morality.



Key Features of an Illegal Association:

1. Unlawful Objectives: The purpose of an illegal association is typically to carry out illegal 
activities, such as fraud, violence, terrorism, money laundering, or any form of activity against 
the law.

2. Violation of Laws: It operates in contravention to laws that prohibit illegal activities. For 
example, an association formed to promote violence or illegal trade is considered illegal under 
the Indian Penal Code (IPC) and other relevant laws.

3. Unlawful Membership: Membership in an illegal association may be based on 
encouraging individuals to participate in unlawful activities or promote illegal agendas.

4. Consequences for Members: Members and leaders of illegal associations can face criminal 
prosecution, including imprisonment and fines, as participation in such groups is considered 
a violation of the law.

5. No Legal Recognition: Unlike legal associations or organizations, illegal associations have no 
legal status and cannot sue or be sued in the courts.

(h)Pre- Incorporation Contract.

Answer: An Illegal Association refers to a group or organization formed for purposes that are unlawful or 
prohibited by law. Such associations operate in violation of legal statutes, public policies, or social norms, 
and their activities can lead to criminal liabilities for its members and leaders. These associations 
typically engage in activities that are detrimental to public order, safety, or morality.

Key Features of an Illegal Association:

1. Unlawful Objectives: The purpose of an illegal association is typically to carry out illegal 
activities, such as fraud, violence, terrorism, money laundering, or any form of activity against 
the law.

2. Violation of Laws: It operates in contravention to laws that prohibit illegal activities. For 
example, an association formed to promote violence or illegal trade is considered illegal under 
the Indian Penal Code (IPC) and other relevant laws.

3. Unlawful Membership: Membership in an illegal association may be based on 
encouraging individuals to participate in unlawful activities or promote illegal agendas.

4. Consequences for Members: Members and leaders of illegal associations can face criminal 
prosecution, including imprisonment and fines, as participation in such groups is considered 
a violation of the law.

5. No Legal Recognition: Unlike legal associations or organizations, illegal associations have no 
legal status and cannot sue or be sued in the courts.

The formation or participation in an illegal association is punishable under the law, and such groups are often 
disbanded by authorities to maintain law and order.



Basic Documents Unit-2
(1) What do you mean by Memorandum of Association?

Answer: The Memorandum of Association (MoA) is a key legal document required for the incorporation 
of a company. It outlines the company's structure, purpose, and scope of activities. It acts as a charter for 
the company and defines its relationship with shareholders, creditors, and other stakeholders.

(2) Discuss the Clauses of Memorandum of Association of a Company. Answer: 

Following are the clauses of MOA:

1. Name Clause

This clause specifies the legal name of the company. The name must end with “Limited” for public 
companies or “Private Limited” for private companies. The chosen name should not be identical to any 
existing company or violate trademark laws.

2. Registered Office Clause

This clause mentions the location of the company’s registered office, which determines the legal 
jurisdiction under which the company falls. It must be established within a specified time after 
incorporation.

3. Objects Clause

This is a critical clause that outlines the purpose and objectives for which the company is formed. It 
includes:

• Main Objects: The primary business activities.
• Incidental Objects: Activities necessary to support the main objects.
• Other Objects: Any additional lawful activities the company may undertake.

4. Liability Clause

This clause defines the extent of liability of the company’s members. It can be limited by shares, meaning 
members are liable only up to the unpaid value of their shares, or by guarantee, where liability is limited 
to a specific amount.



5. Capital Clause

This clause specifies the company’s authorized share capital and its division into shares of a fixed value. 
It also mentions the total amount the company is authorized to raise through the issuance of shares.

6. Subscription Clause

This clause lists the names of the initial subscribers (founders) who agree to take a certain number of 
shares. Their signatures signify consent to form the company and invest in it.

Each clause is essential for defining the scope, purpose, and legal framework within which the company 
operates.

(3) What do you mean by Articles Of Association?

Answer: The Articles of Association (AoA) is a key legal document that outlines the internal rules and 
regulations governing the management and operation of a company. It works alongside the 
Memorandum of Association (MoA) and acts as a guide for the company's directors and shareholders to 
conduct business and make decisions.

(4) What are the contents of Articles of Association? 

Answer: Following are the contents of AOA:

1. Share Capital and Shareholders’ Rights

This section specifies the structure of the company’s share capital, including the types of shares, 
rules for issuing new shares, and the rights attached to each type of share, such as voting rights and 
dividend entitlements.

2. Transfer and Transmission of Shares

It outlines the procedures for transferring shares between individuals, conditions for approval, 
and the process for transmitting shares in case of the shareholder’s death or insolvency.

3. Meetings and Voting

This section describes the rules for conducting general and board meetings, including the quorum 
required, notice period, voting methods, and procedures for passing resolutions.

4. Directors and Their Powers

It defines the roles, responsibilities, and powers of the company’s directors, as well as the
process for their appointment, removal, and remuneration.



5. Dividends and Reserves

This section specifies the policies for declaring and distributing dividends to shareholders and managing 
company reserves for future use.

6. Borrowing Powers

It includes provisions regarding the company’s authority to borrow funds, issue securities,
and create charges on assets to secure loans.

7. Accounts and Audits

This part covers the maintenance of financial records, preparation of financial statements, and rules for 
appointing and working with auditors.

8. Winding Up

It provides guidelines for the procedure to be followed if the company is dissolved, including the 
distribution of remaining assets among stakeholders.

9. Common Seal and Authentication

If applicable, this section describes the use of the company’s official seal and the
authentication of documents.

(5) What do you mean by Prospectus?

Answer: A Prospectus is a formal legal document issued by a company to invite the public to subscribe to 
its shares, debentures, or other securities. It provides detailed information about the company’s business, 
financial position, and the securities being offered. The prospectus is a crucial tool for potential investors 
to make informed decisions.

(6) What are the contents of a Prospectus?

Answer: Following are the contents of a Prospectus:

1. Company Details

This section includes the name, registered office address, date of incorporation, and objectives of the 
company. It also mentions the nature of the business and its industry.

2. Details of the Offer

Information about the securities being issued, including the type, number, price, and terms of the offer, is 
provided. This section also includes details about the opening and closing dates of the subscription.



3. Risk Factors

A disclosure of the potential risks associated with the investment, such as market risks, industry risks, or 
financial risks, to help investors make informed decisions.

4. Financial Information

This includes the company’s financial statements, such as profit and loss accounts, balance
sheets, and cash flow statements, as well as details of any significant changes in the
company’s financial position.

5. Management Details

Names, designations, and brief profiles of the company’s directors, promoters, and key
management personnel are included. It also mentions their shareholding in the company.

6. Objects of the Issue

This section explains the purpose of raising funds, such as for expansion, debt repayment, or other specific 
projects.

7. Underwriting and Guarantees

Details about any underwriting agreements or guarantees provided by third parties to ensure the issue's 
success.

8. Application and Allotment Procedures

Information about how to apply for the securities, the minimum and maximum subscription limits, and 
the allotment process is provided.

9. Material Contracts and Legal Information

A summary of significant contracts entered into by the company and details about any pending legal 
cases or disputes are included.

10.Declaration by the Directors

A statement signed by the directors declaring that the information in the prospectus is accurate and 
complete.

These contents ensure transparency and compliance with regulatory norms, helping investors assess the 
potential and risks of the investment.

(7) Distinguish between Memorandum of Association and Articles of Association.



Answer: Difference Between Memorandum of Association (MoA) and Articles of Association 
(AoA):

1. Definition:
o MoA: A document that defines the company’s objectives and its relationship

with the external environment.
o AoA: A document that outlines the internal rules and regulations for the

company’s management.
2. Purpose:

o MoA: Establishes the company’s scope of operations and objectives.
o AoA: Provides guidelines for the internal functioning of the company.

3. Legal Status:
o MoA: Acts as the company’s charter and is mandatory for incorporation.
o AoA: Acts as a subordinate document to the MoA.

4. Scope:
o MoA: Deals with external matters like the company's relationship with 

shareholders and creditors.
o AoA: Focuses on internal matters like management, meetings, and dividend 

distribution.
5. Alteration:

o MoA: Can only be altered with the approval of shareholders and sometimes requires 
government approval.

o AoA: Can be amended more easily, often by a special resolution of 
shareholders.

6. Compulsory Nature:
o MoA: Mandatory for all types of companies.
o AoA: Optional for certain companies, as they can adopt a model set of articles.

7. Content:
o MoA: Contains clauses like Name, Registered Office, Objects, Liability, Capital, 

and Subscription.
o AoA: Covers rules related to directors, meetings, voting, accounts, and 

shareholder rights.
8. Binding Effect:

o MoA: Binds the company to its objectives and prevents activities beyond its scope.
o AoA: Governs the relationship between the company’s members and its

management.
9. Public Access:

o MoA: Is a public document accessible to anyone.
o AoA: While also public, it primarily concerns internal stakeholders.

10. Legal Hierarchy:
o MoA: Superior to AoA; in case of conflict, MoA prevails.
o AoA: Subordinate to MoA and cannot override its provisions.

(8) Short Notes on-

(a) Doctrine of Constructive Notice and Indoor Management.



Answer: Doctrine of Constructive Notice

The Doctrine of Constructive Notice is a legal principle that assumes that anyone dealing with a company 
is presumed to have knowledge of the contents of the company's public documents, particularly the 
Memorandum of Association (MoA) and Articles of Association (AoA). Since these documents are filed 
with the Registrar of Companies and are accessible to the public, individuals are deemed to have 
"constructive notice" of their contents. This means that if a third party enters into a contract with the 
company, they are expected to be aware of the company’s objectives, powers, and restrictions. For 
example, if a company’s MoA restricts it from engaging in certain activities, any third party entering into 
a contract with the company cannot claim ignorance of such restrictions. Thus, the doctrine protects the 
company from liability arising from actions outside its authorized scope, as these are assumed to be 
known to outsiders.

Doctrine of Indoor Management

The Doctrine of Indoor Management, also known as the Turquand's Rule, protects outsiders who deal 
with a company in good faith, assuming the company’s internal procedures have been followed correctly, 
even if they have not been. According to this doctrine, third parties dealing with the company are not 
required to investigate whether the internal processes, such as board resolutions or shareholder approvals, 
have been properly followed. As long as the transaction appears legitimate on the surface, outsiders are 
presumed to be dealing with a company that is acting within its authority, regardless of any irregularities 
or internal
procedural breaches. For example, if the company’s board fails to pass a necessary resolution but an 
outsider enters into a contract based on the company’s apparent authority, the contract is still valid under 
the doctrine of indoor management. This doctrine safeguards parties dealing with the company, ensuring 
that internal failures do not affect the external transactions.

(b) Shelf Prospectus.

Answer: A Shelf Prospectus is a type of prospectus used by companies to offer securities in multiple 
tranches over a period of time, rather than in a single offering. It allows a company to raise capital more 
efficiently by filing one prospectus that can be used for several offerings, without the need to issue a new 
prospectus for each individual tranche. The shelf prospectus contains all the essential details about the 
company, the types of securities being offered, financial information, and the risks involved, but it 
doesn’t specify the exact timing, price, or number of securities to be issued. Once the initial shelf 
prospectus is approved by regulatory authorities, the company can make subsequent offers based on it, 
with a simplified process for future issues. This type of prospectus is particularly useful for companies 
with ongoing funding needs, as it provides flexibility and reduces administrative costs. The shelf 
prospectus must be updated periodically to reflect current financial data.

(c) Red Herring Prospectus.

Answer: A Red Herring Prospectus is a preliminary version of a prospectus used by companies when 
planning an initial public offering (IPO) of their shares or other securities.



It is filed with the regulatory authorities, such as the Securities and Exchange Commission (SEC) or other 
relevant bodies, to provide potential investors with detailed information about the company and the 
offering.

The term "Red Herring" refers to the statement in red ink on the cover page of the document, which 
indicates that the prospectus is still in draft form and that certain details, such as the price or the number 
of securities to be offered, have not yet been finalized. Although it provides a comprehensive overview of 
the company’s business, financial status, risks, and management, the final pricing and offering details are 
not included in the Red Herring Prospectus. It is used to gauge investor interest and is a crucial step in the 
IPO process before the final prospectus is issued, which will contain all finalized details for the public 
offering.

(d) Misstatement in Prospectus.

Answer: A misstatement in a prospectus refers to the inclusion of false, misleading, or inaccurate 
information in the document issued by a company during a public offering of securities. A prospectus is a 
critical document that provides potential investors with essential information about the company, the 
securities being offered, and the associated risks. If any part of the prospectus contains incorrect or 
deceptive statements, it can lead to significant legal consequences for the company and its promoters.

Types of Misstatements:

1. False Statements: Incorrect facts, such as overstated financial performance or
misleading statements about the company’s business operations.

2. Omissions: Failure to include important information that would affect an investor’s
decision, such as undisclosed liabilities or pending legal cases.

3. Misleading Statements: Presenting information in a manner that creates a false 
impression, even if the facts themselves are technically correct.

Legal Consequences:

• Liability: The company, its directors, and promoters may be held liable for damages caused to 
investors who relied on the false or misleading information.

• Penalties: Regulatory bodies may impose penalties, and the company may face legal actions 
from investors who suffer losses due to the misstatements.

Protection for Investors:

Investors have legal recourse to claim damages if they can prove that a misstatement in the prospectus 
led to their financial loss. The doctrine ensures transparency and accountability in the securities market.

(e) Global Depository Receipts.

Answer: Global Depository Receipts (GDRs) are financial instruments used by companies to raise capital 
in international markets. GDRs represent shares of a foreign company and are traded on international 
stock exchanges, allowing investors to buy shares of companies that



may not be listed directly on those exchanges. GDRs enable companies to access global investors and 
expand their investor base without the need to list their shares in every country individually.

Key Features of GDRs:

1. Representation of Foreign Shares: Each GDR represents a specific number of shares (or a 
fraction of a share) of a foreign company, which are held by a custodian bank in the company’s 
home country.

2. Global Trading: GDRs are typically listed on major international exchanges, such as the London 
Stock Exchange or the Luxembourg Stock Exchange, allowing them to be traded globally.

3. Liquidity and Access to Capital: GDRs provide investors outside the company’s home country 
with an easy way to invest in foreign companies, thus increasing liquidity for the company and 
broadening its access to capital.

4. Currency and Regulatory Flexibility: GDRs are typically denominated in a major currency 
(such as US dollars or euros) and allow companies to circumvent regulatory and currency 
restrictions that might apply to direct foreign investment.

Benefits for Companies:

• Wider Investor Base: Companies can attract international investors without the need for 
multiple listings.

• Lower Costs: Issuing GDRs is often less expensive than listing on several stock 
exchanges.

• Market Visibility: Companies can raise their profile in global financial markets, attracting 
new investors.

Benefits for Investors:

• Access to Foreign Companies: Investors can gain exposure to companies from different countries 
without having to deal with the complexities of foreign markets or currencies.

• Diversification: GDRs provide an opportunity for portfolio diversification by investing 
in international companies.

(f) Book Building.

Answer: Book Building is a process used by companies to determine the price at which their securities 
(such as shares) will be offered to the public during an Initial Public Offering (IPO) or follow-on public 
offering (FPO). The goal of book building is to find a fair and optimal price for the shares by gathering 
demand from institutional and retail investors.

Key Features of the Book Building Process:

1. Price Range: The company and its lead managers (investment banks or underwriters) set an 
indicative price range for the securities, within which they believe the shares should be priced.



2. Bidding: Interested investors submit bids indicating the number of shares they wish to buy and 
the price they are willing to pay (within the set price range). The bidding process typically 
occurs over several days.

3. Book Building: The bids collected during the process are compiled into a "book" by the lead 
managers, who analyze the demand at different price levels. This helps them understand the 
interest in the offering and decide on a final price.

4. Price Discovery: Based on the demand, the final offer price is determined, which is usually at 
the top, middle, or lower end of the indicated price range. This helps ensure that the shares are 
priced according to market demand.

5. Allocation: Shares are then allocated to investors who have participated in the bidding process, 
with a portion typically reserved for institutional investors and retail investors.

Advantages of Book Building:

• Market-Driven Pricing: It allows for price discovery based on actual demand rather than 
relying on arbitrary pricing, which can result in a fairer offering price.

• Investor Participation: It encourages greater participation from a wide range of investors, 
including institutional and retail investors.

• Efficient Capital Raising: The process helps companies raise capital efficiently by finding 
the right price for their offering.

Disadvantages:

• Complexity: The process can be complex and requires significant involvement from lead 
managers and regulators.

• Potential for Overpricing: If demand is lower than expected, the company may face challenges 
in attracting investors, leading to underperformance in the market.

Book building has become a standard method for pricing and distributing securities, particularly in IPOs, 
as it helps achieve better market alignment and efficient capital raising.

(g) Issue, allotment and forfeiture of share.

Answer: 1. Issue of Shares

The issue of shares refers to the process by which a company offers its shares to investors in exchange for 
capital. This can occur during an Initial Public Offering (IPO), Follow-on Public Offering (FPO), or rights 
issue. Shares can be issued at par value, at a premium (above par value), or at a discount (only under 
specific conditions). The company’s board of directors decides the number of shares to be issued, the 
issue price, and the method of issuance (such as public offer, private placement, etc.).

2. Allotment of Shares

The allotment of shares refers to the process by which the company formally allocates shares to the 
applicants who have expressed interest in purchasing them. After receiving



applications, the company evaluates demand, reviews the applications, and then allots shares to the 
investors. This can be done in the following ways:

• Pro-rata allotment: Shares are allotted proportionately based on the number of shares applied for.
• Excess allotment: In case of oversubscription, some investors may receive fewer shares 

than applied for.
• Rejection of applications: Applications that don’t meet the requirements or where

payment is insufficient may be rejected.

Once the allotment is completed, the names of shareholders are recorded in the register of members, and 
share certificates are issued, confirming ownership.

3. Forfeiture of Shares

Forfeiture of shares occurs when a shareholder fails to pay the calls for payment of shares within the 
stipulated time. If a shareholder does not pay the required installment or money for their shares (called 
calls on shares), the company has the right to forfeit, or cancel, those shares. This typically happens 
under the following conditions:

• Failure to pay call money: If a shareholder fails to pay the call money after being given 
proper notice, the company may forfeit the shares.

• Board’s Decision: The board of directors passes a resolution for the forfeiture, and a notice is 
sent to the shareholder before action is taken.

• Re-allotment: Once shares are forfeited, the company can re-issue those shares to new investors 
or at a different price.

Consequences of Forfeiture:

• Loss of Rights: The forfeited shareholder loses all rights associated with the shares, such as 
voting rights and dividend entitlements.

• Financial Loss: The shareholder loses any money already paid on the forfeited shares.
• Reissuance of Shares: The company can re-issue the forfeited shares to other investors, 

often at a lower price to encourage subscriptions.

In essence, the issue, allotment, and forfeiture of shares are crucial processes in managing a company's 
capital structure and ensuring that shares are properly distributed and accounted for.

(h) Transmission off Share.

Answer: Transmission of shares refers to the transfer of ownership of shares in a company due to the 
death, insolvency, or mental incapacity of a shareholder, rather than through a voluntary sale or transfer. 
Unlike transfer of shares, which is a voluntary process initiated by the shareholder, transmission occurs 
automatically under certain conditions, and it involves the transfer of shares to the legal heirs or 
representatives of the shareholder.



Key Aspects of Share Transmission:

1. Triggering Events:
Transmission of shares typically occurs in the following situations:

o Death of Shareholder: When a shareholder dies, the shares are transmitted to their legal 
heirs or nominees as per the will or laws of inheritance.

o Insolvency of Shareholder: If a shareholder becomes insolvent, their shares are 
transmitted to the official receiver or a person appointed by the court.

o Mental Incapacity: In the case of a shareholder being declared mentally 
incompetent, shares are transmitted to a guardian or legal representative.

2. Procedure: The process of transmission generally involves the following steps:
o Submission of Proof: Legal heirs or representatives must submit documents such as the 

death certificate (in case of death), a copy of the will (if applicable), and other relevant 
legal documents (such as an insolvency certificate or court order for mental incapacity).

o Application to the Company: The heirs or legal representatives apply to the company 
with the required documents to initiate the transmission of shares.

o Board Approval: The company’s board of directors reviews the documents
and, if satisfied, approves the transmission of shares to the new owner(s).

3. No Consideration:
Unlike share transfers, transmission of shares does not involve the exchange of money or 
consideration. The shares are transferred to the rightful heirs or legal representatives 
without any financial transaction.

4. Legal Heirs:
The legal heirs or representatives of the deceased or incapacitated shareholder take ownership 
of the shares. In the absence of a nominee or will, the shares are passed according to the laws 
of inheritance.

5. Rights of New Owner:
Once the transmission is complete, the new owner becomes the shareholder and enjoys all rights 
associated with the shares, including dividends, voting rights, and participation in corporate 
decisions.

Difference from Transfer of Shares:

• Voluntary vs. Involuntary: Transmission is involuntary, triggered by death, 
insolvency, or mental incapacity, whereas transfer is voluntary, done by the 
shareholder.

• Process: Transmission typically involves submitting legal documentation, whereas transfer is 
done through a share transfer deed signed by both parties.

The transmission of shares ensures the continuity of ownership even after unforeseen events like death or 
incapacity, maintaining the stability of the shareholder register.

(i) Buyback of shares.

Answer: Buyback of shares is the process through which a company repurchases its own shares from the 
open market or from its shareholders. This can be done to reduce the number of outstanding shares, 
thereby increasing the value of the remaining shares or to use excess



cash in a way that benefits shareholders. The repurchased shares are usually canceled,
reducing the company’s total share capital.

Key Features of Buyback of Shares:

1. Reasons for Buyback:
o Increase Earnings Per Share (EPS): By reducing the number of outstanding shares, the 

company can increase its EPS, making the remaining shares more valuable.
o Utilize Excess Cash: If a company has surplus cash but no immediate investment 

opportunities, it may choose to buy back shares as a way to return value to shareholders.
o Boost Share Price: A buyback can signal to the market that the company believes its 

shares are undervalued, potentially increasing investor confidence and raising the share 
price.

o Maintain Control: Companies with large numbers of shareholders may buy back 
shares to reduce the number of shareholders, thus preventing hostile takeovers or 
maintaining a controlling stake.

o Tax Efficiency: In some jurisdictions, buybacks may be more tax-efficient than paying 
out dividends.

2. Methods of Buyback:
o Open Market Purchase: The company buys its shares from the stock market at prevailing 

market prices.
o Tender Offer: The company offers to buy shares from shareholders at a specified price, 

typically at a premium to the market price, within a particular time frame.
o Negotiated Deal: The company may repurchase shares through private 

negotiations with specific shareholders.
3. Regulatory Requirements:

o Legal Provisions: In many jurisdictions, buybacks must comply with regulatory 
requirements, such as limits on the number of shares that can be repurchased, the 
price at which they can be bought, and the method of repurchase.

o Board Approval: A buyback must be authorized by the company's board of directors, 
and in some cases, shareholder approval may also be required.

o Disclosure: The company must disclose details of the buyback program to the stock 
exchange and regulatory authorities.

4. Impact on the Company:
o Reduced Share Capital: After the buyback, the company's outstanding shares are 

reduced, which can lead to a higher share price and improved financial ratios.
o Increased Ownership: Existing shareholders may see their percentage ownership in 

the company increase, as the total number of shares decreases.
o Use of Cash Reserves: Buybacks involve using company funds, which could have 

otherwise been used for expansion, dividends, or debt reduction.
5. Taxation of Buybacks:

o The tax implications of a buyback vary across jurisdictions. In some countries, buybacks 
are taxed differently than dividends, often at a lower rate.



Advantages of Buyback:

• Improved Shareholder Value: By reducing the number of shares in circulation, a buyback 
can boost the value of the remaining shares.

• Flexibility: It allows companies to return excess cash to shareholders without 
committing to the long-term obligation of dividend payments.

• Signaling Effect: A buyback can indicate that the company is confident about its future, 
potentially boosting investor sentiment.

Disadvantages of Buyback:

• Opportunity Cost: The money spent on repurchasing shares could have been used for other 
investments, such as research and development, acquisitions, or debt reduction.

• Risk of Short-Term Focus: Companies may be tempted to buy back shares to boost short-term 
financial metrics, even when it may not be the best long-term strategy.

(j) Issue of Bonus Shares.

Answer: Issue of Bonus Shares refers to the process in which a company issues additional shares to its 
existing shareholders free of cost, based on the number of shares they already hold. This is usually done 
by capitalizing a portion of the company’s retained earnings or reserves, and converting them into equity 
shares. Bonus shares are also known as "stock dividends" or "scrip dividends".

Key Features of Bonus Shares:

1. No Cash Outflow:
Bonus shares are issued to shareholders without any cash outflow from the company, as they are 
allotted from the company’s accumulated reserves, typically from the profits that the company 
has retained over time.

2. Proportionate Distribution:
Bonus shares are allotted in proportion to the number of shares already held by the shareholders. 
For example, in a 1:1 bonus issue, a shareholder will receive one additional share for every share 
they already own.

3. Source of Funds:
The funds for issuing bonus shares are drawn from the company's reserves (such as the General 
Reserve, Capital Reserve, or Retained Earnings). The company does not raise new capital 
through this process; it merely converts reserves into share capital.

4. No Change in Shareholder’s Overall Investment:
While the total number of shares a shareholder owns increases, the overall value of their 
investment remains the same (since the share price typically adjusts downward after the issue). 
For example, if a shareholder had 100 shares worth ₹100 each before the bonus issue, they 
might now have 200 shares worth ₹50 each.

5. Increase in Share Capital:
The issue of bonus shares increases the company’s share capital, but it does not result in an 
increase in its cash reserves or overall market value. The total value of the company (market 
capitalization) may stay the same unless the market reacts positively to the bonus issue.



Reasons for Issuing Bonus Shares:

1. Rewarding Shareholders:
Issuing bonus shares is a way to reward existing shareholders, especially when the company has 
accumulated large profits or reserves but does not want to pay out cash dividends.

2. Increase Liquidity:
The bonus issue increases the number of shares in circulation, potentially improving the liquidity 
of the shares in the market and making it easier for investors to buy or sell shares.

3. Signaling Positive Financial Health:
A bonus issue can signal to the market that the company is financially healthy and has sufficient 
reserves. It is often seen as an indication of confidence by the management in the company’s 
future.

4. Tax Efficiency:
In some jurisdictions, issuing bonus shares may be more tax-efficient for both the company and 
the shareholders compared to paying cash dividends.

Process of Issuing Bonus Shares:

1. Board Approval:
The company’s board of directors proposes the bonus issue, which must be approved by the 
shareholders through a special resolution in the annual general meeting (AGM) or an 
extraordinary general meeting (EGM).

2. Legal Requirements:
The company must ensure that it has sufficient reserves to issue bonus shares and that the issue 
is in accordance with the legal provisions and guidelines set by regulatory authorities like the 
Securities and Exchange Board of India (SEBI) or the relevant regulatory bodies in other 
countries.

3. Record Date:
The company sets a record date to determine which shareholders are eligible for receiving the 
bonus shares. Only shareholders who own shares as of this date will be allotted bonus shares.

4. Allotment of Shares:
After approval and announcement, the bonus shares are allotted to eligible shareholders, and 
their shares are credited to their accounts.

Advantages of Bonus Shares:

1. Retains Cash:
Since no cash is involved, the company can retain cash for expansion or other needs while 
rewarding shareholders.

2. Increases Market Visibility:
Bonus shares can make the stock more affordable to a wider range of investors, especially 
if the share price is very high, thereby potentially increasing market visibility.

3. Shareholder Satisfaction:
Bonus shares are a way to enhance shareholder satisfaction without affecting the



company’s cash flow, which may be useful in times when the company wants to
retain earnings for future growth.

Disadvantages of Bonus Shares:

1. Dilution of Ownership:
Issuing bonus shares dilutes the ownership percentage of existing shareholders, as the total 
number of shares increases, although their proportionate shareholding may remain the same.

2. No Cash Benefit:
While the number of shares increases, there is no immediate cash benefit to shareholders, which 
may not be as attractive as receiving a cash dividend.

3. Not a Substitute for Dividends:
A bonus issue should not be seen as a substitute for regular cash dividends. Shareholders may 
still prefer cash payouts, especially for those who rely on dividend income.

(9) What are the legal provisions regarding buyback of shares?

Answer: The legal provisions regarding the buyback of shares are governed by the Companies Act, 2013 
in India, along with rules and regulations laid down by the Securities and Exchange Board of India 
(SEBI) for listed companies. These provisions ensure that buybacks are conducted in a transparent, fair, 
and legal manner, protecting the interests of shareholders and creditors.

Key Legal Provisions Regarding Buyback of Shares:

1. Section 68 of the Companies Act, 2013: Section 68 of the Companies Act, 2013, provides 
the primary legal framework for the buyback of shares by a company. It allows a company 
to buy back its own shares, subject to certain conditions and limitations.

2. Conditions for Buyback: A company can buy back its shares only if it meets the following 
conditions:

o Authorized by Articles: The company’s Memorandum and Articles of 
Association must permit the buyback of shares.

o Board Resolution: A board resolution must be passed authorizing the buyback. In the 
case of a public company, this also requires the approval of shareholders through a 
special resolution.

o Funding the Buyback: The buyback must be funded through free reserves, securities 
premium account, or proceeds from the issuance of new shares (if permissible). It 
cannot be funded by borrowing money.

o Maximum Limit: The company can buy back only up to 25% of its total paid- up share 
capital and free reserves in any given financial year.

o Equity Shares: The buyback must only involve equity shares and not 
preference shares.

o Non-Convertible Securities: The company is not allowed to buy back its shares if it has 
any outstanding debentures or preference shares that are convertible into equity.



3. Public Offer Requirements (SEBI Regulations for Listed Companies): For listed companies, 
SEBI lays down specific provisions that apply in case of a buyback from the open market:

o Offer to Shareholders: The company must make a public announcement of the buyback, 
including the details of the offer, such as the number of shares to be repurchased, the 
price range, and the period of the buyback.

o Disclosure of Documents: A company is required to submit certain documents with the 
SEBI, such as a draft buyback offer letter, along with an offer document that provides 
details on the proposed buyback.

o Price and Time Limits: The buyback price must not exceed the market price on the stock 
exchange (if the shares are listed), and the buyback should be completed within a 
specific time frame, typically within 12 months from the date of the board resolution.

4. No Buyback if Defaulted:
o A company cannot undertake a buyback if it has defaulted in payment of dividends 

or interest on outstanding debts or deposits.
o The company must also ensure that its capital adequacy is not adversely

affected, and that the buyback does not impair the company’s ability to meet
its obligations.

5. Debt-to-Equity Ratio: After completing a buyback, the company’s debt-to-equity ratio (debt as a 
percentage of equity) must remain within the limits prescribed by law. The buyback cannot 
excessively increase the company’s debt, which could impair its financial stability.

6. Special Resolution:
o If the buyback is to be carried out through the purchase of shares from the open 

market or through a tender offer, it requires approval by special resolution passed by 
shareholders in a general meeting.

o The special resolution must be passed in accordance with Section 68 of the Companies 
Act and must specify the maximum number of shares to be bought back and the method 
used.

7. Buyback of Shares through Tender Offer: If a company wishes to repurchase shares through a 
tender offer:

o The company offers a fixed price to shareholders, and they can voluntarily submit 
their shares for repurchase.

o The offer must remain open for a minimum period of 10 working days and must not 
exceed 30 working days.

8. Cancellation of Shares: After the buyback of shares, the shares purchased by the company 
must be cancelled. The company is required to reduce its share capital by the nominal value of 
the shares bought back, and the shares will be considered canceled and no longer outstanding.

9. Taxation of Buyback:
o Capital Gains Tax: The proceeds from the buyback are subject to capital gains tax. If 

shares are bought back from the open market, the tax on long-term capital gains (LTCG) 
is applicable if the shares have been held for over a year, and short-term capital gains tax 
(STCG) is applicable if the holding period is less than a year.

o Tax on Companies: Buyback of shares is subject to tax under Section 115QA of the 
Income Tax Act, 1961. A company that repurchases its shares must pay a tax on buyback 
at a rate of 20% (plus surcharge and cess) on the amount of



distributed income, i.e., the difference between the buyback price and the face value of the 
shares.

(10) What are the SEBI guidelines regarding the issue of bonus share?

Answer: The SEBI (Securities and Exchange Board of India) has laid down certain guidelines and 
regulations for the issue of bonus shares by listed companies. These guidelines are aimed at ensuring 
transparency, fairness, and investor protection in the issuance of bonus shares. Below are the key SEBI 
guidelines regarding the issue of bonus shares:

1. Eligibility for Issuing Bonus Shares:

• The company should have sufficient free reserves to issue bonus shares. Free reserves include 
general reserves, surplus in profit and loss accounts, or any other reserves that are available for 
capitalization.

• The company should not issue bonus shares from its revaluation reserves.
• The company must ensure that there are no defaults in the payment of dividends or interest on 

outstanding debt before issuing bonus shares.

2. Board and Shareholder Approval:

• The board of directors of the company must approve the issuance of bonus shares, and this 
approval must be communicated to the stock exchanges.

• A shareholders' resolution (usually in the form of a special resolution) must be passed to approve 
the bonus issue at a general meeting.

3. Ratio of Bonus Issue:

• The ratio for the issue of bonus shares must be reasonable and proportionate to the number of 
existing shares held by the shareholders. For example, a company may issue bonus shares in a 
1:1, 2:1, or any other reasonable proportion, where for every share held, the shareholder will 
receive one or more new shares.

• The company must ensure that the bonus issue does not result in an over-issue of
shares or a situation where the shareholders’ equity is excessively diluted.

4. Time Period for Bonus Issue:

• SEBI mandates that bonus shares must be issued within a reasonable time frame after the 
announcement. The company must comply with the timeline set forth in the SEBI (Listing 
Obligations and Disclosure Requirements) Regulations, 2015.

• After the approval from shareholders, the bonus shares must be allotted to the shareholders 
within 3 months of the date of the resolution, or as specified by SEBI.



5. Announcement of Bonus Issue:

• The company must issue a public announcement to the stock exchanges and make a detailed 
announcement to shareholders. This announcement should include the following information:

o The ratio of the bonus issue.
o The date of record date (i.e., the date on which the company's shareholders must be 

registered to receive the bonus shares).
o The date of allotment and dispatch of bonus shares.
o Details of the capitalization of reserves.

6. Record Date:

• The record date is the date on which the eligibility for receiving bonus shares is determined. 
Only those shareholders who are on the company's register of members as of the record date 
will be entitled to the bonus shares.

• SEBI requires companies to announce the record date at least two weeks prior to the date.

7. Listing of Bonus Shares:

• The company must ensure that the bonus shares are listed and traded on the stock
exchanges where the company’s existing shares are listed.

• The company is required to file the listing application with the stock exchanges to obtain 
approval for listing of the bonus shares.

8. Disclosures and Reporting:

• The company must disclose the rationale for issuing bonus shares and the source of funds (i.e., 
the reserves from which the bonus issue is being made).

• A compliance certificate must be submitted by the company to the stock exchanges, 
confirming that the issuance of bonus shares complies with the legal requirements and SEBI 
regulations.

• The company must also make the necessary disclosures in its financial statements, including 
the amount of capitalized reserves and the number of shares issued.

9. No Bonus Shares from the Proceeds of Public Issues or Rights Issues:

• SEBI prohibits the issuance of bonus shares from the proceeds of a public issue or rights 
issue. Bonus shares must be issued only from accumulated profits or free reserves, not from 
funds raised through fresh capital.

10.Price Adjustments:

• After the bonus shares are issued, the share price of the company may undergo an adjustment 
to reflect the increased number of shares in circulation. Typically, the stock price will drop 
in proportion to the bonus ratio.



• For example, in a 1:1 bonus issue, the share price might drop by approximately 50%, as the 
number of shares doubles, but the overall value of the shareholder's holding remains the same 
(excluding market price fluctuations).

11.SEBI's Power to Examine:

• SEBI reserves the right to scrutinize and review the proposed bonus issues to ensure that they 
comply with the provisions of the law and do not adversely affect the interests of investors. In 
certain cases, SEBI may intervene if it deems the bonus issue to be manipulative, fraudulent, or 
in violation of regulations.



Corporate 

Management Unit-3

(1)What do you mean by Director of a Company?

Answer: A Director of a Company is an individual appointed to the board of directors to oversee the 
management, operations, and decision-making processes of the company.
Directors play a crucial role in guiding the company’s strategy, ensuring compliance with laws, and 
acting in the best interests of the shareholders, employees, and other stakeholders. Directors are 
responsible for setting policies, making key decisions, and ensuring the company operates within the 
legal and regulatory frameworks.

(2)What do you mean by managing director and manager of a Company?

Answer: The Managing Director (MD) is a senior, key executive role within a company, usually at the 
highest level of management. The MD is responsible for the overall day-to-day operations of the company 
and is often considered the highest-ranking executive officer after the board of directors. In certain 
companies, the MD holds the authority to make critical decisions regarding the company's operations and 
strategic direction.

A Manager is an executive responsible for overseeing specific business functions or departments within 
the company, such as sales, marketing, finance, HR, or operations. A manager generally has a narrower 
scope of responsibility than the Managing Director and focuses on managing day-to-day operations 
within their designated area.

(3)Distinguish between managing director and manager. 

Answer:

1. Position:

o Managing Director (MD): Senior executive, often the highest-ranking officer in the 
company.



o Manager: Mid-level executive responsible for a specific department or function.
2. Authority:

o MD: Has broad authority over the company’s overall operations and decision- making.
o Manager: Limited authority, primarily within their specific department.

3. Responsibilities:
o MD: Oversees the company’s entire operations, strategy, and performance.
o Manager: Manages day-to-day operations within a particular department or function.

4. Reporting:
o MD: Reports directly to the Board of Directors.
o Manager: Reports to senior executives or the MD.

5. Legal Power:
o MD: Can bind the company in legal matters and contracts.
o Manager: Cannot bind the company; executes policies set by senior 

management.
6. Appointment:

o MD: Appointed by the Board of Directors, often with shareholder approval.
o Manager: Appointed by senior management, with no shareholder approval required.

(4)Discuss the powers of Board of Directors.

Answer: The Board of Directors holds the highest authority in a company and is responsible for 
overseeing the company's management, strategy, and overall governance. The powers of the Board of 
Directors are defined by the Memorandum and Articles of Association, as well as by laws and 
regulations applicable in the jurisdiction where the company is incorporated. Below are the key powers 
of the Board of Directors:

1. Policy and Strategy Formulation:

• The board has the power to formulate policies and determine the overall strategy of the 
company. They decide on long-term goals, business objectives, and the direction the company 
should take.

2. Appointment and Removal of Key Executives:

• The board has the authority to appoint and remove key executives, such as the Managing 
Director, Chief Executive Officer (CEO), CFO, and other senior management. They also 
approve the terms of their employment.

3. Approval of Financial Statements:

• The board is responsible for approving the company’s financial statements, including the balance 
sheet, profit and loss statement, and cash flow statements. They ensure that the company’s 
financial health is properly reported and in compliance with accounting standards.



4. Declaration of Dividends:

• The board has the power to declare dividends to shareholders from the company’s profits. 
They decide on the amount of dividend to be distributed based on the company’s financial 
performance and reserves.

5. Issuance of Shares:

• The board has the authority to issue shares or debentures and determine the terms and 
conditions of their issuance. They can also approve the buyback of shares.

6. Approval of Major Investments and Acquisitions:

• The board has the power to approve major investments, acquisitions, and mergers. They 
evaluate the financial impact and strategic benefits of such transactions.

7. Management of Company Affairs:

• The board oversees the day-to-day management of the company through the executive 
management team. While the management runs operations, the board monitors performance and 
ensures that management aligns with the company's goals and policies.

8. Risk Management and Compliance:

• The board is responsible for ensuring that the company has an effective risk management 
system in place. They also ensure that the company complies with all relevant laws, 
regulations, and ethical standards.

9. Appointment of Committees:

• The board can create various committees, such as an audit committee, nomination 
committee, or remuneration committee, to oversee specific functions within the company. 
These committees assist the board in decision-making.

10.Alteration of Memorandum and Articles:

• The board has the power to propose amendments to the Memorandum of Association and 
Articles of Association of the company, subject to shareholder approval. This
includes changes in the company’s objectives, capital structure, or governance rules.

(5)Discuss the duties of Director of a Company.

Answer: The duties of a director are critical to the effective governance and management of a company. 
Directors are responsible for making decisions that impact the company’s performance, financial 
stability, and reputation. Their duties are defined by the Companies



Act, corporate governance guidelines, and the company's Memorandum and Articles of Association. 
Below are the key duties of a director:

1. Fiduciary Duty:

• Directors have a fiduciary duty to act in the best interests of the company and its 
shareholders. This means that directors must place the company’s interests above their own 
personal interests and avoid conflicts of interest.

• They must act with loyalty, good faith, and honesty, ensuring that all decisions made benefit the 
company and its stakeholders.

2. Duty of Care and Skill:

• Directors must act with due care and skill in the exercise of their powers. They must ensure that 
their decisions are informed, and they should exercise reasonable judgment in their actions.

• Directors are expected to stay informed about the company’s operations, financials, and the 
industry in which it operates. They must also ensure that their decisions are based on accurate 
and reliable information.

3. Duty to Act Within Powers:

• Directors must act within the authority granted to them by the company’s constitution 
(Memorandum and Articles of Association) and legal frameworks. They cannot exceed or abuse 
the powers entrusted to them.

• They must ensure that their decisions are within the scope of the company’s business
objectives and comply with applicable laws.

4. Duty to Avoid Conflicts of Interest:

• Directors must avoid situations where their personal interests conflict with the interests of the 
company. If a conflict arises, they must disclose it to the board and, if necessary, refrain from 
participating in decision-making on the matter.

• This duty is especially important in scenarios such as related-party transactions or business 
opportunities that may benefit the director personally.

5. Duty to Disclose Interest:

• Directors are required to disclose their interests in contracts or arrangements entered into by the 
company, particularly if these involve personal interests or related parties.

• They must disclose any potential conflicts of interest at the board meetings and ensure 
transparency in all dealings.



6. Duty to Ensure Compliance with Laws:

• Directors have a duty to ensure that the company complies with all relevant laws, regulations, 
and legal obligations, including financial reporting, tax obligations, and corporate governance 
requirements.

• They must ensure that the company operates ethically and follows legal requirements in areas like 
labor laws, environmental regulations, and securities laws.

7. Duty to Act in Good Faith:

• Directors must act honestly and in good faith with the aim of promoting the
company’s success. This involves making decisions that are in the best interest of the
company and not for personal gain or benefit.

• The duty to act in good faith extends to ensuring that the company does not engage in fraudulent, 
dishonest, or unethical practices.

8. Duty to Maintain Confidentiality:

• Directors are required to maintain the confidentiality of information acquired during their tenure, 
such as trade secrets, financial data, and business strategies.

• This duty continues even after the director’s resignation or removal from the board.

9. Duty to Ensure Proper Financial Management:

• Directors are responsible for overseeing the company’s financial management,
ensuring proper financial record-keeping and accounting practices.

• They must ensure that the company’s financial statements are accurate, reflect the true financial 
position, and comply with accounting standards and regulations.

10.Duty to Avoid Improper Use of Position:

• Directors must avoid using their position to gain personal benefits or exploit 
opportunities that belong to the company.

• They should not use their role to gain access to information or opportunities for
personal gain, especially if these might be detrimental to the company’s interests.

(6)Discuss the provisions of the Companies Act 2013 regarding appointment of a director.

Answer: The Companies Act, 2013 governs the appointment of directors in Indian companies, outlining 
specific provisions and requirements regarding who can be appointed, how appointments are made, and 
the conditions for such appointments. Below are the key provisions regarding the appointment of a 
director under the Companies Act, 2013:

1. Who Can Be Appointed as a Director?

• Eligibility: A person can be appointed as a director only if they meet certain eligibility 
criteria:



o The person must be a natural person (not a company or firm).
o The person must not be disqualified from holding the office of director under Section 

164 of the Act (e.g., if they have been declared insolvent or convicted of certain 
offenses).

• Director Identification Number (DIN): A person must have a valid Director Identification 
Number (DIN), which is required for all directors of a company. A DIN is obtained by filing an 
application with the Ministry of Corporate Affairs (MCA).

2. Appointment by Shareholders:

• First Directors: The first directors of a company are appointed by the incorporators (i.e., 
subscribers to the Memorandum of Association) at the time of registration of the company.

• Subsequent Directors: After the company is incorporated, subsequent directors are generally 
appointed by the shareholders in an Annual General Meeting (AGM) or Extraordinary 
General Meeting (EGM).

o Ordinary Resolution: The appointment of a director by the shareholders is usually 
done through an ordinary resolution at a meeting.

3. Procedure for Appointment:

• Notice of Appointment: A director’s appointment must be notified to the Registrar of Companies 
(ROC) within 30 days of the appointment through Form DIR-12.

• Consent: A person must give their written consent to act as a director, which is submitted along 
with the appointment notice. This is done by filing Form DIR-2 with the company.

4. Appointment in a Private Company:

• In a private company, directors can be appointed by the board of directors (if the Articles of 
Association allow), subject to ratification by the shareholders in an AGM.

5. Appointment of Additional, Alternate, and Nominee Directors:

• Additional Directors: The board of directors has the power to appoint additional directors in 
case of vacancies between AGMs, provided the company’s Articles of Association permit it. 
Additional directors are appointed to hold office until the next AGM.

• Alternate Directors: An alternate director can be appointed by the board when a director is 
absent for a specified period, generally for more than three months.

• Nominee Directors: Nominee directors are appointed by investors, creditors, or governmental 
bodies to represent their interests in a company. They are appointed in accordance with the terms 
of an agreement between the company and the nominating party.



6. Retirement by Rotation:

• Rotation of Directors: In a company with a share capital, two-thirds of the total number of 
directors (excluding independent directors) must retire by rotation at each AGM. A director who 
retires by rotation can be re-elected at the meeting, provided they are eligible and willing to 
continue.

• Independent Directors: Independent directors are not subject to the requirement of retirement 
by rotation.

7. Disqualification for Appointment:

• The Companies Act, 2013 outlines certain disqualifications for being appointed or continuing 
as a director:

o Unsound Mind: If a person is declared of unsound mind by a court.
o Undischarged Insolvency: If a person is an undischarged insolvent.
o Conviction: If a person has been convicted of an offense involving moral turpitude 

and sentenced to imprisonment for over six months.
o Non-payment of Calls: If a person holds directorship in a company where they have not 

paid calls on shares held by them.
o Non-Compliance: A person cannot be appointed if they fail to comply with

any other provisions specified in the Act or the company’s Articles.

8. Appointment of Independent Directors:

• The Companies Act requires certain companies (listed companies or public companies with 
paid-up capital or turnover exceeding prescribed limits) to appoint independent directors.

• Independent directors must be non-executive and free from any material relationship with the 
company, ensuring they can make unbiased decisions in the best interests of shareholders.

• The appointment of independent directors must be approved by the shareholders through a 
special resolution, and they must give a declaration of independence (Form DIR-8).

9. Appointment of Directors in Public Companies:

• In public companies, the appointment of directors follows similar procedures but with 
additional regulatory scrutiny. For instance, if the company is listed, there are additional 
provisions relating to the composition of the board (e.g., a certain percentage of independent 
directors).

10.Retirement and Reappointment:

• Directors who retire by rotation are eligible for reappointment, subject to shareholder approval. If 
a director is not reappointed, the company must appoint another director in their place.



11.Remuneration of Directors:

• Directors can be compensated for their services through fees, salaries, or commission, as 
approved by the Board of Directors and shareholders. The remuneration must
adhere to the limits specified in the Act and the company’s Articles.

(7)What are the disqualification of director of a Company?

Answer: The general grounds for disqualification under Section 164 of the Indian Companies Act, 2013:

Disqualifications:

1. Unsound Mind:
o A person who has been declared of unsound mind by a competent court and the 

declaration remains in force.
2. Undischarged Insolvency:

o A person who is an undischarged insolvent.
3. Application for Insolvency:

o A person who has applied to be adjudicated as an insolvent and the 
application is pending.

4. Conviction by a Court:
o A person who has been convicted of any offense involving moral turpitude or otherwise 

and sentenced to imprisonment for:
▪ At least 6 months: Disqualified for 5 years from the date of release.
▪ At least 7 years: Permanently disqualified.

5. Non-Payment of Calls:
o A person who has not paid any calls on shares held by them, whether alone or jointly, 

within 6 months from the last due date for payment.
6. Non-Compliance with Filing:

o A director of a company that has failed to file financial statements or annual returns 
for 3 consecutive financial years.

7. Company in Default:
o A director of a company that has failed to:

▪ Repay deposits.
▪ Redeem debentures.
▪ Pay interest on deposits or debentures.
▪ Pay declared dividends for 1 year or more.

8. Order of a Court/Tribunal:
o If a court or tribunal has disqualified the person from being a director.

9. Violation of Number of Directorships:
o A person holding directorships in more than the maximum permissible number of 

companies (20 companies, including not more than 10 public companies).
10. Other Disqualifications under Specific Laws:

o Disqualifications arising under other applicable laws, such as tax evasion or non-
compliance with sector-specific regulations.



(8)Give the classification of directors of a Company.

Answer: Directors of a company can be classified based on their roles and responsibilities as follows:

1. Executive Directors: These are full-time directors involved in the day-to-day operations of 
the company. They are employees of the company and have specific management 
responsibilities.

2. Non-Executive Directors: These directors are not involved in the daily operations of the 
company. They provide independent advice and oversee the management's performance to 
ensure governance and strategy alignment.

3. Independent Directors: These are non-executive directors who do not have any material 
relationship with the company. They are appointed to bring unbiased judgment and 
uphold good governance practices.

4. Nominee Directors: Appointed by a stakeholder, such as an investor, lender, or government, 
nominee directors represent the interests of the party nominating them.

5. Alternate Directors: Appointed temporarily to act on behalf of an original director who is 
absent for an extended period, often due to international travel or other commitments.

6. Additional Directors: These are directors appointed by the board to hold office until the next 
annual general meeting (AGM), typically to fill gaps or address immediate needs.

7. Managing Directors: A managing director is entrusted with substantial managerial powers and 
is responsible for the overall management and strategic direction of the company.

8. Whole-Time Directors: These are directors who devote their full working time to the company 
and are involved in its management.

(9)Explain the legal position of director of a Company.

Answer: The legal position of a director of a company in India is multifaceted and can be understood as 
follows:

1. Agent: A director acts as an agent of the company and performs duties on its behalf. However, 
they are not agents of individual shareholders. Their actions bind the company within the 
scope of their authority.

2. Trustee: Directors hold fiduciary responsibilities and are considered trustees of the company’s 
assets and interests. They must act in good faith, ensure proper use of company funds, and 
avoid conflicts of interest.

3. Officer: Directors are officers of the company under the Companies Act, 2013. They are 
responsible for ensuring compliance with statutory obligations, including the filing of returns 
and maintaining proper records.

4. Employee (in certain cases): When a director is involved full-time and receives remuneration 
for their role, they may also be considered an employee, as in the case of managing or whole-
time directors.

5. Key Managerial Personnel (KMP): Certain directors, such as managing directors, fall under the 
definition of KMP and play a critical role in the management and administration of the 
company.



Directors are legally bound to act with due diligence, skill, and care, keeping the company’s and 
stakeholders' best interests at heart. Non-compliance or breach of their duties can lead to personal liability 
under various laws.

(10)Who are known as Key managerial personnel?

Answer: Key Managerial Personnel (KMP) are individuals at the senior management level in a company 
who are responsible for its day-to-day operations and strategic decisions. As per Section 2(51) of the 
Companies Act, 2013 in India, KMP includes:

1. Managing Director (MD): A director with substantial managerial powers responsible for the 
overall functioning and strategic direction of the company.

2. Chief Executive Officer (CEO): The highest-ranking officer responsible for
overseeing the company’s operations and ensuring its goals are met.

3. Whole-Time Director (WTD): A director who is engaged full-time in the company’s
operations and management.

4. Chief Financial Officer (CFO): The officer responsible for managing the company’s
finances, including financial planning, record-keeping, and financial reporting.

5. Company Secretary (CS): An officer responsible for ensuring compliance with statutory and 
regulatory requirements, maintaining company records, and advising the board on governance 
matters.

6. Such Other Officers: Any other officer designated as KMP by the company’s board of
directors, typically senior management personnel.

(11)Explain the procedure for removal of directors.

Answer: The procedure for removing a director from a company in India is governed by Section 169 of 
the Companies Act, 2013. The steps are as follows:

1. Right to Remove: Shareholders have the right to remove a director, except in cases where the 
director was appointed by the Tribunal, holds office as a director appointed under proportional 
representation, or is an independent director within their term.

2. Special Notice: A shareholder intending to remove a director must give a special notice to 
the company at least 14 days before the meeting where the resolution for removal is to be 
considered.

3. Communication to Director: Upon receiving the special notice, the company must send a copy 
of the notice to the director proposed to be removed, allowing them the opportunity to make a 
representation.

4. Representation by Director: The director may make a written representation and request that 
it be circulated to the shareholders. If not circulated, the director may present their case at the 
meeting.

5. General Meeting: The resolution for removal of the director is placed before the shareholders at a 
general meeting. The shareholders must pass an ordinary resolution (majority vote) to approve 
the removal.

6. Filing with Registrar: After the director’s removal, the company must file Form DIR- 12 with 
the Registrar of Companies (ROC) within 30 days, updating the company’s records.

7. Board Resolutions (if required): If the removal creates a vacancy, the board may
appoint a new director as per the company’s Articles of Association.



The process ensures that the director has a fair opportunity to defend themselves while enabling 
shareholders to exercise their rights in the company's best interests.

(12)How are the directors appointed by a company in general meeting?

Answer: The appointment of directors by a company in a general meeting follows the provisions of the 
Companies Act, 2013, and the company’s Articles of Association (AoA). The procedure is as follows:

1. Eligibility Check: Before appointment, the individual’s eligibility to become a director is verified. 
They must meet the qualifications under the Companies Act, 2013, and not be disqualified under 
Section 164.

2. Director Identification Number (DIN): The proposed director must possess a valid Director 
Identification Number (DIN) or apply for one before appointment.

3. Proposal for Appointment: A notice proposing the candidate’s appointment as a director is 
submitted. In case of nomination by a member, the member must provide notice of at least 14 
days before the meeting.

4. Inclusion in the Meeting Agenda: The resolution for the appointment is included in the notice 
of the general meeting and circulated to all members.

5. General Meeting: During the meeting, the resolution for the appointment of the director is 
presented. Shareholders vote on the resolution, which requires approval by a majority of those 
present and voting.

6. Consent to Act as Director: The appointed director must provide their consent to act as a 
director in writing (Form DIR-2) before the appointment is formalized.

7. Filing with Registrar: The company files Form DIR-12 with the Registrar of Companies 
(ROC) within 30 days of the appointment, along with the director’s consent letter and 
relevant resolutions.

8. Updating Records: The director’s details are updated in the company’s statutory
registers, including the Register of Directors and Key Managerial Personnel.

(13)Short Notes
(a)Women Directors.

Answer: The concept of Women Directors has been introduced in the Companies Act, 2013 in India to 
promote gender diversity and inclusivity in corporate governance. Below are the key provisions and 
details:

Mandatory Requirement for Appointment

As per Section 149(1) of the Companies Act, 2013 and the associated rules, certain companies are 
required to appoint at least one woman director. These companies include:

1. Listed Companies: All listed companies.
2. Public Companies Meeting Thresholds:

o Companies with a paid-up share capital of ₹100 crore or more, or
o Companies with an annual turnover of ₹300 crore or more.



Timeline for Appointment

• Newly incorporated companies falling under the above criteria must appoint a woman 
director within six months from the date of incorporation.

• Existing companies that cross the prescribed thresholds must comply within six months 
from the date they meet the thresholds.

Role and Responsibilities

A woman director, like other directors, plays a crucial role in overseeing the company's management, 
contributing to its governance, and bringing a diverse perspective to board decisions.

Tenure and Reappointment

• A woman director is appointed in accordance with the company’s Articles of
Association and may retire by rotation unless designated as an independent director.

• If appointed as an independent director, her tenure is governed by the rules applicable 
to independent directors (a term of up to 5 years, eligible for reappointment for one 
more term).

Significance

The inclusion of women directors aims to:

• Enhance diversity on corporate boards.
• Improve decision-making by incorporating varied perspectives.
• Encourage gender equality in leadership roles.

Non-Compliance

Failure to appoint a woman director where mandated can result in penalties for the company and its 
officers in default, as specified under the Companies Act, 2013.

(b)Independent Director.

Answer: An Independent Director is a non-executive director who does not have any material or 
financial relationship with the company, its promoters, or directors, other than receiving remuneration. 
They are appointed to ensure corporate governance and safeguard the interests of shareholders and other 
stakeholders.

Key Provisions:

1. Definition:
o An independent director is defined under Section 149(6) of the Companies Act, 2013.
o They must meet certain criteria to remain unbiased and independent.



2. Eligibility Criteria:
o Should not be a promoter or related to the promoters or directors of the company.
o Should not have any pecuniary relationship with the company, except for 

remuneration as a director.
o Must not have been an employee, partner, or executive of the company or its group 

entities in the preceding three financial years.
o Should possess relevant expertise and integrity for effective governance.

3. Applicability:
o Mandatory for listed companies to have at least one-third of their board as 

independent directors.
o Certain unlisted public companies are also required to appoint at least two independent 

directors, if they meet thresholds related to paid-up share capital, turnover, or outstanding 
loans, debentures, or deposits.

4. Appointment:
o Independent directors are appointed by shareholders through an ordinary resolution 

at the general meeting.
o Their tenure is for a maximum of five consecutive years, extendable by another 

term of five years with shareholder approval.
5. Roles and Responsibilities:

o Ensure the interests of minority shareholders and other stakeholders are protected.
o Provide an independent judgment on board decisions.
o Oversee risk management and internal controls.
o Participate in the formulation of policies and strategies.
o Serve on committees like the Audit Committee or Nomination and 

Remuneration Committee.
6. Remuneration:

o They are entitled to sitting fees and reimbursement of expenses but cannot receive 
stock options.

7. Code of Conduct:
o Independent directors must adhere to the Code for Independent Directors outlined in 

Schedule IV of the Companies Act, 2013.

Significance:

Independent directors promote accountability, enhance transparency, and ensure that decisions are taken 
in the company's and stakeholders' best interests. Their presence helps balance power dynamics in the 
boardroom, preventing undue influence by promoters or majority shareholders.

(c ) Small Shareholder’s Director.

Answer: A Small Shareholder’s Director is a director appointed to represent the interests of small 
shareholders in a company. Small shareholders are typically those who hold a small number of shares, 
often less than a specified threshold, and may have limited influence over corporate decisions.



Key Provisions:

1. Definition:
o As per Section 151 of the Companies Act, 2013, a small shareholder is defined as a 

shareholder holding shares of a nominal value of not more than ₹20,000 in a company.
2. Appointment:

o A small shareholder’s director is appointed in a manner that ensures the voice of small 
shareholders is heard on the board. The appointment is made by the shareholders 
through a resolution at a general meeting.

o The appointment is made in response to a written request by small 
shareholders holding at least one-tenth of the total number of small 
shareholders.

o The small shareholders must collectively sign the request, which is submitted to the 
company to propose a candidate.

3. Tenure:
o A small shareholder’s director is typically appointed for a term of three years, but they 

can be reappointed for a second term.
4. Role and Responsibilities:

o The director represents the interests of small shareholders, ensuring that their concerns 
are considered in the decision-making process.

o They do not have a special role in the day-to-day management of the company but 
participate in board meetings and provide an independent voice for minority 
shareholders.

o The director helps bridge the communication gap between the company’s
management and small shareholders.

5. Eligibility:
o A person appointed as a small shareholder’s director must be a shareholder of the 

company and hold shares not exceeding the ₹20,000 limit for small shareholders.
o The individual should not be an employee, a promoter, or an officer of the company.

6. Significance:
o The appointment of a small shareholder’s director ensures that the views and

interests of minority shareholders are considered during decision-making.
o It promotes transparency and good governance, as it provides a mechanism for minority 

shareholders to participate in the oversight of the company’s management.

In summary, the small shareholder’s director plays an essential role in balancing the interests of small 
shareholders with the decisions made by the majority shareholders or promoters, thereby fostering trust 
and inclusivity in corporate governance.

(d) Director Identity Number.

Answer: The Director Identification Number (DIN) is a unique identification number assigned to 
individuals who wish to become directors of a company in India. It is issued by



the Ministry of Corporate Affairs (MCA) and is essential for anyone intending to serve as a director in an 
Indian company.

Key Provisions:

1. Purpose:
o The DIN is intended to maintain a database of directors and ensure transparency and 

accountability in the corporate sector. It helps in verifying the identity of individuals 
who hold directorship positions.

2. Eligibility:
o Any individual who wants to become a director in a company in India must obtain a 

DIN before being appointed.
o The individual must be at least 18 years old.

3. Application Process:
o The application for DIN is made through the MCA portal (mca.gov.in). The applicant 

must fill out Form DIR-3.
o The form requires personal details like name, address, date of birth, and 

identification proof (e.g., PAN card, passport, voter ID).
o The applicant needs to upload scanned documents to support the application, including 

proof of identity and address.
o The application must be digitally signed by the applicant and a certified 

professional (CA/CS/CMA).
4. Approval and Issuance:

o Once the application is submitted, the MCA reviews the details, and if everything 
is in order, the DIN is issued. It is generally issued within 1-2 business days.

o After approval, the DIN is communicated to the applicant via email.
5. Types of DIN:

o Permanent DIN: Issued to individuals intending to be directors of companies. This DIN 
remains valid for the individual’s lifetime, subject to cancellation in case of any 
violations or disqualification.

o Provisional DIN: Issued temporarily under specific circumstances, such as when a 
person wants to act as a director before the formal registration or when a DIN application 
is under review.

6. Uses of DIN:
o A DIN is used for all filings and communications related to the director’s role

in the company.
o It is required for signing financial statements, annual returns, and other statutory 

documents.
o It helps in tracking the directorships of individuals across companies.

7. Cancellation or Deactivation:
o A DIN can be canceled if the director is disqualified under the Companies Act, 2013, or if 

the individual provides false information during the application process.
o It can also be deactivated if the director has not updated their information with the 

MCA for a prolonged period.
8. Significance:

o The DIN ensures transparency in corporate governance, enabling the Ministry of 
Corporate Affairs to track the directorships of individuals.



o It prevents fraudulent activities and ensures that only eligible and qualified individuals 
hold positions of directorship in companies.

In conclusion, the DIN is a critical aspect of corporate compliance in India, ensuring the integrity and 
transparency of the directorial system in Indian companies.



Control Of 

Companies Unit-4

(1)What do you mean by meetings of a Company?

Answer: Meetings of a company refer to formal gatherings of its shareholders, directors, or other key 
stakeholders where decisions on company matters are discussed and voted upon. These meetings are 
essential for ensuring good governance, compliance with laws, and the effective management of a 
company. There are different types of meetings held at various levels within the company, each with 
specific purposes and procedures.

(2)What are the different types of meetings of a Company?

Answer: A company conducts various types of meetings to facilitate decision-making and ensure proper 
governance. The key types of meetings are:

1. Board Meetings: These meetings are held by the board of directors to discuss and
decide on the company’s policies, strategies, and operations. They occur regularly, usually at 
least once every three months, and are essential for the company's day-to- day management. A 
quorum of directors is required for the meeting to proceed.

2. Annual General Meeting (AGM): An AGM is a mandatory meeting of shareholders held once 
every year. During this meeting, shareholders review the company’s financial statements, 
approve the appointment or reappointment of directors, declare dividends, and discuss other key 
matters such as the appointment of auditors. The AGM must be held within six months from the 
end of the financial year.

3. Extraordinary General Meeting (EGM): An EGM is called to discuss urgent or extraordinary 
matters that cannot wait for the next AGM. These may include changes to the company’s capital, 
mergers, or other significant corporate decisions. EGMs are held as needed and require a special 
notice.

4. Committee Meetings: Committees formed by the board, such as the Audit Committee, 
Nomination and Remuneration Committee, or Risk Management Committee, hold meetings to 
discuss specific issues in detail. These meetings ensure that specialized areas are well-managed 
and make recommendations to the full board.

5. Class Meetings: These meetings are held for specific classes of shareholders, such as preference 
shareholders or debenture holders, to discuss matters affecting their interests. Class meetings 
are typically convened when changes to the rights or terms of these classes are proposed.



(3) What are the requisites of a valid 

meeting? Answer: The key requisites of a valid meeting 

are:

1. Proper Authority to Call the Meeting:

• A meeting must be called by the proper authority as per the company's Articles of Association 
(AoA) or Companies Act, 2013. For example, board meetings are typically called by the 
Chairman or the Managing Director, while a general meeting may be called by the board of 
directors or shareholders as required.

2. Notice of Meeting:

• A valid meeting must be preceded by a clear and adequate notice given to all members entitled to 
attend. The notice must specify the time, date, venue, and agenda of the meeting.

• The minimum notice period depends on the type of meeting. For example, for a board meeting, 7 
days' notice is required, and for an Annual General Meeting (AGM), a 21- day notice is 
mandatory.

3. Quorum:

• A quorum is the minimum number of members required to be present for the meeting to be 
valid. The quorum is typically specified in the company's Articles of Association or, for 
general meetings, it is usually two members. If a quorum is not present, the meeting cannot 
proceed or decisions cannot be made.

4. Agenda:

• The meeting must have a clear agenda that outlines the matters to be discussed and decided 
upon. The agenda should be circulated along with the notice and should allow attendees to 
prepare for the discussion.

5. Proper Conduct of the Meeting:

• The meeting must be conducted in a manner that follows the prescribed procedures, as set out in 
the company’s AoA and the Companies Act, 2013. This includes allowing all participants to 
speak, ask questions, and contribute to the discussions. A proper chairman or presiding officer 
should be appointed to manage the meeting.

6. Voting and Resolution:

• Decisions at a valid meeting must be made by voting, either by a show of hands or by a poll, 
depending on the type of meeting and the company’s rules. The resolutions passed should be 
recorded accurately and must have the required majority to be valid. For example, an ordinary 
resolution requires a simple majority of those voting, while a special resolution requires a three-
fourths majority.



7. Minutes of the Meeting:

• Minutes of the meeting must be recorded, signed by the chairman, and maintained in the 
company’s official records. These minutes serve as an official record of the meeting and the 
decisions made.

8. Compliance with Legal Requirements:

• The meeting must comply with the applicable provisions of the Companies Act, 2013 and the 
company’s Articles of Association. Any decision taken or resolution passed in violation of these 
provisions may be considered invalid.

(4)Short Notes

(a)Postal Ballot

Answer: Postal Ballot is a process that allows shareholders of a company to cast their votes on certain 
resolutions without being physically present at the meeting. It is typically used for matters that require 
approval by shareholders but do not require the convening of a physical general meeting. This process is 
in line with the provisions of the Companies Act, 2013 and is designed to provide shareholders, 
especially those who are unable to attend meetings, an opportunity to participate in the decision-making 
process.

Key Features of Postal Ballot:

1. Applicable Resolutions:
o Postal ballot can be used for resolutions that require shareholder approval, such as 

special resolutions, alterations to the company’s Articles of Association, mergers, 
changes in the share capital structure, etc.

o The list of items eligible for postal ballot is provided under Section 110 of the 
Companies Act, 2013.

2. Process of Postal Ballot:
o The company sends a postal ballot form to all shareholders along with a pre- paid 

envelope for returning the form.
o The shareholders cast their votes by marking the ballot form with either "Yes" or "No" to 

approve or disapprove the resolution.
o The company provides a specified date by which the completed ballots must be 

received.
o In case of electronic voting (e-voting), shareholders can cast their vote online within 

the given time frame.
3. Notice and Communication:

o A notice of the postal ballot must be sent to all shareholders, detailing the 
resolutions to be voted upon, instructions for voting, and the last date for submitting 
the ballot.

o The notice should also provide clear instructions on how to complete the postal 
ballot form or how to participate in the electronic voting process.



Advantages of Postal Ballot:

• Convenience: Shareholders can participate in decision-making without attending a physical 
meeting, especially useful for those who are unable to attend due to distance or other reasons.

• Cost-Effective: It reduces the need for organizing physical meetings and the 
associated costs (venue, travel, etc.).

• Efficient: It allows for quicker decision-making on matters requiring shareholder approval, 
especially for routine or procedural matters.

Disadvantages of Postal Ballot:

• Limited Interaction: Shareholders do not have the opportunity to ask questions or engage in 
discussion on the resolutions.

• Delay in Response: The process may take longer due to mailing times and the need to send 
notices and forms to all shareholders.

(b)Meeting through Video Conferencing.

Answer: Meeting through Video Conferencing is a modern method that allows companies to hold 
meetings remotely, where participants can attend from different locations using technology like video and 
audio conferencing tools. This method is increasingly used to facilitate board meetings, general meetings, 
and other company-related discussions without the need for physical presence.

Key Features of Meetings Through Video Conferencing:

1. Legal Recognition:
o Under Section 173(2) of the Companies Act, 2013, board meetings can be 

conducted through video conferencing or other electronic means.
o The Ministry of Corporate Affairs (MCA) has issued guidelines to regulate such 

meetings, ensuring they are as legally valid as in-person meetings, provided specific 
conditions are met.

2. Eligibility:
o Video conferencing can be used for board meetings and committee meetings of 

directors, but it cannot be used for certain matters such as approval of financial 
statements or the approval of a resolution requiring physical signatures, as specified by 
the company’s Articles of Association.

3. Notice and Agenda:
o The notice for a video conference meeting must clearly mention that the meeting 

will be held via video conferencing. It should also provide details about the software 
or platform being used and how participants can join.

o An agenda, just like in a physical meeting, must be sent to all participants in advance.
4. Quorum:

o The quorum for video conferencing meetings is determined by the company’s
Articles of Association. Usually, the quorum for board meetings remains the



same whether in-person or via video conference, e.g., two directors must be present to 
constitute a quorum.

Advantages of Video Conferencing for Meetings:

• Convenience and Flexibility: Participants can attend from any location, saving time and costs 
related to travel.

• Cost-Effective: Reduces the expenses involved in organizing physical meetings, such as venue 
booking, travel, and accommodation.

• Inclusivity: Ensures that individuals, including directors and shareholders, who may be 
geographically distant or unable to attend in person, can still participate in meetings.

• Efficiency: Video meetings allow for quicker decision-making without the logistical delays of 
arranging physical meetings.

Disadvantages of Video Conferencing for Meetings:

• Technical Challenges: Poor internet connectivity, inadequate technology, or other technical 
issues can disrupt the meeting.

• Lack of Personal Interaction: It can be harder to establish rapport, read body language, 
or address misunderstandings that may arise in virtual settings.

• Security Concerns: There may be risks regarding the security of confidential company 
information, especially if the video conferencing platform is not secure.

(c ) E-Voting.

Answer: E-Voting (electronic voting) is a modern method that allows shareholders or members of a 
company to cast their votes electronically on resolutions, typically in a general meeting or through postal 
ballot, without the need for physical presence. E-voting enhances shareholder participation, particularly 
for those who cannot attend meetings in person.

Key Features of E-Voting:

1. Legal Framework:
o E-voting is recognized under the Companies Act, 2013 and the SEBI (Listing 

Obligations and Disclosure Requirements) Regulations for listed companies.
o The Ministry of Corporate Affairs (MCA) has set up guidelines for conducting e-voting, 

ensuring transparency, security, and fairness in the process.
2. Eligibility and Applicability:

o E-voting is available for resolutions that are required to be passed by shareholders, such 
as ordinary resolutions, special resolutions, and resolutions passed through postal ballot.

o It is applicable to all companies that are listed or those with more than 1,000 
shareholders, members, or debenture holders.

3. Process of E-Voting:
o Notice of Meeting: Shareholders are sent a notice containing details of the 

resolutions, the e-voting procedure, and the time frame for voting.



o Authentication: Shareholders must authenticate their identity using a secure login ID 
and password, often linked to their folio number or demat account.

o Voting Platform: The voting platform is typically managed by a centralized e- voting 
agency, such as CDSL or NSDL, which provides the technology for shareholders to cast 
their votes electronically.

o Voting Period: E-voting is typically open for a period of 1-3 days, starting from the date 
of the notice of the meeting until a specified date.

4. Advantages of E-Voting:
o Convenience: Shareholders can vote from any location, without attending the meeting 

physically.
o Increased Participation: E-voting enables a higher number of shareholders to participate 

in the decision-making process, especially those who are geographically distant or 
unable to attend in person.

o Transparency and Security: The process is transparent, secure, and eliminates the risk of 
vote tampering or manipulation.

o Cost-Effective: Reduces the need for printing, mailing, and other logistical expenses 
associated with paper ballots and physical meetings.

5. Disadvantages of E-Voting:
o Technical Barriers: Shareholders without internet access or those unfamiliar with 

technology may find it challenging to use e-voting.
o Security Concerns: While e-voting systems are designed to be secure, there are always 

concerns about hacking or unauthorized access in any digital voting platform.
o Trust Issues: Some shareholders may distrust the electronic voting process and may 

prefer traditional paper-based voting to ensure transparency.

(d)Meeting of Shareholders and Board of Directors.

Answer: Meetings of Shareholders and Board of Directors are vital for the governance and management 
of a company. These meetings facilitate decision-making, approval of significant resolutions, and the 
strategic direction of the company. Below is an explanation of the types and procedures for both types of 
meetings:

1. Meetings of Shareholders:

Shareholders' meetings are crucial for making decisions that affect the overall direction of the 
company, including approval of financials, elections of directors, and other significant changes.

Types of Shareholder Meetings:

1. Annual General Meeting (AGM):
o Purpose: The AGM is a mandatory meeting where shareholders receive

updates about the company’s performance, financial statements, dividends, and the 
election or re-election of directors. Shareholders also approve the appointment of 
auditors and discuss other major business decisions.

o Frequency: An AGM must be held once every year, within 6 months from the
end of the company’s financial year.



o Notice: A 21-day notice must be given to all shareholders before holding an AGM.
o Quorum: The quorum for an AGM is typically two members, unless otherwise

specified in the company’s Articles of Association.
2. Extraordinary General Meeting (EGM):

o Purpose: EGMs are called to address matters requiring urgent shareholder approval 
that cannot wait until the next AGM, such as changes in share capital, mergers, 
acquisitions, or amendments to the Articles of Association.

o Notice: Shareholders are given clear and adequate notice about the purpose of the EGM 
and the resolutions to be passed.

o Quorum: The quorum requirements for an EGM are generally the same as for an AGM, 
but the specific quorum depends on the company’s Articles of Association.

Process for Shareholder Meetings:

• Notice: A formal notice is sent to shareholders, detailing the agenda, date, time, and location 
(physical or virtual) of the meeting.

• Voting: Voting can occur by show of hands, proxy, or electronic voting (e-voting) for certain 
types of resolutions. Shareholders cast their votes on the resolutions presented in the meeting.

• Minutes: Minutes of the meeting are recorded and signed by the chairman, and are kept as 
official records of the company.

2. Meetings of the Board of Directors:

Board meetings are held to discuss and approve the management and strategic direction of the company, 
such as operational plans, financial matters, and other business decisions.

Types of Board Meetings:

1. Regular Board Meetings:
o Purpose: These meetings are held periodically (at least once every three months) to 

review and discuss the ongoing operations of the company. Directors make decisions 
on key matters such as financial planning, policies, and corporate governance.

o Notice: A 7-day notice is typically required before a board meeting is held.
o Quorum: The quorum for a board meeting is typically two directors, unless

otherwise specified in the company’s Articles of Association.
2. Special Board Meetings:

o Purpose: Special board meetings are called to address specific issues or urgent matters 
that cannot wait until the next regular board meeting, such as approving a new business 
venture, changes in capital structure, or emergency decisions.

o Notice: A shorter notice period may be given for special board meetings if all directors 
agree.



o Quorum: The quorum is as defined in the company’s Articles of Association,
usually a majority of directors.

Process for Board Meetings:

• Notice: A notice must be sent to all directors with details about the meeting, agenda, and any 
related documents. The notice period is usually 7 days unless a shorter notice is agreed upon.

• Agenda: The agenda is usually set by the Chairman or the Managing Director and includes 
all the key issues that the board needs to discuss.

• Voting: Resolutions can be passed by a show of hands, voice vote, or a poll if required. 
Directors may also vote electronically or through written resolutions.

• Minutes: The minutes of board meetings must be recorded and signed by the
chairman. The minutes are then kept as part of the company’s official records.

(e)Audit Committee.

Answer: An Audit Committee is a sub-committee of the Board of Directors, primarily
responsible for overseeing the company’s financial reporting process, internal controls, auditing 
processes, and ensuring compliance with legal and regulatory requirements. The audit committee plays a 
vital role in maintaining transparency and accountability in the company's financial operations.

Advantages of an Audit Committee:

1. Increased Transparency: The audit committee ensures that the financial reporting process is 
transparent and that shareholders and other stakeholders can rely on the company's financial 
statements.

2. Improved Financial Controls: It helps improve the company's internal controls, reducing 
the risk of fraud and errors.

3. Better Risk Management: By overseeing risk management processes, the audit 
committee ensures that significant business risks are properly addressed.

4. Independent Oversight: The audit committee, with its independent members, provides 
unbiased oversight of the company’s financial reporting and auditing processes.

Challenges Faced by Audit Committees:

1. Complexity of Financial Reporting: As companies grow in size and complexity, 
understanding and evaluating financial statements and risk management processes can become 
more challenging.

2. Managing Conflicts of Interest: Ensuring the independence of the external auditors and 
internal audit teams can be difficult, especially in closely held companies or family-owned 
businesses.

3. Increased Regulatory Scrutiny: With the growing emphasis on corporate governance, the audit 
committee faces increased pressure to comply with legal requirements and regulatory standards.



(f)Annual General Meeting.

Answer: An Annual General Meeting (AGM) is a mandatory yearly gathering of a company's 
shareholders or members to discuss the company’s performance, financial status, and other essential 
matters. The AGM is a key aspect of corporate governance, allowing shareholders to participate in 
decision-making and hold the management accountable.

Key Features of an AGM:

1. Legal Requirement:
o Under the Companies Act, 2013, it is mandatory for every company (other than a One 

Person Company) to hold an AGM each year. The meeting must be held within 6 months 
from the end of the company’s financial year. A company cannot have more than 15 
months between two consecutive AGMs.

2. Purpose of AGM:
o The AGM serves several key purposes, such as:

▪ Approving the company’s financial statements (balance sheet, profit and loss 
statement, etc.).

▪ Discussing and approving the dividend to be paid to shareholders.
▪ Electing or re-electing directors who retire by rotation.
▪ Appointing or re-appointing auditors and fixing their remuneration.
▪ Discussing any other significant matters, including special business 

resolutions.
3. Notice of AGM:

o A 21-day notice is required to be given to all shareholders before the AGM. The 
notice should contain details about the date, time, venue (physical or virtual), and 
agenda of the meeting.

o For special resolutions, the notice must clearly mention the nature of the special 
business.

4. Agenda of the AGM:
o The AGM usually has a standard agenda, which includes:

▪ Approval of the audited financial statements for the previous financial year.
▪ Declaration of dividend (if applicable).
▪ Election or re-election of directors.
▪ Appointment or re-appointment of auditors.
▪ Any other business (special business) as needed by the shareholders.

Importance of AGM:

1. Shareholder Participation:
o The AGM provides shareholders with the opportunity to express their views, ask 

questions, and hold the management accountable for the company’s performance. It is 
an essential platform for ensuring transparency and communication between the 
company and its owners.

2. Financial Transparency:



o The AGM is where the financial health of the company is presented, and 
shareholders are given a chance to review and approve the financial statements, 
ensuring proper governance and transparency.

3. Corporate Governance:
o The AGM plays a significant role in good corporate governance, as it is a forum 

where decisions regarding the company's future direction are made, directors are 
elected, and auditors are appointed.

4. Legal Compliance:
o Holding an AGM is a legal obligation for the company. Failure to hold an AGM or to 

comply with the requirements set forth in the Companies Act can lead to penalties, 
fines, or other regulatory actions.

Timeline for Holding an AGM:

• Within 9 months of the end of the first financial year of the company: The company is required to 
hold its first AGM.

• Subsequent AGMs: Should be held within 6 months from the end of each financial year, with a 
maximum gap of 15 months between two AGMs.

• If the AGM is not held within the prescribed time frame, the company may apply to the 
Registrar of Companies (RoC) for an extension.

(g)Extra Ordinary Meeting.

Answer: An Extraordinary General Meeting (EGM) is a meeting of a company's shareholders that is 
called to address urgent matters that cannot wait until the next Annual General Meeting (AGM). EGMs 
are used for discussing and making decisions on special business that requires shareholder approval, such 
as major corporate decisions, urgent financial
matters, or changes in the company’s structure.

Key Features of an EGM:

1. Purpose:
o EGMs are convened to deal with business matters that require immediate attention and 

cannot be postponed until the next AGM. Some common issues discussed at an EGM 
include:
▪ Amendment of the company’s articles of association.
▪ Approval of mergers, acquisitions, or joint ventures.
▪ Issuance of additional shares.
▪ Appointment or removal of directors.
▪ Approval of related party transactions.
▪ Changes in the capital structure of the company.
▪ Approval for the buyback of shares.

2. Notice for EGM:
o A notice for convening an EGM must be sent to all shareholders. The notice period is 

typically 21 clear days, similar to the notice required for an AGM. The notice should 
specify the date, time, venue (physical or virtual), and the agenda or specific business 
to be discussed at the meeting.



o The notice must also state the special resolutions (if any) that will be put forward 
for approval, as these require a specific majority (typically a 3/4th majority of the 
votes cast).

3. Quorum for EGM:
o The quorum for an EGM is typically the same as that for an AGM, which is usually two 

members present in person for private companies or two members for public companies. 
If the quorum is not met, the meeting is adjourned to a later time.

4. Voting in EGM:
o The decisions at an EGM are typically made by voting on the resolutions 

presented. Voting can take place through:
▪ A show of hands: The majority of the members present vote for or against 

the resolutions.
▪ A poll: This is a more formal method where shareholders cast votes based on 

the number of shares they hold.
▪ E-voting: For listed companies, e-voting is often used to facilitate the 

participation of shareholders who cannot attend the meeting physically.
▪ By Proxy: Shareholders who cannot attend the meeting in person can appoint 

a proxy to vote on their behalf.

Advantages of an EGM:

1. Timely Decision-Making:
o EGMs allow the company to address urgent matters promptly, such as approving 

an acquisition or issuing new shares, which are essential for business continuity 
or growth.

2. Flexibility:
o EGMs provide the flexibility to handle special or unexpected business needs that 

cannot wait for the next AGM.
3. Shareholder Engagement:

o It provides shareholders with an opportunity to engage and express their opinions 
on critical business decisions, even outside of the AGM.

Disadvantages of an EGM:

1. Limited Agenda:
o EGMs are typically called to address specific issues and may not allow a

comprehensive review of the company’s overall performance, unlike an AGM.
2. Cost and Logistics:

o Holding an EGM may involve additional costs and logistical efforts to ensure that 
shareholders are properly notified, attend, and vote on the resolutions.

3. Disruption of Regular Meetings:
o The need to hold an EGM may indicate that the company has urgent matters, which 

could disrupt the normal course of business or financial planning.



(h)Nomination and Remuneration Committee.

Answer: The Nomination and Remuneration Committee (NRC) is a crucial sub-committee of the Board 
of Directors in a company, primarily responsible for identifying, recommending, and overseeing the 
appointment of key managerial personnel (KMP), directors, and senior management, as well as 
determining their remuneration. It plays a vital role in ensuring that the company’s leadership and 
compensation practices align with the company's long-term goals and comply with regulatory 
requirements.

Key Functions of the Nomination and Remuneration Committee:

1. Selection and Appointment of Directors and Key Managerial Personnel (KMP):
o The NRC is responsible for identifying and recommending candidates for the position of 

directors, including independent directors, and senior management positions. They ensure 
that appointments align with the company’s goals, values, and requirements for diversity, 
experience, and skill set.

o The committee recommends appointments for KMP such as the CEO, CFO, and 
Company Secretary, ensuring these positions are filled with qualified professionals.

2. Setting the Remuneration Policy:
o The committee determines the company’s remuneration policy, ensuring that 

compensation is aligned with the performance of individuals, the company's overall 
financial health, and industry standards. It also ensures that the compensation structure 
is in line with regulatory guidelines.

o The committee reviews and recommends the remuneration packages for the Executive 
Directors, Non-Executive Directors, and Independent Directors. Remuneration may 
include fixed pay, performance-based incentives, bonuses, stock options, and other 
benefits.

3. Performance Evaluation:
o The NRC is involved in assessing the performance of directors, KMP, and senior 

management, which forms the basis for their compensation and incentives. The 
committee develops the criteria for evaluating performance and ensures that the 
evaluation is done in a fair, objective, and transparent manner.

o The committee also reviews the succession planning for senior management and key 
positions to ensure continuity in leadership.

4. Governance and Compliance:
o The NRC ensures that all remuneration practices are compliant with legal and regulatory 

requirements, such as those laid out by the Companies Act, 2013, and SEBI (Listing 
Obligations and Disclosure Requirements) Regulations. It must also ensure that the 
remuneration is fair and transparent.

o The committee plays a role in ensuring that the company's governance practices 
around leadership appointments and compensation align with best practices in 
corporate governance.

Composition of the Nomination and Remuneration Committee:

1. Independence:



o The NRC should comprise a majority of independent directors to ensure 
objectivity and transparency in the decision-making process.

o The Chairman of the NRC should be an independent director, ensuring 
impartiality in decisions regarding appointments and compensation.

2. Number of Members:
o The committee typically comprises three or more members, with the majority being 

independent directors. The exact composition is defined by the
company’s articles of association and corporate governance policies.

3. Role of the Chairman:
o The Chairman of the Board or another senior independent director often chairs the NRC. 

The Chairman plays a vital role in leading the discussions, ensuring that all relevant 
factors are considered when making recommendations.

Advantages of a Nomination and Remuneration Committee:

1. Fair and Transparent Remuneration:
o The NRC ensures that compensation packages are competitive, fair, and aligned 

with the company’s long-term goals, while also complying with industry 
standards.

2. Talent Retention and Attraction:
o By ensuring that compensation is aligned with performance, the NRC helps in attracting, 

retaining, and motivating top talent for key managerial roles in the company.
3. Compliance and Corporate Governance:

o The NRC ensures compliance with regulatory requirements, reducing legal risks and 
enhancing corporate governance practices within the organization.

4. Independent Decision-Making:
o With a majority of independent directors, the NRC ensures that decisions on 

appointments and remuneration are made impartially, focusing on the best interests of 
the company and its shareholders.

Challenges Faced by the Nomination and Remuneration Committee:

1. Balancing Fairness and Competitiveness:
o Striking the right balance between offering competitive compensation to attract top 

talent and ensuring that compensation is reasonable and aligned with company 
performance can be challenging.

2. Regulatory Scrutiny:
o Companies are under increasing regulatory scrutiny regarding executive pay, and the 

NRC must ensure that the compensation practices are transparent and justifiable to 
shareholders and regulators.

3. Succession Planning:
o Succession planning is a critical responsibility for the NRC, and ensuring that the 

company has a pipeline of qualified candidates for senior management roles can be 
difficult, especially in rapidly changing business environments.

(i)Stakeholders Relationship Committee.



Answer: The Stakeholders Relationship Committee (SRC) is a committee formed by the Board of 
Directors of a company to address and manage the various concerns and issues of its stakeholders, 
particularly its shareholders, investors, and employees. The committee's primary role is to ensure the 
protection of stakeholder interests and to establish effective communication channels between the 
company and its stakeholders.

Key Functions of the Stakeholders Relationship Committee:

1. Addressing Shareholder and Investor Grievances:
o One of the primary functions of the SRC is to look into and resolve any complaints or 

grievances raised by shareholders and investors. These may include issues related to the 
transfer of shares, non-receipt of dividends, non- receipt of annual reports, or any other 
matters affecting the rights of shareholders and investors.

2. Monitoring Share Transfer Activities:
o The committee oversees the process of share transfers, ensuring that the transfers are 

carried out smoothly and in compliance with the company's regulations. It also ensures 
that any delays or issues related to the transfer of shares are resolved in a timely 
manner.

3. Ensuring Investor Communication:
o The SRC is responsible for ensuring effective communication between the company 

and its investors. This includes responding to queries, providing updates on the 
company’s performance, and facilitating the flow of information through annual 
reports, investor presentations, and other communication channels.

4. Handling Dividend and Rights Issue Concerns:
o The committee ensures that any issues related to the payment of dividends or the 

allotment of rights issues are resolved promptly, and shareholders are notified in a 
timely manner.

5. Compliance with Regulatory Requirements:
o The SRC ensures that the company complies with applicable securities laws and 

regulations regarding shareholder rights, complaints, and disputes. This includes 
ensuring compliance with the SEBI (Listing Obligations and Disclosure Requirements) 
Regulations and the Companies Act, 2013.

Composition of the Stakeholders Relationship Committee:

1. Board Representation:
o The SRC should comprise a majority of non-executive directors, with at least one 

independent director. The composition of the committee can vary, but it is mandated that 
the committee must have a minimum of two members, as per the Companies Act, 2013 
and SEBI Listing Regulations.

2. Chairman of the Committee:
o The Chairman of the committee is typically appointed by the Board of Directors, 

and in most cases, the Chairman is an independent director to ensure unbiased 
decision-making and adherence to corporate governance standards.

3. Role of the Chairman:



o The Chairman oversees the committee’s activities and ensures that the committee 
functions effectively. The Chairman is responsible for leading the meetings, ensuring that 
shareholder concerns are addressed promptly, and that the committee’s recommendations 
are implemented.

Regulatory Framework for Stakeholders Relationship Committee:

1. Companies Act, 2013:
o According to Section 178 of the Companies Act, 2013, the Stakeholders Relationship 

Committee is required for all listed companies and public companies with more than 
1000 shareholders. The committee must specifically look into the shareholder grievances 
and ensure that the company’s interests are in alignment with its stakeholders’ 
expectations.

2. SEBI (Listing Obligations and Disclosure Requirements) Regulations:
o Under Regulation 20 of SEBI LODR, the Stakeholders Relationship Committee must be 

constituted for listed entities, and the composition of the committee must include a 
majority of non-executive directors and should have at least one independent director.

3. Stock Exchange Regulations:
o Companies listed on the stock exchanges must comply with additional rules and 

regulations regarding stakeholder management and grievances, ensuring that all 
concerns of stakeholders are addressed promptly and transparently.

Importance of the Stakeholders Relationship Committee:

1. Protection of Shareholder Rights:
o The SRC plays a crucial role in safeguarding the interests of shareholders, ensuring that 

their rights are respected and that their grievances are addressed effectively. This is 
particularly important in maintaining trust and confidence in the management of the 
company.

2. Investor Confidence:
o A well-functioning SRC enhances investor confidence in the company by demonstrating 

that the company is committed to maintaining transparency, fairness, and accountability 
in its interactions with investors and shareholders.

3. Corporate Governance:
o The SRC contributes to strong corporate governance practices by ensuring that the 

company follows legal and ethical standards in its dealings with stakeholders, fostering 
good relationships with investors, and protecting their interests.

4. Compliance and Transparency:
o The SRC helps the company comply with various regulations and laws concerning 

stakeholders, which is essential for maintaining its reputation and avoiding legal or 
regulatory issues. The committee ensures that the company remains transparent in its 
operations and dealings with stakeholders.

5. Efficient Resolution of Issues:
o The SRC acts as a key mechanism for the swift resolution of disputes and issues 

raised by shareholders. By providing a dedicated platform for



addressing grievances, the committee helps avoid conflicts and promotes a positive 
relationship between the company and its stakeholders.

Challenges Faced by the Stakeholders Relationship Committee:

1. Timely Resolution of Complaints:
o One of the challenges the SRC faces is the need to resolve shareholder complaints 

and grievances promptly. Delays can lead to frustration among investors and damage 
the company's reputation.

2. Managing a Large Shareholder Base:
o For companies with a large number of shareholders, managing and addressing grievances 

can become challenging. The committee must ensure that it can handle a high volume of 
complaints efficiently.

3. Regulatory and Compliance Pressure:
o The SRC must keep up with changing regulations and ensure that the company 

remains compliant with both national and international regulatory standards. Failure to 
do so can lead to penalties and loss of investor trust.

4. Communication and Transparency:
o The committee must maintain transparent and effective communication with 

stakeholders. Miscommunication or lack of communication regarding resolutions and 
decisions can lead to dissatisfaction among investors.

(j)Corporate Social Responsibility Committee.

Answer: The Corporate Social Responsibility (CSR) Committee is a committee established by the Board 
of Directors of a company, which is primarily responsible for overseeing and guiding the company’s 
corporate social responsibility initiatives. The committee ensures that the company adheres to its CSR 
obligations, formulates strategies for CSR activities, and ensures that the company contributes to social, 
environmental, and economic development, aligning its actions with the best interests of society at large.

Key Functions of the Corporate Social Responsibility Committee:

1. Formulation of CSR Policy:
o The CSR Committee is responsible for formulating and recommending a CSR policy to 

the Board of Directors. This policy outlines the company’s approach to CSR activities, 
identifying areas where the company will contribute, and setting guidelines for CSR 
spending.

o The policy must comply with the provisions of the Companies Act, 2013, and any other 
applicable regulations. It includes identifying key focus areas such as education, health, 
environment, poverty alleviation, and rural development, among others.

2. Recommendation of CSR Projects:
o The committee identifies and recommends specific CSR projects or programs to be 

undertaken by the company in line with the CSR policy. These projects should aim to 
make a positive impact on society, and the committee ensures that the company’s CSR 
activities address areas of national importance.



o It also oversees the approval of the budget and ensures that the funds allocated 
for CSR activities are utilized appropriately.

3. Monitoring and Evaluation:
o The CSR Committee monitors the implementation of CSR projects and evaluates their 

effectiveness. It tracks the progress of each initiative, ensuring that they meet the 
intended objectives.

o It ensures that companies regularly review and report on their CSR activities and the 
outcomes of those initiatives.

4. Ensuring Legal Compliance:
o The committee ensures that the company’s CSR activities comply with the legal 

framework established by the Companies Act, 2013, as well as any other relevant 
regulations. This includes ensuring that the company meets its obligation to spend at 
least 2% of its average net profit on CSR activities (for companies meeting the 
applicable criteria).

o The CSR Committee is also responsible for overseeing the annual CSR reports,
which must be included in the company’s annual report.

Composition of the Corporate Social Responsibility Committee:

1. Mandatory Composition:
o As per Section 135 of the Companies Act, 2013, companies that meet certain criteria 

(e.g., a net worth of ₹500 crores, annual turnover of ₹1000 crores, or net profit of ₹5 
crores or more) must constitute a CSR Committee.

o The committee must have at least three directors, including at least one independent 
director. If the company is a private company and does not have independent directors, 
the committee may be comprised only of non-executive directors.

2. Chairperson of the Committee:
o The Chairperson of the CSR Committee is typically an independent director. The 

chairperson oversees the committee's meetings, ensures that the CSR policy is 
implemented properly, and reports back to the board on the progress of CSR initiatives.

3. Role of the Committee Members:
o The members of the CSR Committee typically include non-executive directors, and they 

actively participate in decision-making processes regarding CSR activities, budget 
allocation, and monitoring.

o The committee ensures that the company's CSR initiatives are aligned with its long-term 
strategic goals and social responsibilities.

Regulatory Framework for CSR in India:

1. Companies Act, 2013:
o Section 135 of the Companies Act, 2013 mandates that companies meeting certain 

financial criteria must spend at least 2% of their average net profit (for the last three 
years) on CSR activities. This provision applies to companies with:
▪ A net worth of ₹500 crores or more.
▪ Annual turnover of ₹1000 crores or more.



▪ Net profit of ₹5 crores or more.
o If a company fails to spend the required amount on CSR, it must disclose the reasons in 

the annual report, specifying why the target was not met.
2. Schedule VII of the Companies Act, 2013:

o Schedule VII outlines the activities that qualify as CSR under the law. These include 
areas such as:
▪ Eradicating hunger, poverty, and malnutrition.
▪ Promoting education, including special education.
▪ Ensuring environmental sustainability.
▪ Health care projects, especially for rural areas.
▪ Contribution to the Prime Minister's National Relief Fund.
▪ Promoting gender equality and empowering women.

3. SEBI (Listing Obligations and Disclosure Requirements) Regulations:
o Listed companies are also required to disclose their CSR activities in the annual report 

as per SEBI (Listing Obligations and Disclosure Requirements) Regulations. These 
disclosures include the amount spent on CSR, details of the projects undertaken, and the 
impact of those initiatives.

4. CSR Rules under Companies (Corporate Social Responsibility Policy) Rules, 2014:
o The CSR Rules, under the Companies (Corporate Social Responsibility Policy) Rules, 

2014, provide detailed guidelines regarding CSR activities, including the process of 
determining eligible projects, how to monitor and report them, and how to manage 
unspent CSR amounts.

Importance of the CSR Committee:

1. Promoting Social and Environmental Responsibility:
o The CSR Committee ensures that the company contributes to the social, 

environmental, and economic development of society. This includes projects aimed at 
reducing poverty, improving education and health, and promoting sustainable business 
practices.

2. Enhancing Company Reputation:
o By overseeing impactful CSR initiatives, the committee helps improve the company’s 

reputation and brand image. Companies that engage in responsible business practices are 
more likely to earn trust and loyalty from customers, investors, and the community.

3. Compliance and Risk Management:
o The CSR Committee ensures that the company complies with legal CSR obligations, 

reducing the risk of penalties and reputational damage. It helps the company stay 
ahead of any regulatory changes related to CSR.

4. Long-Term Sustainability:
o The committee’s focus on social and environmental sustainability helps

ensure that the company’s operations are aligned with the broader goals of society. By 
focusing on long-term CSR projects, companies can contribute to sustainable 
development, benefiting future generations.

5. Stakeholder Engagement:
o The CSR Committee strengthens the relationship between the company and its 

stakeholders, ensuring that the company responds to societal concerns and plays an 
active role in community development.



Challenges Faced by the CSR Committee:

1. Measuring Impact:
o One of the challenges the CSR Committee faces is measuring the impact of CSR 

initiatives. The effectiveness of CSR activities is often hard to quantify, and the 
committee must find ways to assess the long-term benefits of these projects.

2. Allocating Resources:
o Deciding how to allocate the CSR budget among various initiatives and ensuring the 

funds are used effectively can be challenging. The committee
needs to prioritize projects that align with the company’s core values and have
the maximum social impact.

3. Balancing Profit and CSR:
o Companies often face the challenge of balancing profit-making with CSR objectives. 

The committee must ensure that CSR activities do not hinder the company’s financial 
performance while fulfilling its social responsibilities.

4. Compliance with Regulations:
o Adhering to the complex regulatory framework surrounding CSR can be 

challenging, especially for companies operating in multiple regions with varying 
regulations and compliance requirements.

(k)Convening and Conduct of meetings.

Answer: Convening and Conduct of Meetings refers to the procedures and guidelines followed by a 
company or organization to organize and manage meetings, ensuring that they are conducted effectively, 
efficiently, and in accordance with legal requirements. This process applies to various types of meetings 
such as Board Meetings, General Meetings (Annual and Extraordinary), and other committee meetings 
within a company.

Convening a Meeting:

1. Notice of the Meeting:
o A meeting must be convened by providing proper notice to all the members or 

participants, specifying the date, time, venue, and agenda of the meeting. The notice 
should be sent within the prescribed period, typically 7 days before the meeting for a 
Board Meeting and 21 days for an Annual General Meeting (AGM), as per the 
Companies Act, 2013.

o The notice should be signed by the Chairman or any other person authorized by the 
Board. For General Meetings, the notice may also be published in newspapers, 
especially if required by the company’s articles or regulations.

2. Agenda of the Meeting:
o The agenda is a list of items to be discussed or acted upon during the meeting. The 

agenda should be clear, precise, and circulated along with the notice. It helps participants 
prepare for the meeting and ensures that discussions are focused.

o The agenda can include routine matters (such as the approval of previous minutes) as 
well as special matters (such as strategic decisions or election of directors).



3. Quorum for the Meeting:
o For a meeting to be valid, there must be a quorum, i.e., the minimum number of members 

required to conduct the meeting. The quorum for Board Meetings is usually two directors, 
unless otherwise specified in the company’s articles of association.

o For General Meetings, the quorum depends on the type of meeting and the company’s 
articles, but generally, for a private company, two members are required, while for a 
public company, a higher number is usually prescribed.

4. Chairperson:
o The Chairperson of the meeting is responsible for conducting the meeting in an orderly 

manner. The Chairperson is often the Managing Director or an independent director. In 
their absence, a deputy chairperson or any other person appointed by the members can 
chair the meeting.

o The Chairperson ensures that all agenda items are discussed, keeps the meeting 
on track, and ensures compliance with procedural rules.

Conduct of the Meeting:

1. Opening the Meeting:
o The Chairperson calls the meeting to order. The meeting cannot proceed unless a 

quorum is present. If there is no quorum, the meeting may be adjourned, or a 
fresh meeting may be convened.

o The minutes of the previous meeting are typically read and approved at the beginning 
of the meeting.

2. Discussion of Agenda Items:
o The Chairperson proceeds to address each item on the agenda. Discussion follows, 

and any decisions or resolutions are voted on by those present.
o All participants must stay within the confines of the agenda during the discussion to 

ensure the meeting is structured. In some cases, members can propose new items, but 
this must be agreed upon by the meeting participants.

3. Resolution of Items:
o After discussing each agenda item, a resolution is proposed. The resolution is a formal 

proposal for a decision, which is then voted on by the members present.
o The outcome of the vote determines whether the resolution is passed or rejected. A 

resolution can be passed by a simple majority or a special majority, depending on the 
nature of the issue being discussed.

4. Minutes of the Meeting:
o The minutes of the meeting are recorded by the company secretary or the designated 

person. The minutes are a formal record of what transpired during the meeting, including 
decisions made, resolutions passed, and the outcome of votes.

o Minutes should be signed by the Chairperson after the meeting and are 
distributed to the relevant parties for approval in the next meeting.

5. Adjournment of the Meeting:
o If necessary, the meeting can be adjourned due to lack of quorum, insufficient time, or 

the need for further discussion. An adjournment means postponing the meeting to 
another date, and members will be informed accordingly.



o The meeting can also be adjourned if a decision is not reached on a specific matter or 
if more information is required before a decision can be made.

6. Role of the Secretary:
o The Company Secretary plays a key role in the conduct of meetings. They are 

responsible for organizing the meeting, preparing notices and agendas, ensuring 
compliance with legal requirements, and maintaining records such as minutes.

o The secretary may also assist in managing voting procedures, ensuring that all actions 
are taken according to the rules and regulations.

Types of Meetings and Their Convening:

1. Board Meetings:
o The board of directors meets to discuss company affairs, approve financial statements, 

and make strategic decisions. These meetings are usually convened by the Chairman or 
any director authorized by the Board. A notice is sent to all directors, and the agenda is 
discussed in the meeting.

2. Annual General Meeting (AGM):
o The AGM is a mandatory meeting where shareholders meet annually to discuss the 

company’s performance, approve financial statements, elect directors, and make other 
key decisions. The notice is typically sent 21 days before the meeting.

3. Extraordinary General Meeting (EGM):
o An EGM is convened when an urgent matter arises that requires immediate 

shareholder approval. It can be called by the Board of Directors or at the
request of shareholders holding a certain percentage of the company’s shares.

4. Committee Meetings:
o Companies often have various committees, such as the Audit Committee, Nomination 

and Remuneration Committee, or CSR Committee, which meet to handle specific tasks. 
The notice and agenda for these meetings are prepared by the committee members.

Challenges in Convening and Conducting Meetings:

1. Lack of Quorum:
o A meeting cannot proceed without a quorum, so failure to achieve the quorum can delay 

important business decisions.
2. Compliance Issues:

o Ensuring that meetings comply with statutory requirements (such as providing notices 
within the required time frame) can be challenging, especially for large companies with 
many shareholders.

3. Time Constraints:
o Meetings can run over time, especially when many issues need to be 

discussed, leading to delays in decision-making.
4. Managing Disagreements:

o Handling conflicts or disagreements during meetings can be difficult. The 
Chairperson must ensure that discussions remain respectful and that all opinions are 
considered fairly.



Accounts and Audit Procedure Of Companies 

Unit-5

(1) What is insider trading?

Answer: Insider trading refers to the illegal practice of buying or selling securities (such as stocks, bonds, 
or options) based on non-public, material information about a company. This information, which is not 
available to the general public, gives the individual an unfair advantage in trading. Insider trading 
typically involves individuals with access to confidential company information—often called insiders—
who use that information to make profits or avoid losses in the securities market.

(2) What is whistle blowing?

Answer: Whistleblowing refers to the act of reporting unethical, illegal, or improper conduct within an 
organization. A whistleblower is an individual, often an employee or insider, who exposes wrongdoing, 
typically related to violations of laws, regulations, or company policies, to authorities or the public. The 
aim of whistleblowing is to bring attention to issues such as corruption, fraud, safety violations, 
environmental harm, or other forms of misconduct that could harm individuals, society, or the 
organization itself.

(3) What is winding up of a Company?

Answer: Winding up of a company refers to the legal process of closing or dissolving a company. It 
involves liquidating the company’s assets, settling its debts, and distributing any remaining funds to the 
shareholders. The company ceases to exist as a legal entity once the winding-up process is completed. 
Winding up can be voluntary (initiated by the company itself) or compulsory (initiated by a court order).

(4) What is unpaid dividend account?

Answer: An Unpaid Dividend Account is a special account maintained by a company to hold dividends 
that have been declared but not paid to shareholders within a specified period.
According to the Companies Act, 2013, companies are required to transfer any unclaimed or unpaid 
dividends to this account.

(5) What is qualified audit report?

Answer: A qualified audit report is an auditor's report that expresses an opinion on a company's financial 
statements, but with certain reservations or qualifications. It indicates that while the auditor believes that 
the financial statements are generally accurate, there are some issues or limitations that prevent the 
auditor from giving a completely clean or unqualified opinion.

(6) What is clear/ Unqualified audit report?



Answer: A clear or unqualified audit report is the most favorable type of audit opinion issued by an 
auditor. It indicates that the auditor has thoroughly reviewed the company’s financial statements and 
found them to be in full compliance with applicable accounting standards, laws, and regulations. This 
type of report confirms that the financial statements give a true and fair view of the company’s financial 
position, performance, and cash flows.

(7) What do you mean by dividend?

Answer: A dividend is a portion of a company's profits that is distributed to its shareholders as a reward 
for their investment in the company. Dividends are typically paid in cash, but they can also be issued as 
additional shares of stock (stock dividends).

(8) Discuss the various provisions regarding the payment of dividends.

Answer: Following are the various provisions / rules regarding the payment of dividends:

1. Declaration of Dividends

Dividends are declared by the board of directors of a company, subject to approval by the shareholders in 
the general meeting. They are usually declared from the profits of the current financial year or past 
retained earnings.

2. Legal Restrictions

Dividends can only be paid out of profits, either from the current year or accumulated reserves. 
Payment is not allowed if it reduces the company’s net worth below the level required to maintain 
financial stability.

3. Rate of Dividend

The board of directors recommends the rate of dividend, and shareholders can either approve it or 
demand a lower rate. However, they cannot increase the rate beyond what is recommended.

4. Mode of Payment

Dividends are generally paid in cash, but companies may also issue dividends in the form of stock or other 
assets, depending on their policy.

5. Time Frame for Payment

Once declared, dividends must be paid within 30 days from the declaration date. Failure to do so can 
result in penalties for the company.



6. Interim Dividends

These are dividends declared and paid before the final financial results are available, often during the 
financial year. They are decided solely by the board of directors.

7. Tax Implications

Both companies and shareholders are subject to tax regulations concerning dividends. While companies 
may pay dividend distribution tax (or other applicable taxes), shareholders may also be taxed on the 
dividends they receive.

8. Unpaid Dividends

If dividends are not claimed by shareholders, they must be transferred to an Unpaid Dividend Account 
within 7 days of the due date. After 7 years, unclaimed amounts are moved to the Investor Education and 
Protection Fund (IEPF).

(9) What are the Statutory books of a Company?

Answer: Following are the Statutory books of a Company:

1. Register of Members
Contains details of the shareholders, such as names, addresses, and shareholding details.

2. Register of Directors and Key Managerial Personnel
Records the personal details, appointments, and shareholdings of directors and senior officers.

3. Register of Charges
Documents charges or mortgages created on the company’s assets as security for
loans.

4. Register of Transfers and Transmission of Shares
Tracks the transfer or transmission of shares between shareholders.

5. Minute Books
Maintains records of the proceedings and resolutions passed at board meetings, general meetings, 
and committee meetings.

6. Register of Debentures
Records details of debentures issued, holders, and redemption status.

7. Books of Accounts
Keeps a record of financial transactions, including income, expenditure, assets, and liabilities.

8. Register of Contracts
Details contracts or arrangements in which directors are interested.

9. Register of Loans, Guarantees, and Securities
Tracks loans made, guarantees given, or securities provided by the company.

10. Statutory Registers under Laws
Includes registers required by specific laws, like labor or environmental regulations.

(10) What do you mean by audit?



Answer: An audit is a systematic examination and evaluation of financial records, operations, 
systems, or processes to ensure accuracy, compliance, and efficiency. It is conducted by an 
independent party (internal or external auditors) to verify that an organization's financial statements, 
practices, and internal controls adhere to established rules, standards, and regulations.

(11) What are the Qualifications to become an auditor?

Answer: To become an auditor, there are several key qualifications required. First, education is essential. 
Typically, an auditor holds at least a bachelor’s degree in accounting, finance, or a related field. This 
provides the foundational knowledge needed for auditing tasks, including financial reporting, tax laws, 
and accounting principles.

Next, many auditors pursue professional certifications to enhance their credibility and job prospects. The 
most common certification is the Certified Public Accountant (CPA), which requires passing a series of 
exams and gaining practical experience. Other relevant certifications include the Certified Internal 
Auditor (CIA) and Chartered Accountant (CA), depending on the country.

Practical experience is another critical aspect of becoming an auditor. Employers generally prefer 
candidates with hands-on experience in accounting or auditing roles. This experience helps build the 
necessary skills for conducting audits and understanding business operations.

Strong analytical skills, attention to detail, and proficiency with auditing software are also important. 
Auditors must be able to examine financial records, identify discrepancies, and ensure compliance 
with regulations.

Lastly, ethical conduct and integrity are essential for auditors. They must adhere to professional 
standards and maintain objectivity and independence when evaluating financial records and processes.

(12) Who are responsible for books of accounts of a Company?

Answer: The responsibility for maintaining the books of accounts of a company lies with:

1. Management: The company’s management is primarily responsible for ensuring that accurate 
and complete financial records are maintained.

2. Chief Financial Officer (CFO): The CFO oversees financial reporting, accounting
policies, and ensures the company’s financial statements are accurate.

3. Accountants/Finance Team: The accountants are directly involved in recording, 
classifying, and summarizing financial transactions.

4. External Auditors: While not responsible for maintaining books, auditors verify that
the company’s financial records are accurate and compliant with standards.

5. Board of Directors: The board oversees financial practices and ensures proper 
governance.

(13) What is audit report?



Answer: An audit report is a formal document issued by an auditor after reviewing and
examining a company’s financial records, processes, and operations. It provides an
independent opinion on the accuracy and fairness of the company’s financial statements.

(14) Mention the features of Audit Report. Answer: 

The features of an audit report include:

1. Title: The report starts with a title that clearly identifies it as an independent auditor’s
report.

2. Addressee: Specifies who the report is addressed to, typically the shareholders or board of 
directors.

3. Introduction: Provides basic information about the company, the financial statements audited, 
and the period under review.

4. Scope of the Audit: Describes the scope of the auditor’s work, including the auditing
standards followed and the extent of the audit performed.

5. Management's Responsibility: States that the company’s management is responsible
for preparing the financial statements and ensuring their accuracy.

6. Auditor’s Responsibility: Explains the auditor’s role in providing an independent
opinion on the financial statements, based on their audit procedures.

(15) What are the essentials/ requisites of audit report? Answer: The 

essentials or requisites of an audit report include:

1. Clear Title: The report must have a clear title indicating it is an independent auditor’s report, such 
as "Independent Auditor’s Report."

2. Addressee: The report should specify who it is addressed to, typically the 
shareholders, board of directors, or other relevant parties.

3. Introduction: The report should introduce the company being audited, the financial statements 
reviewed, and the time period covered by the audit.

4. Scope of Audit: The report should describe the scope of the audit, including the auditing 
standards followed, the procedures used, and the extent of the auditor's work.

5. Management’s Responsibility: It should clearly state that the company’s management is 
responsible for preparing accurate financial statements and maintaining proper internal controls.

6. Auditor’s Responsibility: The auditor’s role in providing an independent opinion on
the financial statements should be outlined, including the methodology used.

7. Audit Opinion: The auditor should provide an opinion on whether the financial statements 
present a true and fair view. This could be an unqualified, qualified, adverse, or disclaimer 
opinion.

8. Basis for Opinion: If the opinion is qualified or adverse, the reasons for this must be clearly 
stated.

9. Signature of Auditor: The report must include the signature of the auditor or the audit firm, 
confirming the validity of the report.

10. Date of the Report: The date the audit report is issued, reflecting the completion of the audit.



11. Auditor’s Address: The address of the audit firm or auditor’s office should be
included for verification purposes.

(16) What are the Contents of Audit Report?

Answer: The contents of an audit report generally include the following sections:

1. Title: A clear and formal title indicating it is an independent auditor’s report, which 
distinguishes it from other types of reports.

2. Addressee: Specifies the recipient(s) of the report, often the board of directors or 
shareholders.

3. Introduction: This section provides basic information, such as:
o The company being audited.
o A description of the financial statements being audited.
o The period covered by the financial statements.

4. Management’s Responsibility for the Financial Statements: This part highlights the
responsibility of the company’s management to prepare accurate financial statements
and ensure compliance with relevant standards and regulations.

5. Auditor’s Responsibility: Explains the auditor’s role in conducting the audit, which includes 
assessing the accuracy and fairness of the financial statements, testing records, and evaluating 
internal controls.

6. Opinion on the Financial Statements: The auditor’s formal opinion on whether the
financial statements are accurate, fair, and in compliance with accounting standards:

o Unqualified (Clean) Opinion: No issues found.
o Qualified Opinion: Some limitations or issues found but still fairly presented.
o Adverse Opinion: Financial statements are not accurate or reliable.
o Disclaimer of Opinion: Auditor is unable to form an opinion due to 

insufficient evidence.
7. Basis for Opinion: If the auditor provides a qualified, adverse, or disclaimer opinion, this section 

explains the reasons for it and the limitations faced during the audit.
8. Emphasis of Matter (if applicable): Sometimes, auditors include a paragraph highlighting a 

significant issue, such as a going concern issue, even if the opinion is unqualified.
9. Other Reporting Responsibilities (if applicable): In some cases, additional regulatory or legal 

reporting responsibilities might be mentioned, such as compliance with specific laws or 
regulations.

10. Signature of the Auditor: The report is signed by the auditor or audit firm conducting the audit.
11. Date of the Report: The date marks when the audit was completed and the report was issued.
12. Auditor’s Address: The location of the auditor’s office or audit firm, providing

transparency regarding who conducted the audit.

(17) What are the Various modes of winding up of Companies in India?

Answer: In India, the winding up of a company refers to the process of closing down a
company’s operations, selling its assets, settling its debts, and distributing any remaining assets among 
its shareholders. There are various modes of winding up a company under the Companies Act, 2013. The 
main modes are:



1. Voluntary Winding Up

• Member's Voluntary Winding Up: This occurs when the company is solvent, meaning it can pay 
off its debts. A resolution is passed by the shareholders to wind up the company, and a liquidator 
is appointed to manage the process. The liquidator sells the assets, settles liabilities, and 
distributes any surplus to the shareholders.

• Creditor's Voluntary Winding Up: This takes place when the company is insolvent and unable to 
pay its debts. The creditors call for the winding-up process by passing a resolution. In this case, 
the creditors have more control over the liquidation process, including appointing the liquidator.

2. Compulsory Winding Up (By Tribunal)

A company may be wound up by an order of the National Company Law Tribunal (NCLT) under specific 
circumstances. These include:

• Insolvency: If the company is unable to pay its debts.
• Failure to Commence Business: If a company does not start its business within one year of 

incorporation.
• Unlawful Activities: If the company has been conducting business that is deemed illegal or is 

violating the provisions of the law.
• Reduction in Number of Members: If the company has less than the minimum required 

number of members.
• Court Order: If the NCLT deems it just and equitable to wind up the company.

3. Winding Up under the Insolvency and Bankruptcy Code (IBC)

The IBC provides a framework for the winding up of companies that are facing financial distress. The 
process is initiated by creditors or the company itself. Once initiated, a resolution professional takes 
charge to oversee the liquidation process, including the sale of assets and settlement of liabilities.

These modes ensure that a company’s closure is handled according to its solvency status and
legal requirements, ensuring fair treatment of creditors, shareholders, and employees.

(18) What are the circumstances in which company may be wound up by Tribunal?

Answer: A company may be wound up by the National Company Law Tribunal (NCLT) under the 
Companies Act, 2013 under the following circumstances:

1. Inability to Pay Debts: If the company is unable to pay its debts, i.e., when the company fails to 
repay its creditors and liabilities as they become due, the NCLT may order the company’s 
winding up.

2. Special Resolution: If the company passes a special resolution to wind up voluntarily, but it fails 
to comply with the provisions or is unable to pay its debts, the NCLT may intervene and order a 
compulsory winding up.

3. Default in Commencement of Business: If a company has not commenced its business operations 
within one year from its incorporation, the NCLT may order its winding



up. This is because the company has not fulfilled the purpose for which it was formed.
4. Reduction in Members: A company must have at least two members (in case of a private 

company) and seven members (in case of a public company). If the number of members falls 
below the required minimum, the NCLT may order the winding up of the company.

5. Unlawful Activities: If the company has been involved in fraudulent, illegal, or unlawful 
activities, the NCLT may order its winding up. This can include activities that violate the 
provisions of the Companies Act or other laws governing business operations.

6. Just and Equitable Grounds: If the tribunal considers it just and equitable to wind up the 
company, it can order winding up. This may occur when there is a deadlock in the management, 
loss of business purpose, or when the company is being run in a manner that is unfair to 
shareholders or creditors.

7. Failure to File Annual Returns: If a company has failed to file annual returns or financial 
statements for a continuous period of two years, the NCLT may order the winding up of the 
company.

8. Violation of the Provisions of the Act: If a company has violated the provisions of the Companies 
Act, 2013, or is acting in a manner prejudicial to public interest or national security, the NCLT 
may intervene and order winding up.

(19) Explain the legal provisions regarding insider trading in India.

Answer: Below are the key provisions:

1. Definition of Insider

• An insider is defined as a person who has access to unpublished price-sensitive information 
(UPSI) about a company, including its directors, employees, and even external entities such 
as auditors, analysts, and legal advisors.

• An insider can also include anyone who, due to their position or relationship with the company, 
gains access to confidential, material information about the company.

2. Unpublished Price-Sensitive Information (UPSI)

• UPSI refers to any non-public information related to a company that, if made public, could 
influence the stock price. This can include information about mergers, acquisitions, financial 
performance, changes in key management, or any other material development.

• Trading based on UPSI is prohibited, as it gives an unfair advantage to the insider over other 
investors who do not have access to such information.

3. Prohibition on Insider Trading

• Insider trading is illegal, meaning insiders are prohibited from buying or selling a company's 
securities based on UPSI, either directly or indirectly.

• The regulations apply not only to corporate insiders but also to outsiders (like analysts, 
consultants, or journalists) who may have access to UPSI.



4. Communication or Procurement of UPSI

• Communicating or procuring UPSI to others who may use it for trading in securities is also 
prohibited. Any person found sharing or providing UPSI with the intent of trading or 
influencing the market may be penalized.

5. Disclosure Requirements

• Insiders and those in possession of UPSI are required to disclose their trades and holdings to 
the company.

• Key management personnel and directors are mandated to disclose their shareholding in the 
company to the stock exchanges, especially during certain events (like changes in holdings).

• There are also disclosure obligations for promoters and top shareholders of the
company, including details of their transactions in the company’s securities.

6. Prohibition on Dealing in Securities During Certain Periods

• Insiders are restricted from trading during specific periods known as the "Trading Window". 
This window usually opens after the company announces its financial results and closes before 
the announcement of sensitive information or other major developments.

• Trading during the closed trading window is prohibited, and companies typically impose 
blackout periods when insiders cannot trade.

7. Penalties for Insider Trading

• Insider trading violations can result in severe penalties under Indian law. The SEBI Act, 1992 
provides for penalties including:

o A fine of up to three times the profits made or losses avoided by the insider trading.
o A penalty of up to ₹25 crore or three times the amount of profit made from the illegal 

trade, whichever is higher.
o Imprisonment for a term that may extend up to 10 years in cases of serious 

violations.
o Disqualification of directors and other executives from holding positions in 

companies.

8. Provisions Relating to Enforcement

• SEBI is the primary regulatory authority responsible for monitoring and enforcing insider 
trading laws in India.

• SEBI has the authority to investigate allegations of insider trading, issue orders, and impose 
penalties. It may also refer cases to the Special Court for further legal proceedings.

• The Securities Appellate Tribunal (SAT) provides a mechanism for appeal against SEBI's 
decisions.



9. Whistleblower Mechanism

• SEBI has implemented a whistleblower mechanism to encourage individuals to report any 
instances of insider trading. Whistleblowers may be protected under the regulations and receive 
rewards for providing credible information.

10.Code of Conduct for Insiders

• Companies are required to implement a Code of Conduct for insiders, which outlines how 
employees, directors, and other insiders should handle sensitive information and avoid trading on 
it.

• Companies must also establish policies to prevent insider trading, including monitoring 
employee trading activities.

(20) What are the Provisions related to Vigil mechanism under Companies Act 2013?

Answer: Under the Companies Act, 2013, the provisions related to Vigil Mechanism are primarily 
outlined in Section 177. This section mandates the establishment of a mechanism that allows employees 
and directors to report any instances of unethical behavior, fraud, or violations of the company’s code of 
conduct. The key provisions under Section 177 related to Vigil Mechanism are:

1. Applicability:
o The provisions apply to listed companies and certain public companies, specifically 

those having a paid-up share capital of ₹10 crore or more, or annual turnover of 
₹100 crore or more, or outstanding loans or borrowings exceeding ₹50 crore.

o The mechanism must be established by these companies to provide a framework for the 
employees and directors to raise concerns in a confidential manner.

2. Vigil Mechanism Designation:
o The company must create a vigil mechanism for employees and directors to report 

concerns related to unethical behavior, actual or suspected fraud, or violations of the 
company's code of conduct or ethics policy.

o The mechanism should allow concerns to be reported anonymously or 
confidentially.

3. Role of Audit Committee:
o The Audit Committee of the company is responsible for overseeing the vigil 

mechanism.
o The Audit Committee should be notified of all complaints or concerns raised through 

the mechanism and ensure proper investigation.
4. Reporting Channel:

o The company is required to provide a whistleblower policy, which includes details on 
how concerns can be raised (through designated emails or other secure channels).

o The policy should protect whistleblowers from retaliation, including adverse actions 
like termination or discrimination.

5. Protection for Whistleblowers:



o The Act ensures that whistleblowers are protected from retaliation or any 
discriminatory action by the company for raising concerns in good faith.

o Any person who raises a concern in good faith and is subject to victimization may seek 
recourse.

6. Disclosure of the Mechanism:
o The company is required to disclose the details of the vigil mechanism in its Annual 

Report, including the functioning of the mechanism and any instances where it was 
invoked.

7. Investigation and Action:
o Companies are expected to investigate complaints promptly and take corrective 

action when required. The Audit Committee or a designated authority reviews 
the complaints and decides on the necessary steps.

In summary, the Vigil Mechanism provisions under the Companies Act, 2013, ensure that employees 
and directors have a safe and transparent means of reporting unethical behavior and misconduct, with 
strong protections for whistleblowers.


