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Chapter-1
The New Companies Act 2013- A Critical Review
1.1. Introduction:

The study highlights the existence of two distinct Acts, namely the Companies
Act 2013 and the Companies Act 1956, that play a crucial role in regulating
and governing the operations of companies in India. These Acts serve as
comprehensive legal frameworks that outline the rights, responsibilities, and
obligations of companies, their directors, shareholders, and other

stakeholders.

The Companies Act 2013, which replaced the Companies Act 1956, represents
a significant milestone in the Indian corporate legal system. It was enacted to
modernize and align the country's corporate governance practices with
international standards, promote transparency, and enhance investor
protection. The Act introduced several key reforms, including the introduction
of a one-person company, the concept of corporate social responsibility,
enhanced shareholder rights, and stricter regulations on corporate fraud and

insider trading.

On the other hand, the Companies Act 1956 was the primary legislation
governing companies in India for several decades. It provided a legal
framework for the incorporation, management, and winding up of companies.
However, over time, it became outdated and failed to address the evolving
needs and challenges of the corporate sector. Hence, the need for a

comprehensive overhaul led to the enactment of the Companies Act 2013.

Both acts have their own set of provisions and regulations that companies must
comply with. The Companies Act 2013 introduced several new provisions to

enhance corporate governance, such as the requirement for independent

1
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directors, mandatory rotation of auditors, and stricter regulations on related
party transactions. It also introduced the concept of class action suits,
empowering shareholders to collectively seek redressal for any wrongdoing by

the company or its management.

While the Companies Act 2013 represents a significant improvement over its
predecessor, the Companies Act 1956 still holds relevance for companies
incorporated before the enactment of the new Act. These companies continue
to operate under the provisions of the Companies Act 1956 until they
transition to the Companies Act 2013 through a process known as "re-

registration."

In conclusion, the study emphasizes the existence of two distinct acts, the
Companies Act 2013 and the Companies Act 1956, that govern the regulations
and operations of companies in India. While the Companies Act 2013
introduced significant reforms to enhance corporate governance and investor
protection, the Companies Act 1956 still holds relevance for companies
incorporated before the enactment of the new Act. Both Acts play a crucial
role in shaping the corporate landscape in India and ensuring compliance with

legal requirements.
1.2. Objectives of the Study:
The study is intended to:

1. To examine the basic provisions relating to contemporary company

management.
2. To analyze the rationale behind the insertion of new provisions.

3. To examine new dimensions of the Companies Act, 2013.
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1.3. Review of Literature:

The Companies Act of 2013 improved India's legal business environment. It
covers investor protection, corporate governance, mergers and acquisitions,
financial and taxation systems, and corporate social responsibility. The act
strengthened investor protection, improved corporate governance,
streamlined corporate restructuring, regulated financial reporting, and
mandated CSR activities. There are concerns about possible overreach and the
need for legislative amendments to balance compliance and innovation. The
act needs regular review and amendments to align it with evolving business
practices and challenges. Some of the studies in the context of company

legislation are discussed below:

Balasubramanian, B. (2013) found that The Companies Act of 2013 in India
has undoubtedly brought about a substantial transformation in the legal
business environment of the country. This comprehensive legislation
addresses various crucial aspects of corporate operations, including investor
protection, corporate governance, mergers and acquisitions, financial and

taxation systems, and corporate social responsibility.

Bhavya Gangwal, M.K., (2023) found that one of the key achievements of
the Companies Act of 2013 has been the strengthening of investor protection
measures. The act has introduced stringent regulations to safeguard the
interests of shareholders and stakeholders, ensuring transparency and
accountability in corporate affairs. It has mandated the disclosure of crucial
information, such as financial statements, related party transactions, and
executive compensation, enabling investors to make informed decisions. By
enhancing the rights and remedies available to shareholders, the act has

fostered a more secure and conducive investment climate.
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Mahajan, M. (2014) observed that corporate governance has also received
significant attention under the Companies Act of 2013. The legislation has
introduced several provisions to promote ethical practices, board
independence, and responsible decision-making within companies. It has
mandated the establishment of independent directors, audit committees, and
vigilance mechanisms, thereby strengthening the oversight and control
mechanisms within organizations. These measures have aimed to curb
corporate fraud, enhance transparency, and ensure that companies operate in

the best interests of their stakeholders.

Jain, S. (2018) mentioned that the Companies Act of 2013 has played a crucial
role in facilitating mergers and acquisitions in India. The legislation has
streamlined the process of corporate restructuring, making it more efficient
and transparent. It has introduced provisions for fast-track mergers, cross-
border mergers, and simplified procedures for amalgamations and demergers.
These measures have not only encouraged consolidation and growth in the
corporate sector but have also provided a more conducive environment for

foreign investment and business expansion.

McArdle, A. (2015) observed that the financial and taxation systems have also
witnessed significant reforms under the Companies Act of 2013. The
legislation has introduced stricter regulations for financial reporting, auditing,
and accounting practices, aiming to enhance the reliability and accuracy of
financial statements. It has also established the National Financial Reporting
Authority (NFRA) to oversee the quality of audits and ensure compliance with
accounting standards. Additionally, the act has introduced provisions for the
adoption of international financial reporting standards, aligning Indian

companies with global practices.

Bergman, M.M., et al., (2019) pointed out that Corporate social

responsibility (CSR) has emerged as a crucial aspect of corporate operations

4
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in recent years, and the Companies Act of 2013 has recognized its significance.
The legislation has made it mandatory for certain companies to allocate a
portion of their profits towards CSR activities. This provision has not only
encouraged companies to contribute to social and environmental causes but

has also enhanced their reputation and stakeholder engagement.

However, despite the positive impact of the Companies Act of 2013, there are
concerns about possible overreach and the need for legislative amendments to
enhance accountability and transparency further. Some argue that certain
provisions of the act may be too stringent, imposing unnecessary burdens on
companies and hindering their growth. There is a need for a balanced
approach that ensures compliance without stifling innovation and
entrepreneurship. Additionally, there 1s a call for regular review and
amendments to address emerging challenges and align the legislation with

evolving business practices.

In conclusion, the Companies Act of 2013 in India has brought about
significant changes in the legal business environment, addressing crucial
aspects such as investor protection, corporate governance, mergers and
acquisitions, financial and taxation systems, and corporate social
responsibility. While it has undoubtedly improved transparency and
accountability, there is a need for continuous evaluation and amendments to

strike the right balance and foster a conducive business environment.
1.4. Methodology:

The study is descriptive in nature, meaning that it aims to provide a
comprehensive and detailed analysis of a particular topic or phenomenon. To
achieve this, the study relies on secondary data, which refers to information

that has already been collected and published by other sources.
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The sources of secondary data used in this study include the Companies Act
2013, which is a legislation in India that governs the formation, operation, and
dissolution of companies. This act provides a legal framework for various
aspects of company management, such as corporate governance, financial
reporting, and shareholder rights. By utilizing this act, the study can examine

the specific provisions and regulations that are relevant to the research topic.

The study also utilizes the Companies Act 1956, which was the previous
legislation governing companies in India before the Companies Act 2013 came
into effect. By comparing the two acts, the study can identify any changes or
developments in company law over time, and assess their implications for the

research topic.

Furthermore, the study incorporates information from journals, which are
academic publications that contain articles written by experts in the field.
Journals provide a valuable source of information as they often present
original research, theoretical frameworks, and critical analysis of various

topics related to business and law.

Lastly, the study also draws upon the Companies Act of UK 2006, which is
the primary legislation governing companies in the United Kingdom. By
comparing the Indian Companies Act with the UK Companies Act, the study
can identify similarities and differences in company law across different
jurisdictions. This comparative analysis can provide valuable insights into the

effectiveness and applicability of certain legal provisions in different contexts.

Overall, by utilizing secondary data from sources such as the Companies Act
2013, Companies Act 1956, journals, and the Companies Act of UK 2006, the
study aims to provide a comprehensive and well-informed analysis of the

research topic.
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1.5. Limitations of the Study:

The study has several limitations that should be considered when interpreting

the results.

1. Firstly, the study relied solely on secondary data sources, which may
introduce potential biases and limitations. Secondary data may not
always be accurate or comprehensive, and there may be missing or

incomplete information that could affect the findings.

2. The study was unable to utilize tables and figures to present the data,
which could have provided a more visual and concise representation of
the results. Without these visual aids, it may be more challenging for

readers to understand and interpret the findings effectively.

3. Furthermore, the study focused specifically on company laws, which
may limit the generalizability of the findings to other areas of law or
different jurisdictions. Different legal frameworks and regulations may
have unique characteristics and implications that were not captured in

this study.

4. Moreover, the study did not include hypothesis testing, which could
have provided a more rigorous and systematic approach to analyzing
the data. Without this testing, the findings may be more speculative and

less robust.

5. Lastly, the study was conducted within a limited period and budget,
which may have constrained the scope and depth of the research. A
longer period and a larger budget could have allowed for a more
comprehensive analysis, including the inclusion of additional variables

or the exploration of different research questions.
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Research Questions:

. The Companies Act 2013 is a comprehensive legislation that governs

the functioning and regulation of companies in India. The study delves
into various aspects of this act, shedding light on its logicality and the

rationale behind repealing the Companies Act 1956.

Thus, Are the provisions of the Companies Act 2013 logical?

. The Companies Act 1956 had become outdated and was unable to

address the emerging challenges faced by companies in the
contemporary business environment. The Companies Act 2013 was
introduced to bridge this gap and provide a more relevant and effective

framework for corporate governance and regulation.

Thus, was it justified to repeal the Companies Act 19567

. The study also explores the influence of British company law on Indian

company law. India, being a former British colony, inherited its legal
system from the British. The Companies Act 1956 was largely based on
the British Companies Act 1948. However, with the Companies Act
2013, India aimed to develop its unique corporate governance
framework, taking into account its specific socio-economic conditions

and business landscape.

Thus, Does the new Companies Act encompass provisions relevant to

the contemporary business world?

. What 1s the impact of British company law on Indian company law?

The Act recognizes the importance of stakeholders such as
shareholders, employees, creditors, and the community at large. It

mandates greater transparency, accountability, and participation of
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stakeholders in the decision-making process of companies. This shift
towards stakeholder-centric governance aims to ensure a more inclusive

and sustainable business environment.

5. What are the new provisions that are inserted to protect the stakeholders

of Indian companies?
1.7. Chapter Plan:

The Report has been structured into seven chapters to provide a
comprehensive analysis of the Companies Act 2013 and its impact on the
management and administration of companies in India. The first chapter is an
introduction that sets the context for the study and provides an overview of
the research questions, objectives, methodology, and limitations. Chapter two
highlights the basic provisions of the Companies Act 2013, while chapter three
focuses on share capital and debentures. Chapter four explores new
dimensions of management and administration of companies, while Chapter
five delves into the grievance redressal mechanism under the Companies Act
2013. Chapter six discusses the new dimensions of company affairs in India.
Finally, the concluding observations and summary in chapter seven provide a
comprehensive analysis of the key findings and recommendations for future

research.
Thus, the Report contains the following chapter plan:

1. Introduction: It is an introductory chapter containing an introduction
on the topic, a review of the literature, objectives of the study,

methodology, research questions, and limitations of the study.
2. Basic Provisions of the Companies Act 2013.

3. Share Capital and Debentures
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. New Dimensions of Management and Administration of Companies
. Grievance Redressal Mechanism under the Companies Act 2023
. New Dimensions of Company Affairs in India

. Concluding Observations and Summary

10
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Chapter-2
Basic Provisions of Companies Act 2013
2.1. Introduction:

Chapter I of the Companies Act 2013 serves as an introductory chapter that
lays the foundation for the entire act. Its main objective is to provide a
comprehensive overview of the act and its applicability to various types of
companies in India. The chapter begins by stating the title, extent, and
commencement of the act, making it clear that the Companies Act 2013 is the
legislation governing companies in India. It specifies that the act applies to all
companies incorporated under this act or any previous company law.
Furthermore, Chapter I outlines the key definitions and interpretations of
terms used throughout the act. This ensures that there is a common
understanding of the terminology used, avoiding any confusion or ambiguity

in the interpretation of the act's provisions.

The chapter also highlights the importance of promoting corporate
governance and transparency in companies. It emphasizes the need for
companies to adhere to ethical business practices, maintain proper books of
accounts, and disclose relevant information to stakeholders. This sets the tone
for the act, emphasizing the importance of accountability and responsible
business conduct. Additionally, Chapter I provides an overview of the
different types of companies that can be incorporated under the act. It
distinguishes between public companies, private companies, and one-person
companies, outlining their respective characteristics and requirements. This
section ensures that companies understand the specific regulations and
obligations applicable to their particular type of company. Moreover, the
chapter introduces the concept of a small company, which is defined based on

certain criteria such as turnover, paid-up capital, and number of members.

11
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Small companies are subject to certain exemptions and relaxations under the
act, recognizing their limited resources and encouraging their growth and

development.

Lastly, Chapter I briefly mentions the applicability of the Act to companies
incorporated outside India but having a place of business within the country.
This ensures that foreign companies operating in India are also subject to the
provisions of the act, promoting a level playing field and protecting the
interests of stakeholders. In summary, Chapter I of the Companies Act 2013
serves as an essential introductory chapter that provides an overview of the act
and its applicability to various types of companies in India. It sets the stage for
the subsequent chapters, establishing the legal framework and regulatory
requirements that companies must adhere to to operate transparently and

responsibly.
2.2. Simplified Definitions:

Section 2 of the Companies Act 2013 provides definitions for various terms

nn

used in the Act, such as "abridged prospectus," "accounting standards,"

nn nn

"alteration," "Appellate Tribunal," "articles," "associate company," "auditing

nmn

standards," "authorized capital," "banking company," "Board of Directors,"
"body corporate," "book and paper," "books of account," "branch office."
charge," "chartered accountant," "Chief Executive Officer," "company,"

"company limited by guarantee," "company limited by shares," "Company

Liquidator," "company secretary," "company secretary in practice,"

nn

"contributory," "control," "cost accountant," and "court."

The Act includes explanations and definitions for several terms that are
commonly used in the Act. These definitions aim to provide clarity and
understanding to the readers regarding the specific meanings and

interpretations of these terms within the context of the Act.

12
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. "Abridged prospectus" refers to a concise version of the prospectus that
contains the key information about a company and its securities,

enabling potential investors to make informed decisions.

. "Accounting standards" are the guidelines and principles that govern
the preparation and presentation of financial statements, ensuring

consistency, transparency, and comparability in financial reporting.

. "Alteration" refers to any modification, change, or amendment made to
the memorandum or articles of a company, including changes in the
company's name, registered office, share capital, or any other

provisions.

. "Appellate Tribunal" is a judicial body that hears appeals against the
decisions of the National Company Law Tribunal (NCLT) and is

responsible for resolving disputes related to company law matters.

. "Articles" are the rules and regulations that govern the internal
management and operations of a company, including provisions related

to the rights, duties, and powers of its members and directors.

. "Associate company" refers to a company in which another company
has significant influence, but not control, over its management and

operations, usually through shareholding or other forms of control.

. "Auditing standards" are the guidelines and procedures that auditors
follow while conducting an audit, ensuring the quality, reliability, and

consistency of the audit process and the resulting financial statements.

. "Authorised capital" is the maximum amount of share capital that a
company is authorized to issue to its shareholders, as specified in its

memorandum of association.
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"Banking company" refers to a company that carries out banking
activities, such as accepting deposits, granting loans, and providing
other financial services, subject to the regulations and supervision of the

banking authorities.

"Board of Directors" 1s the group of individuals elected or appointed by
the shareholders to oversee the management and strategic direction of

a company, making key decisions and ensuring corporate governance.

"Body corporate" refers to any legal entity that has a separate legal
existence from its members or shareholders, such as a company,

corporation, or cooperative society.

"Book and paper" refers to any record, document, or register, whether
in physical or electronic form, that contains information related to the
affairs of a company, including its financial statements, minutes of

meetings, and other relevant records.

"Books of account" are the records maintained by a company to record
its financial transactions, including journals, ledgers, and other
accounting books, providing a complete and accurate picture of its

financial position and performance.

"Branch office" refers to an additional location or place of business
established by a company, other than its registered office, where it

conducts its operations and provides services to customers.

The text includes explanations and definitions for several terms that are
commonly used in the Act. These definitions help to clarify the meaning

and scope of these terms within the context of the Act.

Firstly, the term "charge" refers to a security interest or lien created on

the assets or property of a company to secure the repayment of a debt
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or obligation. This definition helps to establish the legal framework for

the creation and enforcement of charges on company assets.

17.Next, the term "chartered accountant" refers to a professional
accountant who has obtained a recognized qualification and is a
member of a professional accounting body. This definition helps to
identify the specific qualifications and expertise required for someone

to be considered a chartered accountant under the Act.

18.The term "Chief Executive Officer" refers to the highest-ranking
executive in a company who is responsible for managing the overall
operations and strategic direction of the company. This definition helps

to establish the role and responsibilities of the CEO within the Act.

19.The term "company" refers to a legal entity that is separate and distinct
from its owners or shareholders. This definition helps to distinguish a
company from other types of business entities and establishes its legal

status and rights under the Act.

20.The term "company limited by guarantee" refers to a type of company
where the liability of its members is limited to the amount they have
agreed to contribute in the event of the company's winding up. This
definition helps to define the specific characteristics and limitations of

this type of company under the Act.

21.Similarly, the term "company limited by shares" refers to a type of
company where the liability of its members 1s limited to the amount
unpaid on their shares. This definition helps to define the specific

characteristics and limitations of this type of company under the Act.

22.The term "Company Liquidator" refers to a person appointed to wind

up the affairs of a company and distribute its assets to its creditors and

15



The New Companies Act 2013- A Critical Review

shareholders. This definition helps to establish the role and

responsibilities of a Company Liquidator under the Act.

23.The term "company secretary" refers to a person who is responsible for
ensuring that a company complies with its legal and regulatory
obligations. This definition helps to establish the role and

responsibilities of a company secretary within the Act.

24.The term "company secretary in practice" refers to a company secretary
who provides services to multiple companies on a professional basis.
This definition helps to distinguish between a company secretary who
1s employed by a single company and one who provides services to

multiple companies.

25.The term "contributory" refers to a person who is liable to contribute to
the assets of a company in the event of its winding up. This definition
helps to establish the rights and obligations of a contributory under the
Act.

26.The term "control" refers to the power to direct the management and
policies of a company, either through ownership of shares or other
means. This definition helps to establish the criteria for determining

control over a company under the Act.

27.The term "cost accountant" refers to a professional accountant who
specializes in the analysis and control of costs within a company. This
definition helps to identify the specific qualifications and expertise

required for someone to be considered a cost accountant under the Act.

28.Finally, the term "court" refers to a judicial body that has the authority
to hear and decide legal disputes and matters related to the Act. This
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definition helps to establish the jurisdiction and authority of the court

about the Act.
2.3. Legal Provisions Relating to the Formation of a Company:
1. Members:

The formation of a company requires a specific number of individuals,
depending on the type of company being established. Whether it is a public
company, private company, or one-person company, the process involves
subscribing the names of the individuals to a memorandum and fulfilling the

necessary registration requirements. !

In the case of a public company, there is no restriction on the number of
individuals who can form the company. This means that multiple individuals
can come together and subscribe their names to the memorandum, indicating
their intention to form the company. Once the registration requirements are

met, the company becomes a legal entity.?

On the other hand, a private company usually requires a minimum of two
individuals to form the company. These individuals must subscribe their
names to the memorandum and fulfill the registration requirements. Private
companies are often formed by a small group of individuals who have a

common business interest or goal.’

In the case of a one-person company (OPC), as the name suggests, only one
individual is required to form the company. This individual must subscribe
their name to the memorandum and fulfill the registration requirements.
However, there is an additional requirement for OPCs. The memorandum

must also indicate the name of another person who will become a member of

1 Sec.3 (1)
2Sec. 3 (1)
3Sec. 3 (1)
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the company in the event of the subscriber's death or incapacity. This is to
ensure continuity and stability for the company. The consent of this person
must be filed with the Registrar, indicating their willingness to become a

member of the company if the need arises.*

2. The Memorandum Must Contain the Name, Location, Objectives,
Liabilities of Members, Details of Share Capital, and Name of The

Successor in case of OPC:

The company's name is a fundamental aspect of its identity and should be
clearly stated in the memorandum. It helps distinguish the company from
others and allows stakeholders to easily identify and associate with it. The
registered office location is also an essential detail that needs to be included as
it determines the jurisdiction under which the company operates and is subject

to legal regulations.

The objectives of the company outline its purpose and the activities it intends
to engage in. This information is important for potential investors, partners,
and customers to understand the nature of the business. It also helps in
determining the legal framework and regulations that apply to the company's

operations.

The liability of members refers to the extent of their responsibility for the
company's debts and obligations. This information is crucial for potential
investors and creditors to assess the risk associated with the company. It also

helps in determining the legal rights and obligations of the members.

The share capital details specify the amount of capital invested by the members

and the division of ownership in the company. This information is important

4Sec.3 (1)
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for shareholders, potential investors, and regulatory authorities to understand

the ownership structure and financial position of the company.

In the case of a One-Person Company, where there is only one subscriber, it
1s necessary to include the name of the successor in the event of the subscriber's
death. This ensures the continuity of the company's operations and prevents

any legal complications or disputes that may arise in such circumstances.’
3. Articles of the Company:

Articles of a company contain the regulations for its management, and they
may also include additional matters deemed necessary for its management.
The articles may also have provisions for entrenchment, which require stricter

conditions or procedures for altering specified provisions.$
4. Incorporation of a Company:

When incorporating a company, certain documents and information must be
filed with the Registrar, including the memorandum and articles of the
company, a declaration of compliance, affidavits from subscribers and
directors, address for correspondence, particulars of subscribers and directors,

and their interests in other firms or bodies corporate.’

The Registrar is responsible for registering documents and information for the
incorporation of a company, issuing a certificate of incorporation, and
allotting a corporate identity number. It also states that the company must
maintain and preserve all original documents filed, and anyone providing false
or incorrect information during the registration process may be liable for legal

action.?

5> Sec. 4
6Sec. 5
7 Sec. 6(1)
8 Sec. 6(2)
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Suppose a company is found to have been incorporated through fraudulent
means or by providing false information. In that case, the Tribunal has the
authority to take various actions such as regulating the management of the
company, making changes to its memorandum and articles, imposing
unlimited liability on the members, removing the company from the register,
winding up the company, or issuing any other appropriate orders. However,
before making any order, the company must be given a reasonable opportunity
to be heard, and the Tribunal must consider the company's transactions and

obligations.’
5. Companies with charitable Objectives:

The Central Government can allow a person or association of persons to be
registered as a limited company without adding "Limited" or "Private
Limited" to its name if it meets certain criteria, such as having charitable
objects and intending to use its profits for promoting those objects. The
registered company will have the privileges and obligations of limited
companies, and a firm can be a member of the company. Any alterations to
the company's memorandum or articles require the approval of the Central
Government, and the company can only convert itself into another type of

company after fulfilling prescribed conditions. !
6. Acquisition of Capital:
1. Public Offer and Private Placement:

A public company can issue securities through a public offer, private

placement, or rights/bonus issue, while a private company can issue securities

® Sec. 6(3)
10 Sec. 8(1)
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through rights/bonus issue or private placement. The term "public offer"

includes initial public offers or further public offers of securities.!!
2. Power of SEBI:

The Securities and Exchange Board has the power to regulate the issue and
transfer of securities, as well as the non-payment of dividends, for listed
companies or those intending to be listed on recognized stock exchanges in
India, while the Central Government administers these provisions for other

cases.!?

3. A Document Containing an Offer of Securities for Sale to Be Deemed

a Prospectus:

When a company offers securities for sale to the public, the document making
the offer is considered a prospectus, subject to the same rules and liabilities as
a prospectus. It also establishes criteria for determining if an allotment of

securities was made to offer them for sale to the public.'3
4. Matters To Be Stated in The Prospectus:

Every prospectus issued by a public company or anyone involved in its
formation must include specific information such as the company's registered
office, key personnel, dates of the issue, details about underwriting, consent of
relevant parties, capital structure, and the main objects and business of the

company. !4

1 Sec. 23
12 Sec. 24
13 Sec. 25
4 Sec. 26
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5. Variation In Terms of Contract or Objects in Prospectus:

A company cannot change the terms of a contract or the objects stated in a
prospectus without the approval of the company in a general meeting, and any
dissenting shareholders must be given an exit offer by the promoters or

controlling shareholders. !
6. Offer Of Sale of Shares by Certain Members of The Company:

Certain members of a company can offer their shares to the public under the
prescribed procedure, and any document making this offer is considered a
prospectus issued by the company, subject to laws and rules regarding its
contents and liability. The members must collectively authorize the company

to act on their behalf and reimburse the company for any expenses incurred. !¢
7. Public Offer of Securities to Be in Dematerialized Form:

All public companies making a public offer, as well as other prescribed public
companies, must issue securities only in dematerialized form, under the
Depositories Act, 1996 and its regulations. Other companies have the option
to convert their securities into a dematerialized form or issue them in physical

form, following the provisions of this Act or the Depositories Act, 1996.17
8. Shelf Prospectus:

Certain companies can file a shelf prospectus with the Registrar, indicating a
one-year validity period, and subsequent offers of securities during this period

do not require a separate prospectus. The company must also file an

15 Sec. 27
16 Sec. 28
17Sec.29
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information memorandum with the Registrar, containing relevant

information about any changes since the previous offer of securities. '®
9. Red-Herring Prospectus:

A company can issue a red herring prospectus before issuing a regular
prospectus, and the red herring prospectus must be filed with the Registrar at
least three days before the subscription list opens. The red herring prospectus
must carry the same obligations as a regular prospectus, and any differences
between the two must be highlighted. Once the offer of securities is closed, a
regular prospectus with complete details must be filed. The term "red herring
prospectus" refers to a prospectus that does not include complete information

about the quantity or price of the securities. !’
10. Criminal Liability for Mis-statement in Prospectus:

If a prospectus includes any untrue or misleading statements, or if there is any
inclusion or omission that is likely to mislead, the person who authorizes the
issue of the prospectus will be held liable, unless they can prove that the
statement or omission was immaterial or that they had reasonable grounds to
believe it was true or necessary. The individuals who are authorized to issue a
prospectus that contains untrue or misleading statements, or any omission

likely to mislead, will be held criminally liable under section 447.
11.  Civil Liabilities for Mis-Statement in Prospectus:

If a person suffers loss or damage because of misleading statements in a
prospectus, the company, directors, promoters, and experts mentioned in the
prospectus may be held liable to pay compensation. However, there are certain

circumstances where a person may not be held liable if they can prove their

18 Sec. 31
19 Sec. 32
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lack of consent or knowledge regarding the prospectus. Additionally, if a
prospectus 1s issued with fraudulent intent, the individuals mentioned in
subsection (1) will be personally responsible for any losses or damages

incurred by subscribers.
12. Punishment For Personation for Acquisition, Etc., Of Securities.

Any person who engages in fraudulent activities such as making fictitious
applications or inducing a company to allot securities in a fictitious name will
be subject to punishment under section 447. Additionally, if convicted, the
court may order the disgorgement of any gains made and the seizure and
disposal of the securities, with the proceeds being credited to the Investor

Education and Protection Fund.?
13. Allotment Of Securities by Company:

No securities can be allotted by a company unless the minimum amount stated
in the prospectus has been subscribed and the sums payable on application
have been received by the company. Failure to meet these requirements can

result in penalties for the company and its officers.!
14. Securities To Be Dealt with In the Stock Exchanges:

Companies making public offers must obtain permission from recognized
stock exchanges before dealing with securities, and any monies received from
the public for subscription to the securities must be kept in a separate bank
account and used only for specific purposes. Failure to comply with these

provisions can result in fines and imprisonment.??

20 Sec. 38
21 Sec. 39
22 Sec. 40
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15. Global Depository Receipt:

A company can issue depository receipts in a foreign country, as long as it
follows the prescribed conditions and obtains a special resolution in its general

meeting.?3

16. Offer Or Invitation for Subscription of Securities on Private

Placement:

A company can make a private placement of securities by issuing a private
placement offer letter, with the offer being made to a maximum of fifty persons
(or a higher number as prescribed) in a financial year, subject to certain

conditions and regulations.?*
2.4. Major Observations:

1. A public offer refers to the process of making securities available to the
public, either for the first time (initial public offer) or as subsequent
offerings (further public offers). This allows public companies to raise

capital by selling shares or other securities to a wide range of investors.

2. In contrast, private companies have more limited options for issuing
securities. They can utilize rights/bonus issues, which involve offering
additional shares to existing shareholders in proportion to their current
holdings. This allows private companies to raise capital from their

existing investor base without involving the public.

3. Private placements are typically conducted through negotiations and

are not available to the public. This method allows private companies

23 Sec. 47
2 Sec. 42
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to raise capital without the extensive regulatory requirements and

public scrutiny associated with public offers.

. SEBI, is the regulatory body responsible for overseeing the securities
market in India. One of its key functions is to regulate and supervise the

1ssuance and transfer of securities for listed companies in the country.

. SEBI also monitors the transfer of securities to ensure that it is done in

compliance with the applicable laws and regulations.

. SEBI has the authority to take action against companies that fail to pay

dividends to their shareholders.

. However, it is important to note that SEBI's authority is limited to listed
companies. For situations involving the issuance and transfer of
securities or non-payment of dividends by unlisted companies or other
entities, the responsibility falls under the jurisdiction of the Central

Government.

. The purpose of a prospectus is to ensure that investors have access to
all the necessary information to make informed investment decisions.
It includes details about the company's financial performance, business
operations, management team, risk factors, and any other relevant

information that may impact the investment.

. A prospectus also serves as a legal document that outlines the terms and
conditions of the securities being offered. It establishes the rights and
obligations of the issuer and the investors, including the price of the
securities, any restrictions on their transferability, and the timeframe for

the offering.
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10.The issuer is legally liable for any misrepresentation or omission of

11.

material facts in the prospectus, which can result in legal consequences

and financial penalties.

A company is not allowed to change the terms of a contract or the
details mentioned in a prospectus without obtaining the approval of the
company's shareholders in a general meeting. This ensures that any
modifications to the contract or prospectus are made with the consent

of the shareholders, who are the owners of the company.

12.1If any shareholders disagree with the proposed changes, the promoters

or controlling shareholders are obligated to provide them with an exit
offer. This exit offer is a way for dissenting shareholders to sell their
shares back to the company or to the promoters/controlling
shareholders at a fair price. This provision protects the rights of
dissenting shareholders and ensures that they have a way to exit the

company if they do not agree with the proposed alterations.

13.All public companies and prescribed public companies are legally

obligated to 1issue their securities in dematerialized form.
Dematerialization refers to the process of converting physical securities,
such as share certificates, into electronic or digital forms. By doing so,
these companies eliminate the need for physical certificates and instead
maintain their securities in electronic records. The requirement for
dematerialization is aimed at promoting efficiency, transparency, and
ease of trading in the securities market. By issuing securities in
dematerialized form, these companies make it easier for investors to
buy, sell, and transfer their securities electronically. This eliminates the
cumbersome process of physically transferring share -certificates,

reducing paperwork, and streamlining transactions.
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14.0On the other hand, companies that are not classified as public or
prescribed public companies have the option to either convert their
existing physical securities into dematerialized forms or continue
1ssuing physical certificates. This choice allows these companies to
assess their specific needs, costs, and preferences before deciding on the
most suitable method for issuing and maintaining their securities. While
the requirement for dematerialization is mandatory for public and
prescribed public companies, many other companies also choose to
convert their securities into dematerialized forms voluntarily. This is
because dematerialization offers several advantages, such as enhanced
security, reduced risk of loss or theft, faster settlement of transactions,

and easier access to information and updates related to securities.

15.When companies decide to raise capital through the issuance of
securities, they often need to prepare a prospectus to provide potential
investors with detailed information about the offering. However, in
certain jurisdictions, companies have the option to file a shelf
prospectus with the Registrar, which grants them the flexibility to make
subsequent offers of securities within one year without the need for a

separate prospectus.

16. The concept of a shelf prospectus allows companies to streamline the
process of raising capital by eliminating the need to prepare a new
prospectus for each subsequent offering within the specified time frame.
This can be particularly beneficial for companies that anticipate the
need for multiple offerings or those operating in industries with rapidly

changing market conditions.

17.By filing a shelf prospectus, companies essentially create a "shelf" of
securities that can be offered to the public at any time during one year.

This provides them with the ability to respond quickly to market
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opportunities or changing capital requirements without the time-
consuming and costly process of preparing a new prospectus for each

offering.

18.The information memorandum plays a crucial role in ensuring that
investors have access to the most up-to-date information before making
an investment decision. It helps maintain transparency and allows
investors to make informed choices based on the latest developments

within the company.

19. A red herring prospectus, also known as a preliminary prospectus, is a
document that can be issued by a company before the release of a
regular prospectus. However, despite being issued earlier, it still needs
to fulfill certain obligations and any discrepancies between the two

versions must be indicated.

20.0One key distinction between a red herring prospectus and a regular
prospectus is that the former does not provide complete information
regarding the quantity or price of the securities being offered. Instead, it
offers a preliminary overview of the company's business, its financials,
and the proposed securities offering. This allows potential investors to

gain an initial understanding of the investment opportunity.

21.The purpose of a red herring prospectus is to generate interest and gauge
investor demand before the final details of the offering are determined.
It serves as a marketing tool to attract potential investors and create
buzz around the upcoming securities offering. By providing a snapshot
of the company's operations and financials, it allows investors to make

an initial assessment of the investment opportunity.

22.Individuals who are authorized the issuance of a prospectus containing

untrue or misleading statements, or any omission likely to mislead, can

29



The New Companies Act 2013- A Critical Review

be held criminally liable under section 447 of the relevant law or
regulation. This means that if someone in a position of authority, such
as a company director or executive, approves the release of a prospectus
that contains false or misleading information, they can be held

accountable for their actions and face criminal charges.

23.Section 447 of the law or regulation likely outlines the specific offenses
and penalties associated with authorizing a misleading prospectus. It
may specify the elements that need to be proven for a successful
prosecution, such as the intent to deceive or the knowledge of the false
or misleading nature of the statements. The penalties for such offenses

may include fines, imprisonment, or other legal consequences.

24.1f misleading statements are included in a prospectus, resulting in
someone experiencing financial loss or damage, various parties
involved in the creation and distribution of the prospectus may be held
accountable for providing compensation. These parties typically
include the company, its directors, promoters, and experts who are

specifically mentioned in the prospectus.

25.However, there are certain exceptions to this liability if the
aforementioned individuals can demonstrate that they did not provide
their consent or possess knowledge regarding the misleading
statements. This implies that if they can prove their lack of involvement
or awareness in the creation of the prospectus, they may be exempt from

bearing responsibility for any resulting losses or damages.

26.Engaging in fraudulent activities, such as making fictitious applications
or inducing a company to allot securities in a fictitious name, is a serious

offense that is punishable under section 447 of the law. This section
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aims to deter individuals from participating in deceptive practices that

can harm the financial system and deceive investors.

27.1f found guilty of such fraudulent activities, individuals can face severe
consequences. One of the potential punishments is the disgorgement of
gains, which means that any profits or benefits obtained through the
fraudulent activities will be confiscated. This ensures that the
wrongdoers do not benefit from their illicit actions and helps to restore

fairness and justice.

28.The aim of section 447 is to protect the integrity of the financial markets
and safeguard the interests of investors. By imposing strict penalties,
including disgorgement of gains and seizure and disposal of securities,
the law aims to discourage individuals from engaging in fraudulent
activities that can undermine the trust and confidence in the financial

system.

29.1t 1s important for individuals to be aware of the severe consequences
associated with fraudulent activities and to refrain from participating in
such actions. By promoting transparency, honesty, and accountability,
the law seeks to maintain a fair and trustworthy financial environment

for all stakeholders involved.

30.If the company fails to ensure that the minimum amount stated in the
prospectus has been subscribed and the sums payable on the application
have been received before allotting any securities, it will be subject to

penalties and potential legal consequences.

31. Allotting securities refers to the process of distributing shares or other
financial instruments to investors. Before this can occur, the company

must verify that the minimum subscription amount has been met. This
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1s crucial to protect the interests of investors and maintain the integrity

of the company's capital structure.

32.1f the company fails to comply with this requirement, it may face
penalties imposed by regulatory authorities or legal action from
investors. These penalties can vary depending on the jurisdiction and

the specific regulations governing the company's operations.

33.In addition to penalties, the company's reputation may also be
negatively affected if it is found to have allotted securities without
meeting the minimum subscription requirement. This can lead to a loss
of investor confidence and potential difficulties in raising capital in the

future.

34. By diligently adhering to these requirements, the company can avoid
penalties, maintain investor trust, and uphold its legal and regulatory

obligations.

35.Companies making public offers must obtain permission from
recognized stock exchanges before dealing with securities. This
requirement ensures that companies adhere to the regulations and
standards set by the stock exchanges, which are designed to protect

investors and maintain the integrity of the financial markets.

36.0Obtaining permission from recognized stock exchanges involves a
thorough review of the company's financial statements, business
operations, and compliance with applicable laws and regulations. This
process helps to ensure that the company is financially stable,

transparent, and capable of meeting its obligations to shareholders.

37.Failure to comply with these provisions can have serious consequences.

Companies that engage in unauthorized dealings with securities can
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face significant fines imposed by regulatory authorities. These fines
serve as a deterrent and a punishment for companies that disregard the
rules and regulations put in place to safeguard the interests of investors.
The imposition of fines and imprisonment not only punishes those who
violate the rules but also sends a clear message to the market
participants about the seriousness of non-compliance. It helps to
maintain the trust and confidence of investors in the financial markets,
as they can be assured that companies are held accountable for their

actions.

38.Depository receipts are financial instruments that allow companies to
raise capital in foreign countries without directly listing their shares on
foreign stock exchanges. These receipts represent a specific number of

shares of the company's stock and are traded on the foreign exchange.

39.To issue depository receipts in foreign countries, companies must meet
certain conditions and obtain a special resolution in their general
meeting. These conditions may vary depending on the regulations of

the specific country where the depository receipts will be issued.

40.Companies must also comply with the listing requirements of the
foreign stock exchange where the depository receipts will be traded.
These requirements may include minimum market capitalization,
minimum number of shareholders, and certain corporate governance
standards. By meeting these requirements, companies can ensure that

their depository receipts are eligible for trading on foreign exchange.

41. A private placement offer letter is a document that a company can issue
to a limited number of individuals or entities to raise capital through the

sale of securities. Following regulations, a company is allowed to issue
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this letter to a maximum of fifty persons in a financial year, although

this number may be higher if prescribed by specific regulations.

42.The purpose of a private placement offer letter is to invite potential

investors to participate in a private placement, which is a method of

raising funds that is different from a public offering. Unlike a public

offering, where securities are offered to the general public, a private

placement is limited to a select group of investors.

43.By issuing a private placement offer letter, a company can raise capital

from a limited number of investors without going through the more

extensive and costly process of a public offering. This allows companies

to access funding more quickly and efficiently, while still ensuring

compliance with relevant regulations and protecting the interests of

investors.

2.5. Rationales Behind the Provisions:

Subject

Rationale

Dematerialization 1. Dematerialization offers advantages such as

enhanced security, faster settlement of transactions,

and easier access to information and updates.

. Dematerialization in the securities market promotes

efficiency, transparency, and ease of trading by
eliminating physical share certificates and reducing
paperwork, allowing investors to electronically buy,

sell, and transfer securities.

. Non-public companies can convert physical

securities into dematerialized forms, providing
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Shelf-Prospectus

Information In
the

Memorandum

Red Herring

Prospectus

—_

enhanced security, faster settlement, and easier

access to information, although it is not mandatory.

. A shelf prospectus is beneficial for companies

expecting multiple offerings or in fast-changing
industries, as it avoids the need for new prospectus
preparation for each subsequent offering within a set

time frame.

. Filing a shelf prospectus enables companies to

quickly offer securities to the public within a year,
without the need for a new prospectus for each

offering.

. The information in the memorandum is crucial for

investors as it provides up-to-date information,
promotes transparency, and facilitates informed

investment decisions.

. A red herring prospectus gives an overview of a

company's business and finances, but lacks complete
information on the quantity and price of securities
offered, allowing investors to get a basic

understanding of the investment opportunity.

. The red herring prospectus aims to generate interest,

gauge investor demand, and attract potential
investors by showcasing the company's operations

and financials, acting as a marketing tool.
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Section 447

Minimum

Subscription

Meeting The
Requirements of
The Stok
Exchange

. Section 447 protects investors, financial markets,

and the integrity of the financial system by imposing

strict penalties to prevent fraud and maintain trust.

. Before distributing shares or financial instruments,

companies must meet the minimum subscription
amount to protect investors and maintain the

company's capital structure.

. Not meeting the minimum subscription requirement

when allotting securities can lead to penalties,
damage the company's reputation, and hinder future

capital raising.

. Meeting the requirements of the Act is crucial for the

company to avoid penalties, maintain investor trust,

and fulfill legal obligations.

. Companies need stock exchange permission to deal

with securities, ensuring compliance, protecting

investors, and maintaining market integrity.

. To gain stock exchange permission, a company's

financials, operations, and compliance must be
assessed for stability, transparency, and ability to

meet shareholder obligations.

. Non-compliance with securities regulations can lead

to hefty penalties, including fines and imprisonment,
sending a strong message to the market about rule
adherence and investor protection. This fosters trust

and confidence in financial markets.
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Private

Placement

Public Offer

Rights/Bonus

Issues

Prospectus

Exit Offer

. Issuing a private placement offer letter allows

companies to raise capital from a select group of
investors, bypassing the lengthy and costly public
offering process, while still complying with

regulations and protecting investor interests.

. Private placements are preferred for private

companies to raise capital, avoiding regulatory

requirements and public scrutiny.

. Public offers are a means for public companies to

raise capital by selling securities to a broad range of
investors, either as an i1nitial public offering or

subsequent offerings.

. Private companies have fewer options for issuing

securities than public companies, but they can still
raise capital by offering additional shares to their

current shareholders through rights/bonus issues.

. A prospectus is a vital legal document that outlines

securities' terms and conditions, establishing rights
and obligations of issuers and investors, including
price, transferability restrictions, and offering

timeframe.

. The exit offer allows dissenting shareholders to sell

their shares back at a fair price, protecting their rights

and providing an exit option.
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Chapter-3
Share Capital and Debentures
3.1. Introduction:

In Chapter IV, the main focus is on providing a comprehensive discussion on
the crucial topics of share capital and debentures. The chapter delves into the
intricacies of these two financial instruments, exploring their significance,

characteristics, and implications for businesses and investors.

The chapter begins by elucidating the concept of share capital, which refers to
the total value of shares issued by a company. It delves into the various types
of shares, such as ordinary shares, preference shares, and redeemable
preference shares, highlighting their distinctive features and rights. The
discussion further encompasses the process of issuing shares, including the

legal requirements and procedures involved.

Furthermore, the chapter delves into the significance of share capital for
companies, elucidating how it serves as a vital source of funding for business
operations, expansion, and investment. It explores the advantages and
disadvantages of raising capital through shares, shedding light on the potential

dilution of ownership, voting rights, and dividend distribution.

In addition to share capital, the chapter also delves into the topic of
debentures. Debentures are long-term debt instruments issued by companies
to raise funds from investors. The chapter provides a comprehensive
understanding of debentures, discussing their types, such as convertible
debentures and non-convertible debentures, and their characteristics,

including interest rates, redemption terms, and security.

Overall, Chapter IV serves as a comprehensive guide to understanding the

intricacies of share capital and debentures. It equips readers with the necessary
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knowledge to make informed decisions regarding these financial instruments,

whether as investors or as businesses seeking to raise capital.

3.2.

1.

Discussion:

Kinds of share capital: The clause states that the share capital of a
company limited by shares can be divided into two types: equity share
capital, which can have voting rights or differential rights, and
preference share capital. The rights of preference shareholders to

participate in the proceeds of winding up are protected.?

Certificate of shares: A certificate of shares, issued by the company or
its directors, serves as evidence of ownership, and a duplicate certificate
can be issued in case of loss or damage. It also mentions that the record
of a depository 1s considered evidence of ownership for shares held in
that form. Additionally, it states that issuing a duplicate certificate with

fraudulent intent is punishable by law.?¢

Voting rights: Every member of a company limited by shares has the
right to vote on resolutions, with their voting power being proportional
to their share in the company's equity share capital. However, members
holding preference share capital can only vote on resolutions that

directly impact their rights attached to their preference shares.?’

Variations of shareholders ‘rights: Variations to the rights attached to
different classes of shares can be made with the consent of the majority
of shareholders of that class, as long as it is allowed by the company's
memorandum or articles, or if it is not prohibited by the terms of issue

of the shares. However, if the variation affects the rights of another class

25 Sec. 43
26 Sec. 46
27 Sec. 47
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of shareholders, their consent is also required. Shareholders who did
not consent to the variation can apply to the Tribunal to have it

cancelled.?®

Prohibition on the issue of shares at a discount: It is prohibited for a
company to issue shares at a discount, and any shares issued at a
discounted price will be considered void. Violation of this provision can

result in fines and imprisonment for the company and its officers.?’

Issue of sweat equity shares: A company can issue sweat equity shares
of a class of shares already issued, as long as certain conditions are met,
such as obtaining a special resolution, specifying the details of the
shares, and complying with regulations set by the Securities and
Exchange Board. The rights and provisions applicable to equity shares

also apply to sweat equity shares.*

Transfer and transmission of securities: A company cannot register
the transfer of securities unless a proper instrument of transfer, along
with necessary documents, is delivered within a specified period, and
failure to comply with these provisions can result in fines for the

company and its officers.3!

Punishment for personation of shareholder: Anyone who deceitfully
pretends to be the owner of a security or interest in a company, or any
share warrant or coupon, to obtain money or assets, will be subject to

imprisonment for a minimum of one year and a maximum of three

28 Sec.
2 Sec.
30 Sec.
31 Sec.

48
53
54
56
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years, as well as a fine ranging from one lakh rupees to five lakh

rupees.>?

9. Refusal of registration and appeal against refusal: The section outlines
the process for refusal of registration and the right to appeal against such
refusal in the case of a private company limited by shares. It also states
that securities or other interests of a member in a public company are
freely transferable, with any contract or arrangement between parties
enforceable as a contract. It further explains that the transferee has the
right to appeal to the Tribunal if a public company refuses to register
the transfer of securities without sufficient cause, and the Tribunal has
the authority to dismiss the appeal, order the registration of the transfer,
or direct rectification of the register and payment of damages.
Additionally, it states that contravening the Tribunal's order can result

in imprisonment and fines.*

10.Rectification of the register of members: The section discusses the
rectification of the register of members in a company, stating that if
there is an error or omission in the register, an appeal can be made to
the Tribunal or a competent court for rectification. The Tribunal has the
power to dismiss the appeal or order the company to register the transfer
or transmission within ten days, and may also award damages to the
aggrieved party. The section also clarifies that the right to transfer
securities and voting rights are not restricted by this provision unless
suspended by the Tribunal. Additionally, if the transfer of securities
violates any relevant laws, the Tribunal can direct the company or

depository to rectify the contravention.

32 Sec. 57
3 Sec. 58
3 Sec. 59
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11.Power of limited company to alter its share capital: The section states
that a limited company with a share capital has the power to alter its
share capital by increasing its authorized share capital, consolidating,
and dividing its share capital, converting fully paid-up shares into stock
and vice versa, sub-dividing shares, and cancelling shares that have not
been taken or agreed to be taken by anyone, without it being considered

a reduction of share capital.®

12.Further issue of share capital: The clause discusses the provisions for
the further issue of share capital by a company, including the conditions
for offering shares to existing shareholders, employees under a stock
option scheme, or any other persons authorized by a special resolution.
It also mentions the conversion of debentures or loans into shares,
subject to government approval and certain conditions. The conclusion
is that the text outlines the procedures and requirements for increasing
a company's subscribed capital through the issuance of additional

shares or the conversion of debentures or loans into shares.3®

13.Issue of bonus shares: A company can issue fully paid-up bonus shares
to its members using its free reserves, securities premium account, or
capital redemption reserve account, as long as certain conditions are

met and the bonus shares are not issued instead of dividends.

14.Notice to be given to Registrar for alteration of share capital: A
company is required to file a notice with the Registrar within 30 days of
altering its share capital, increasing authorized capital, or redeeming

preference shares, and failure to do so may result in fines.?’

3 Sec. 61
36 Sec. 62
37 Sec. 64
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15.Reduction of share capital: The section discusses the provisions for
reducing the share capital of a company, including extinguishing, or
reducing liability on shares and cancelling or paying off excess paid-up
share capital, subject to confirmation by the Tribunal and certain
conditions. The Tribunal is required to notify relevant parties and

consider their representations before deciding.*

16.Restriction on purchase by the company or giving of loans by it for
purchase of its shares: Companies limited by shares or guarantees and
having a share capital are restricted from buying their own shares or
providing financial assistance for the purchase of shares unless certain
conditions are met. Violation of these restrictions can result in fines and

imprisonment for the company officers involved.*

17.Power of company to purchase its own securities: A company has the
power to buy back its own shares or specified securities using its free
reserves, securities premium account, or proceeds from the issuance of
shares or securities, as long as certain conditions are met. The buy-back
must be authorized by the company's articles, a special resolution must
be passed at a general meeting, and the buy-back must not exceed
certain limits. The company must also comply with regulations set by
the Securities and Exchange Board and file necessary declarations and
returns. Failure to comply with these provisions may result in fines and

penalties.®

18.Prohibition for buy-back in certain circumstances: A company is
prohibited from buying back its own shares or specified securities under

certain circumstances, such as through subsidiary companies,

3 Sec. 66
% Sec. 67
40 Sec. 68
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investment companies, or if the company has defaulted on repayments
or not complied with certain provisions. However, the prohibition may
not apply if the default 1s remedied and three years have passed since

the default ceased to exist.*!

19.Power to nominate: The section states that holders of securities in a

company have the power to nominate a person to whom their securities
will be transferred upon their death, and joint holders can nominate a
person to whom all rights in the securities will vest upon the death of all
joint holders. Additionally, a nominee will become entitled to all rights
in the securities upon the death of the holder or joint holders, unless the
nomination is changed or cancelled. If the nominee is a minor and dies
during their minority, the holder of the securities can appoint another
person to receive the securities.*” Companies that accept or invite
deposits in violation of prescribed conditions or fail to repay them
within the specified time will face severe penalties, including fines and

imprisonment for the officers involved.

3.3. Rationales Behind the Provisions:
Subject Rationale/ Consequences
Share Certificate 1. A share certificate is proof of ownership and can be
replaced if lost or damaged, while a depository
record i1s also evidence of ownership. Issuing a
fraudulent duplicate certificate is a punishable
offense.
4 Sec. 70
42 Sec. 70
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Differential Voting 1. Shareholders in a company limited by shares can
Rights vote on resolutions, while preference shareholders
can only vote on resolutions that impact their

preference shares.

Variations Of 1. Shareholders can change the rights of different
Rights of share classes with majority approval, as long as it
Shareholders doesn't violate company rules or share terms. If it

affects another class, their consent is needed, and
dissenting shareholders can seek cancellation

through the Tribunal.

Issue Of Shares at 1. Issuing shares at a discount is strictly prohibited,
Discount Is and any such shares will be deemed invalid, with
Prohibited potential  penalties  including fines and

imprisonment for the company and its officers.

Issue Of Sweat 1. A company can issue sweat equity shares as long as
Equity Shares it meets certain conditions and complies with
regulations set by the Securities and Exchange
Board, and these shares have the same rights and

provisions as regular equity shares.

Transfer And 1. Securities transfer requires proper documentation
Transmission of and timely delivery, non-compliance results in fines
Securities for the company and its officers.
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Punishment For
Personation of

Shareholder

Refusal Of
Registration and
Appeal Against
Refusal

Rectification Of
the Register of

Members

Power Of Limited
Company to Alter
Its Share Capital

Issue Of Bonus

Shares

1.

Falsely posing as a shareholder for personal gain is
a crime, punishable by 1-3 years imprisonment and

a fine of 1-5 lakh rupees.

. The provision covers refusal of registration and

appeal rights for a private company, transferability
and

the

of securities in a public company,

consequences of non-compliance with

Tribunal's order.

. The section states that if there is an error in a

company's register of members, an appeal can be
made to the Tribunal or a court for rectification.
The Tribunal can order the company to register the
transfer or transmission within ten days and award

damages to the aggrieved party.

. A limited company can modify its share capital,

including increasing or consolidating it, converting

shares into stock, sub-dividing shares, and

cancelling unclaimed shares, without it being seen

as a reduction of share capital.

. Companies can issue bonus shares using reserves,

premium accounts, or redemption reserves, as long

as conditions are met and not in place of dividends.
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Notice To Be
Given to Registrar
for Alteration of

Share Capital

Reduction Of
Share Capital

Restriction On
Purchase by The
Company or
Giving of Loans
by It for Purchase
of Its Shares

Power Of the
Company to
Purchase Its Own

Securities

Prohibition For

Buy-Back in

. Companies must inform the Registrar within 30

days of any changes to their share capital, such as
increasing authorized capital or redeeming

preference shares, or face potential fines.

. The section explains reducing a company's share

capital by extinguishing or reducing liability on
shares and cancelling excess paid-up share capital,
with the Tribunal's confirmation and consideration

of relevant parties' representations.

. Companies with share capital are not allowed to

buy their own shares or provide financial help for
share purchases. Penalties for company officers can

include fines and imprisonment.

. A company can repurchase its own shares or

specified securities, but it must meet certain
conditions, including obtaining authorization from
its articles, passing a special resolution at a general
meeting, and adhering to limits. Non-compliance

may result in fines and penalties.

. In some cases, a company cannot repurchase its

own shares or specified securities if it has defaulted

or failed to comply with certain provisions unless
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Certain the default 1s fixed and three years have elapsed
Circumstances since it ceased to exist.

Power To 1. The holders of securities in a company have the
Nominate power to nominate a person to whom their

securities will be transferred upon their death, and
companies that violate deposit conditions will face

penalties.

3.4. Conclusions:

In conclusion, the Act has shed light on several crucial aspects of company
ownership and shareholder rights. It has discussed the issuance and transfer of
shares, highlighting the significance of these processes in determining
ownership and control within a company. By understanding how shares are
1ssued and transferred, shareholders can exercise their rights and influence the

decision-making process.

Furthermore, it has emphasized the severe consequences that fraudulent
activities can have on shareholders and the overall integrity of a company. It
has underscored the importance of transparency and accountability in
maintaining trust and confidence among shareholders. By imposing strict
penalties for fraudulent activities, the legal system aims to protect the interests

of shareholders and ensure fair and ethical business practices.

It has touched upon the restrictions on share capital alteration. These
restrictions are in place to safeguard the rights of existing shareholders and
prevent dilution of their ownership. By imposing limitations on altering share
capital, companies are required to seek approval from shareholders, ensuring

that their interests are taken into consideration.
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Lastly, the Act has highlighted the prohibition of share buybacks in certain
circumstances. Share buybacks refer to a company repurchasing its own shares
from shareholders. While share buybacks can be beneficial in some cases, such
as returning excess capital to shareholders or boosting stock prices, they can
also be misused to manipulate stock prices or concentrate ownership.
Therefore, regulations are in place to prevent abusive practices and protect the

interests of shareholders.
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Chapter-4
New Dimensions of Management and Administration of Companies
6.1. Introduction:

The new Companies Act 2013, which has been enacted to replace the previous
Companies Act of 1956, introduces several significant changes in Chapter VII
that specifically address company management and administration. These
new sections aim to enhance corporate governance practices, safeguard the
interests of stakeholders, and foster a culture of accountability within company

management.

One of the key objectives of the new sections is to protect stakeholders,
including shareholders, employees, creditors, and the general public, by
ensuring that their rights and interests are adequately safeguarded. The Act
emphasizes the need for transparency, fairness, and ethical conduct in
company operations, thereby promoting trust and confidence among

stakeholders.

To achieve this objective, the Act introduces provisions that require companies
to maintain proper books of accounts, conduct regular audits, and disclose
relevant financial information to stakeholders. These measures are aimed at
preventing fraudulent practices, mismanagement, and financial irregularities,

thereby protecting the interests of shareholders and other stakeholders.

Furthermore, the Act emphasizes the importance of promoting accountability
among company management. It introduces provisions that hold directors and
key managerial personnel responsible for their actions and decisions. Directors
are required to act in the best interests of the company and exercise their
powers and duties with due diligence and care. The Act also introduces

provisions for independent directors, who are expected to bring an unbiased
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perspective to the decision-making process and ensure that the interests of all

stakeholders are adequately considered.

In addition to protecting stakeholders and promoting accountability, the Act
also focuses on enhancing the efficiency and effectiveness of company
management and administration. It introduces provisions that streamline
various administrative processes, such as the incorporation of companies,
appointment, and removal of directors, and conduct of board meetings. These
provisions aim to simplify procedures, reduce bureaucratic hurdles, and

facilitate the smooth functioning of companies.

Overall, the new sections in Chapter VII of the Companies Act 2013 play a
crucial role in shaping the corporate landscape by promoting good governance
practices, protecting stakeholders, and fostering accountability among
company management. These provisions are expected to contribute to the
growth and development of the corporate sector by instilling confidence
among investors, ensuring fair treatment of stakeholders, and improving the

overall efficiency and effectiveness of company operations.
6.2. Discussion:

Sec. 88 of the Act states a legal requirement for companies to maintain
registers of members, debenture-holders, and other security holders. Failure to
comply can lead to financial penalties for the company and its officers. These
registers are important for transparency, accountability, and effective
stakeholder communication. Regulatory authorities take this requirement
seriously and expect companies to fulfill their obligations. The responsibility
for maintaining these registers lies with the company and its officers, who may
face personal liability if they fail. Compliance with this requirement is crucial

to avoid fines and ensure regulation adherence.* The Central Government has

43 Sec. 88
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the authority to appoint competent individuals to investigate and report on the
beneficial ownership of shares in certain cases, with the provisions of section

216 applying to such investigations.*

A company has the power to close its register of members, debenture-holders,
or other security holders for a certain period, but must give prior notice and

adhere to specified limits. Failure to comply may result in penalties.*’

A company must submit an annual return that includes important information
about the company. This ensures transparency and accountability to
stakeholders and regulatory authorities. Timely submission is crucial, as
failure to comply can result in penalties. The annual return helps prevent fraud
and allows authorities to monitor companies' financial health and governance.
Overall, it is a crucial tool for maintaining transparency and regulatory

compliance.*

Maintaining registers and copies of annual returns at a company's registered
office is mandatory. It is mentioned that under certain circumstances, these
documents can be stored elsewhere with approval. It is also emphasized that
these documents are accessible for inspection and can be requested by various
parties, subject to a fee. It warns that failure to comply with these requirements
may result in penalties, urging companies to adhere to the regulations to avoid
legal consequences.?’” The registers, indices, and copies of annual returns
maintained under sections 88 and 94 of this Act serve as prima facie evidence

for any matter that is required or authorized to be included in them.*

Every company, except for a One Person Company, is required to hold an

annual general meeting each year, with no more than fifteen months between

4 Sec. 90
4 Sec. 91
46 Sec. 92
47 Sec. 94
4 Sec. 95
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each meeting. The first annual general meeting should be held within nine
months from the closing of the first financial year, while subsequent meetings
should be held within six months from the closing of the financial year. The
Registrar has the authority to extend the time for holding annual general
meetings by up to three months. These meetings should take place during
business hours, between 9 a.m. and 6 p.m., on a non-National Holiday, either
at the registered office or another location within the same city, town, or
village. The Central Government has the power to exempt certain companies

from these provisions, subject to conditions.*

The Act states that if a company fails to hold its annual general meeting, the
Tribunal has the power to call or direct the calling of the meeting and provide
necessary directions, including deeming one member present at a meeting.
Any general meeting held in this manner will be considered an annual general

meeting under the Act.*

The Tribunal has the power to call and conduct a meeting of a company in a
manner that is not prescribed by the Act or the company's articles if it is
impracticable to do so in the usual manner. Any meeting conducted following

the Tribunal's order will be considered a valid meeting of the company.>!

It 1s stated that if a company fails to comply with the provisions of sections 96
to 98, or fails to hold a meeting or follow the directions of the Tribunal, the
company and its officers will be subject to fines, with a maximum fine of one
lakh rupees and an additional fine of up to five thousand rupees per day for

continuing defaults.>

4 Sec. 96
0 Sec. 97
51 Sec. 98
52 Sec. 90
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The Board of a company has the authority to call an extraordinary general
meeting whenever it deems necessary, but it is also obligated to call a meeting
if a valid requisition is made by a certain number of members. If the Board
fails to call a meeting within a specified period, the requisitionists have the
right to call and hold the meeting themselves, with the company reimbursing

their reasonable expenses.>?

A general meeting of a company can be called by providing at least twenty-
one days' notice unless consent is given by at least ninety-five percent of the
members entitled to vote. The notice must specify the place, date, day, and
hour of the meeting, as well as the business to be transacted. The notice should
be given to all members, legal representatives of deceased members, or
assignees of insolvent members, auditors, and directors. Accidental omission
or non-receipt of the notice by any member or person entitled to it will not

invalidate the meeting's proceedings.>*

A statement must be provided with the notice of a general meeting, outlining
the material facts and interests of directors, managers, key managerial
personnel, and their relatives in relation to each item of special business to be
transacted. Failure to comply with this requirement may result in fines or

liability to compensate the company for any benefits received.>

The quorum for meetings of a public company depends on the number of
members present, ranging from five to thirty members, while for a private
company, only two members need to be present. If the quorum is not met
within half an hour, the meeting will either be adjourned or cancelled, and the

company must provide notice to the members for any changes. If the quorum

33 Sec. 100
> Sec. 101
55 Sec. 102
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1s still not met at the adjourned meeting, the members present will constitute

the quorum.>®

Unless the articles of the company state otherwise, members present at a
meeting will elect a Chairman through a show of hands, and if a poll is
demanded, the Chairman elected through a show of hands will continue to be

the Chairman until someone else is elected through the poll.>’

The members of a company have the right to appoint proxies to attend and
vote on their behalf at meetings. However, this right is subject to limitations
and conditions, such as being granted only to members of the company and
having restrictions on the number and qualifications of proxies. Some
conditions need to be met, such as providing written notice and ensuring the
proxy has the necessary authority. Members can participate in decision-
making processes through proxies, but these rights must be exercised within

certain boundaries.>®

The Act provides voting restrictions and allowances for company members. It
states that unpaid debts or liens can limit voting rights, but other reasons
cannot. It also mentions that members with multiple votes can choose how to
use them. Overall, it emphasizes the importance of understanding voting
rights in a company's articles and the freedom members have in using their

votes.”’

In a general meeting, resolutions are decided by a show of hands unless a poll

1s demanded or electronic voting 1s used, and the Chairman's declaration and

% Sec. 103
7 Sec. 104
8 Sec. 105
% Sec. 106
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entry in the meeting's minutes serve as conclusive evidence of the resolution's

passing.®

The Central Government has the authority to determine which companies and

how members can vote electronically.®!

A poll can be ordered by the Chairman of a meeting or demanded by members
with a certain voting power, and the result of the poll will be considered the

decision of the meeting on the resolution.®?

A company can conduct certain business transactions through postal ballot
instead of at a general meeting, as long as it is declared by the Central
Government and prescribed in the manner specified. If a resolution is
approved by the required majority of shareholders through a postal ballot, it

will be considered as passed at a general meeting. %

A company must inform its members in advance about any resolution that will
be presented during a meeting. Additionally, the company must distribute any
relevant statements or information related to the proposed resolution or the
business that will be discussed. Failure to adhere to these requirements may

lead to the imposition of a penalty.%*

This provision enables the President or Governor to delegate authority to
appoint a representative for company meetings. The representative possesses
the same rights and powers as the President or Governor. This allows the high-
ranking officials to participate in meetings without being physically present
due to their busy schedules. The representative's presence and decisions carry

the same weight as if the President or Governor were present, emphasizing

%0 Sec. 107
61 Sec.107
62 Sec. 108
63 Sec. 109
64 Sec. 110
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their importance in company affairs. The appointment of a representative
recognizes the President or Governor as a key stakeholder, highlighting the
value of their opinions and decisions. This provision demonstrates trust in the
representative's knowledge, expertise, and authority. Overall, it allows for
efficient and effective participation in company meetings despite the officials'

inability to attend personally.5

A body corporate, whether a company or not, can authorize a representative
to attend and act on its behalf at meetings of companies or creditors, granting
them the same rights and powers as if they were an individual member,

creditor, or debenture holder.%

A resolution is considered an ordinary resolution if it is passed by the required
votes, including the Chairman's casting vote, and if the votes in favor exceed
the votes against. On the other hand, a resolution is classified as a special
resolution if it meets certain criteria, such as being proposed as a special
resolution in the notice and receiving at least three times the number of votes

in favor compared to the votes against.5’

If a resolution requires special notice, the company must be notified by a
certain number of members holding a specific percentage of voting power or
shares, and the company must then notify its members of the resolution in a

prescribed manner.®®

Resolutions passed at adjourned meetings of a company, holders of shares, or
the Board of Directors are considered to have been passed on the actual date

of the adjourned meeting, and not on any earlier date.’

65 Sec. 112
% Sec. 113
67 Sec. 114
% Sec. 115
% Sec. 116
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Any resolution or agreement related to specific matters must be filed with the
Registrar within thirty days of its passing or making, and failure to do so may
result in fines for the company and its officers. These provisions apply to
various types of resolutions and agreements, including special resolutions,
resolutions agreed to by all members, resolutions of the Board of Directors
relating to the appointment of a managing director, and resolutions requiring

the voluntary winding up of a company.”

Every company is required to keep minutes of the proceedings of general
meetings, board meetings, and other meetings, as well as resolutions passed
by postal ballot, in a prescribed manner. These minutes should contain a fair
and correct summary of the proceedings and should be kept within thirty days
of the conclusion of the meeting. Failure to comply with these provisions may

result in penalties for the company and its officers.”!

The books containing the minutes of general meetings or resolutions passed
by postal ballot in a company should be kept at the registered office and made
available for inspection by any member during business hours, with reasonable
restrictions. If a member requests a copy of the minutes, the company must
provide it within seven working days, subject to prescribed fees. Failure to
comply with these provisions may result in penalties for the company and its
officers, and the Tribunal may order immediate inspection or the provision of

the required copy.”

This section of the Act states that documents, records, registers, minutes, etc.,

that are required to be kept by a company or allowed to be inspected or copied

0 Sec. 117
1 Sec. 118
2 Sec. 119
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by any person can be maintained, inspected, or provided in electronic form as

prescribed.”

Every listed public company is required to prepare and file a report on each
annual general meeting, confirming that the meeting was conducted following
the provisions of the Act and rules. Failure to file the report within the

specified period may result in fines for the company and its officers.”

The One Person Companies (OPCs) are subject to different regulations and
exemptions under the Companies Act. They can operate with a single member
and are not bound by certain provisions that apply to other types of companies.
OPCs have specific rules regarding the transacting of business, including
limitations on the types of businesses they can engage in and requirements for
turnover or capital. There are also specific rules regarding resolutions, with
OPCs potentially having different requirements or procedures compared to
other companies. The main point is that OPCs have unique provisions and

exemptions that allow them to operate efficiently as single-member entities.”

6.3. Major Findings:

1. Companies must maintain registers of members, debenture-holders,
and other security holders to avoid financial penalties and ensure
compliance with regulations.

2. The Central Government has the authority to investigate beneficial
ownership of shares.

3. The company has the power to close the register but must give notice.

4. Annual returns are essential for maintaining transparency and
regulatory compliance, preventing fraud, and monitoring financial

health.

73 Sec. 120
7 Sec. 121
75 Sec. 122
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5. Companies must maintain registers and copies of annual returns at their
registered office to avoid legal consequences.

6. Registers, indices, and copies of annual returns provide evidence.

7. Companies must hold an annual general meeting each year, with no
more than fifteen months between each meeting. The Registrar has the
authority to extend the time, and the Central Government has the
power to exempt certain companies.

8. The Tribunal has the power to call or direct a company's annual general
meeting.

9. The Tribunal has the power to call and conduct a meeting of a company
in a manner it deems fit.

10.The Board of a company has the authority to call an extraordinary
general meeting, but if it fails, requisitionists have the right to call
themselves.

11. A general meeting of a company can be called by providing 21 days'
notice and specifying the place, date, day, and hour of the meeting.
12.Failure to provide a statement of directors, managers, key personnel,

and relatives may result in fines or liability.

13.Quorum for public and private companies depends on the number of
members present, and if not met within half an hour, the meeting will
be adjourned or cancelled.

14.Members present at a meeting elect a Chairman through a show of
hands.

15.Members of a company have the right to appoint proxies to attend and
vote at meetings, but these rights must be exercised within certain
boundaries.

16. The Act emphasizes the importance of understanding voting rights in a
company's articles.

17.Resolutions are decided by a show of hands, with the Chairman's
declaration.
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18.The Central Government has the authority to determine which
companies can vote electronically.

19.Polls can be ordered or demanded to determine a resolution.

20.The company can conduct business transactions through postal ballot
if declared by the Central Government.

21.The appointment of a representative allows high-ranking officials to
participate in company meetings without being physically present,
emphasizing their importance and trust in the representative's
knowledge, expertise, and authority.

22.A body corporate can authorize a representative to act on its behalf in
a company meeting.

23.Ordinary resolutions pass by required votes and exceed against votes,
while special resolutions meet criteria like being proposed in the notice
and receiving at least three times more votes in favor.

24.Special notice is required for resolutions, which must be communicated
to a specific percentage of voting power members and then followed in
a prescribed manner.

25.Resolutions passed at adjourned meetings must be passed on the actual
date.

26.Failure to file resolutions and agreements with the Registrar within 30
days of passing or making can result in fines.

27.Company must keep minutes of meetings and resolutions in a
prescribed manner within 30 days of the conclusion of the meeting, or
face penalties.

28.Company minutes should be kept at the registered office and accessible
to members during business hours. Members can request copies within
seven days, subject to fees. Failure may result in penalties or immediate
inspection.

29.Documents, records, registers, and minutes can be maintained,
inspected, or provided electronically.
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30.Failure to file a report on annual general meetings can result in fines.

31.0PCs have unique provisions and exemptions that allow them to
operate efficiently as single-member entities, allowing them to transact
business with a single member.

6.4. Conclusions:

Companies are required to adhere to regulations and maintain various
registers, records, and documents to ensure transparency, regulatory
compliance, and financial stability. Failure to comply with these requirements

can lead to severe penalties and legal consequences.

One crucial aspect of maintaining transparency and regulatory compliance is
the proper management of registers. Companies are obligated to maintain
registers such as the register of members, directors, charges, and debenture
holders. These registers provide a comprehensive record of the company's
stakeholders, financial obligations, and ownership structure. By keeping these
registers up-to-date and accurate, companies can ensure transparency and

facilitate effective communication with stakeholders.

In addition to registers, companies must also maintain various records and
documents. These include financial statements, annual reports, minutes of
meetings, and accounting records. These records serve as a historical record
of the company's activities, financial performance, and decision-making
processes. They are essential for internal management, external audits, and
regulatory compliance. By maintaining these records diligently, companies
can demonstrate their financial health, accountability, and adherence to legal

requirements.

Furthermore, companies must follow specific rules and procedures when
conducting general meetings. These meetings provide an opportunity for

shareholders to discuss company matters, vote on resolutions, and appoint
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representatives. Companies must adhere to legal requirements regarding the
notice period, agenda, and voting procedures for these meetings. By following
these rules, companies can ensure fair and transparent decision-making

processes and protect the rights of shareholders.

Another important aspect of corporate governance is the appointment of
proxies. Shareholders have the right to appoint someone to represent them and
vote on their behalf at general meetings. Companies must establish clear
procedures for appointing proxies and ensure that the appointed individuals
are authorized to act on behalf of shareholders. This ensures that shareholders
who are unable to attend meetings can still exercise their voting rights and

participate in decision-making processes.

In conclusion, companies must comply with regulations and maintain
registers, records, and documents to ensure transparency, regulatory
compliance, and financial health. Failure to do so can result in penalties and
legal consequences. Additionally, there are specific rules and procedures
regarding general meetings, resolutions, proxies, and the appointment of
representatives. By adhering to these requirements, companies can uphold

good corporate governance practices and protect the interests of stakeholders.
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Chapter-5
Grievance Redressal Mechanism under the Companies Act 2013
5.1. Introduction:

The Companies Act 2013, enacted by the Government of India, not only
provides a comprehensive legal framework for the functioning of companies
but also establishes a robust grievance redressal mechanism to address
complaints and disputes that may arise within these entities. This mechanism
1s designed to ensure transparency, accountability, and fairness in the

corporate sector.

Under the Companies Act 2013, quasi-legal bodies such as the National
Company Law Tribunal (NCLT) and the National Company Law Appellate
Tribunal (NCLAT) have been established to handle various types of
grievances and disputes. These bodies have the authority to adjudicate on
matters related to company law, including issues pertaining to corporate
governance, shareholder rights, mergers and acquisitions, insolvency, and

winding up of companies.

The NCLT serves as the primary forum for resolving grievances and disputes
within companies. It has the power to hear and decide on matters such as
oppression and mismanagement, which involve allegations of unfair treatment
of minority shareholders or mismanagement of company affairs. The NCLT
can also handle cases related to the reduction of share capital, alteration of the
memorandum and articles of association, and other corporate restructuring

activities.

In addition to the NCLT, the Companies Act 2013 also establishes the
NCLAT as an appellate body. The NCLAT hears appeals against the

decisions of the NCLT and provides a higher level of review for parties
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dissatisfied with the outcome of their cases. This appellate mechanism ensures
that parties have the opportunity to seek further redressal if they believe that

the NCLT's decision was erroneous or unjust.

The grievance redressal mechanism established by the Companies Act 2013
aims to provide an efficient and effective resolution of disputes within
companies. It offers a structured and legally binding process for parties to
present their grievances, present evidence, and seek a fair and impartial
decision. This mechanism not only protects the rights and interests of

stakeholders but also promotes corporate governance and accountability.

Overall, the establishment of quasi-legal bodies such as the NCLT and
NCLAT under the Companies Act 2013 has significantly strengthened the
grievance redressal mechanism within companies. It provides a reliable and
transparent platform for resolving disputes and complaints, thereby enhancing

the overall functioning and credibility of the corporate sector.
5.2. Establishment of NCLT:

The National Company Law Tribunal is established by the Central
Government, with a President and a designated number of Judicial and
Technical members, to carry out the powers and functions assigned to it by

the Act or any other applicable law.”®

The Act outlines the qualifications required for the President and Members of
the Tribunal, stating that the President must be a Judge of a High Court for
five years, while the qualifications for Judicial Members include being a Judge
of a High Court, District Judge for at least five years, or an advocate of a court
for at least ten years. The qualifications for Technical Members include

various criteria such as being a member of the Indian Corporate Law Service

76 Sec. 408
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or Indian Legal Service for at least fifteen years, practicing as a chartered
accountant, cost accountant, or company secretary for fifteen years, or having

expertise in specific fields related to management and law for fifteen years.”’

5.3. Establishment of NCLAT:

The Act states that the Central Government will establish the National
Company Law Appellate Tribunal, which will consist of a chairperson and a
maximum of eleven Judicial and Technical Members, to hear appeals against

the orders of the Tribunal.’®

The qualifications for the chairperson and members of the Appellate Tribunal
include being a judge of the Supreme Court or Chief Justice of a High Court,
a judge of a High Court or a judicial member of the Tribunal for five years, or
a person with at least twenty-five years of experience in various disciplines

related to management, finance, law, and labor matters.”

The appointment of members of the Tribunal and Appellate Tribunal is done
through a selection process involving consultation with the Chief Justice of
India and a Selection Committee consisting of various members. Any vacancy
or defect in the constitution of the Selection Committee does not invalidate

the appointment of the members.*

The President, chairperson, and other members of the Tribunal and Appellate
Tribunal have a term of office of five years, with the possibility of
reappointment for another five-year term. The age limits for holding office
vary, with the President and chairperson having higher age limits than other

members.8!

7 Sec. 409
8 Sec. 410
7 Sec. 411
80 Sec. 412
81 Sec. 413
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The salary, allowances, and terms of service for Members of the Tribunal and
the Appellate Tribunal will be determined by prescribed regulations, and these
terms cannot be changed to the disadvantage of the Members after their

appointment.®?

The senior-most Member will act as the President or Chairperson in the event
of a vacancy or when the President or Chairperson is unable to fulfill their
duties until a new appointment is made or the President or Chairperson

resumes their duties.??

Members of the organization, including the President, Chairperson, and other
Members, have the right to resign from their positions by providing written
notice to the Central Government, and their resignation will take effect after
three months or upon the appointment of a successor or the expiration of their

term, whichever comes first.?*

The provisions for the removal of the President, Chairperson, or any Member
by the Central Government, are based on various grounds such as insolvency,
conviction of an offense involving moral turpitude, incapacity, financial or
other interests that may affect their functions, or abuse of position. The
removal can only be done after giving the individual a reasonable opportunity
to be heard, and an inquiry conducted by a Judge of the Supreme Court
nominated by the Chief Justice of India. The Central Government can also
suspend the individual until a decision 1s made based on the report of the
Judge. The Central Government is required to make rules in consultation with

the Supreme Court to regulate the procedure for such inquiries.%

82 Sec. 414
8 Sec. 415
8 Sec. 416
8 Sec. 417
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The constitution and powers of the Benches of the Tribunal, including the
requirement for a Judicial Member and a Technical Member, the possibility
of a single Judicial Member bench, and the formation of Special Benches for

certain cases.%

The Tribunal has the authority to pass orders in proceedings and can amend
any order within two years if a mistake is brought to its attention, apart from
orders that are being appealed. The Tribunal is also required to send a copy of

every order to all parties involved.?
5.4. All Appeal Shall Be Disposed of Within 3 Months:

Every application or appeal presented before the Tribunal or Appellate
Tribunal should be dealt with and disposed of as quickly as possible, with a
target of three months. If the disposal is not completed within this timeframe,
the reasons for the delay must be recorded and the President or Chairperson

may extend the period by up to ninety days.%®
5.5. Appeal To the Supreme Court:

Any person who is dissatisfied with a decision made by the Appellate Tribunal
can appeal to the Supreme Court within sixty days, and the Supreme Court
has the discretion to extend this period by an additional sixty days if there is a

valid reason for the delay.®® The Tribunal and the Appellate
5.6. Authority of the Tribunal:

1. The Tribunal and the Appellate Tribunal have the power to regulate
their own procedure and are not bound by the Code of Civil Procedure.

They also have the same powers as a civil court while discharging their

8 Sec. 419
87 Sec. 420
8 Sec. 422
8 Sec. 423
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functions, including summoning witnesses, requiring document

production, and enforcing their orders.*

The Tribunal and the Appellate Tribunal have the power to punish for
contempt, similar to the High Court, and can exercise the powers under

the Contempt of Courts Act, 1971, with certain modifications.®!

The Tribunal or the Appellate Tribunal has the authority to delegate its
powers to its officers, employees, or authorized individuals to
investigate and report on matters related to any proceeding or appeal

before it.*?

The Tribunal has the power to request the Chief Metropolitan
Magistrate, Chief Judicial Magistrate, or the District Collector to take
possession of the property, books of account, or other documents of a
sick or winding up company, and these authorities are obligated to
comply with the request. Any actions taken by these authorities in
accordance with this section cannot be challenged in any court or before
any authority.”® The civil courts do not have jurisdiction to handle any
matter that falls under the authority of the Tribunal or the Appellate
Tribunal, and no injunction can be granted against actions taken by

these bodies.

Members of the Tribunal are Public Servants:

The President, Members, officers, and employees of the Tribunal, as well as

the Chairperson, Members, officers, and employees of the Appellate Tribunal,

are considered public servants under the Indian Penal Code.**

% Sec
1 Sec
%2 Sec
% Sec
% Sec
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4.8. Establishment of the Special Courts:

The Act has inserted the provision for the establishment of Special Courts by
the Central Government to ensure the speedy trial of offenses punishable
under this Act with imprisonment of two years or more, with a single judge
appointed by the Central Government with the concurrence of the Chief

Justice of the High Court.”

The offences specified under section 435 can only be tried by the Special Court
established for the area where the offence was committed, and the Special
Court has the power to try other offences as well. Additionally, the Special
Court may choose to try certain offences in a summary way if the punishment
does not exceed three years of imprisonment.”® The High Court has the power
to exercise the same authority as a Court of Session in relation to Special
Courts, and the Code of Criminal Procedure applies to proceedings before a
Special Court.”” Offences under this Act, except for specific ones, are
considered non-cognizable, meaning that they cannot be investigated or
arrested without a written complaint from the Registrar, a shareholder, or a
person authorized by the Central Government. However, the court can take
cognizance of certain offenses related to securities and dividends if authorized
by the Securities and Exchange Board of India. The presence of the
complainant is not necessary unless required by the court, and the liquidator

of a company is not considered an officer for the purposes of this Act.®

4.9, Mediation and Conciliation Panel:

The Central Government will maintain a panel of experts called the Mediation

and Conciliation Panel, which will be responsible for mediating between

% Sec. 435, Chapter XVIII
% Sec. 436, Chapter XVIII
7 Sec. 437, 438 Chapter XVIII
% Sec. 439 Chapter XVIII
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parties during proceedings before the Central Government, Tribunal, or
Appellate Tribunal under this Act. The panel will follow prescribed procedures
and provide recommendations within three months, and parties can file

objections if they disagree with the panel's recommendations.®

The Central Government has the authority to appoint company prosecutors
to conduct prosecutions related to this Act and grant them the same powers
and privileges as Public Prosecutors appointed under section 24 of the Code

of Criminal Procedure, 1973.1%

% Sec. 442
100 Sec. 443
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Chapter-6
New Dimensions of Company Affairs in India
6.1. Introduction:

The Companies Act of 2013 in India has brought about significant changes
and introduced new dimensions to company affairs. This act signifies a shift
in the regulatory framework and places a strong emphasis on the need for

transparency, accountability, and corporate governance.

One of the key aspects of the Companies Act of 2013 is the introduction of
several provisions aimed at enhancing transparency in company operations. It
mandates companies to maintain proper books of accounts, disclose financial
statements, and provide regular updates to shareholders and other
stakeholders. This ensures that the financial health and performance of
companies are readily available for scrutiny, promoting transparency and

preventing fraudulent practices.

Additionally, the act has strengthened the concept of accountability by
introducing stricter provisions for directors and officers of companies. It
establishes a clear framework for their responsibilities, duties, and liabilities,
ensuring that they act in the best interests of the company and its stakeholders.

This promotes a culture of accountability and discourages unethical practices.

Furthermore, the Companies Act of 2013 places a strong emphasis on
corporate governance. It introduces several provisions to enhance the
governance structure of companies, such as the establishment of independent
directors, mandatory board committees, and enhanced shareholder rights.
These measures aim to ensure that companies are managed responsibly and
ethically, with a focus on long-term sustainability and stakeholder value

creation.

The Act also introduces new dimensions to company affairs by promoting

social responsibility and sustainability. It mandates companies to spend a
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certain percentage of their profits on corporate social responsibility (CSR)
activities, encouraging them to contribute to the welfare of society and the
environment. This reflects a growing recognition of the role that companies

play in addressing social and environmental challenges.

Overall, the Companies Act of 2013 in India has brought about a significant
shift in the regulatory framework for companies. It emphasizes the importance
of transparency, accountability, and corporate governance, setting higher
standards for companies to operate ethically and responsibly. These changes
aim to foster investor confidence, protect the interests of stakeholders, and

contribute to the sustainable growth of the Indian economy.

The chapter discusses the new dimensions of company affairs in India which

are enshrined in the Companies Act 2013.
6.2. National Company Law Tribunal (NCLT)

The National Company Law Tribunal (NCLT) is a specialized legal body in
India that has been established to handle and adjudicate matters related to
corporate law and insolvency. It was formed under the Companies Act, 2013,
and is responsible for resolving disputes and providing a forum for the effective

and efficient resolution of corporate and insolvency matters.

The NCLT has jurisdiction over a wide range of cases, including those related
to mergers and acquisitions, corporate restructuring, oppression and
mismanagement, class actions, and insolvency proceedings. It acts as a quasi-
judicial body and has the power to hear and decide on matters pertaining to

these areas of law.

One of the key functions of the NCLT is to facilitate the resolution of
insolvency cases. It has the authority to initiate and oversee the insolvency
resolution process for companies that are unable to meet their financial

obligations. The NCLT plays a crucial role in ensuring the fair and timely
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resolution of insolvency cases, thereby protecting the interests of both the

creditors and the debtors.

In addition to insolvency matters, the NCLT also handles cases related to
corporate governance and compliance. It has the power to investigate and take
action against companies that engage in fraudulent or unfair practices, thereby

promoting transparency and accountability in the corporate sector.

The NCLT is composed of judicial and technical members who possess
expertise in corporate law and insolvency matters. These members are
appointed by the central government and are responsible for hearing and
deciding on cases that come before the tribunal. The decisions of the NCLT
can be appealed to the National Company Law Appellate Tribunal (NCLAT),
which is the appellate body for matters arising from the NCLT.

The establishment of the National Company Law Tribunal has significantly
strengthened the legal framework for corporate law and insolvency in India. It
has provided a specialized forum for the resolution of complex corporate
disputes and has played a crucial role in promoting transparency,

accountability, and efficiency in the corporate sector.
6.3. National Company Law Appellate Tribunal (NCLAT):

The National Company Law Appellate Tribunal (NCLAT) is a quasi-judicial
institution established under the Companies Act, 2013 in India. It serves as the
appellate authority for matters related to company law, including disputes

arising from decisions made by the National Company Law Tribunal (NCLT).

The NCLAT was established to provide an efficient and effective mechanism
for resolving appeals and disputes in the corporate sector. It acts as a forum
for companies, shareholders, creditors, and other stakeholders to seek
redressal against decisions made by the NCLT, which is the primary

adjudicating authority for company law matters.
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The jurisdiction of the NCLAT extends to a wide range of issues, including
mergers and acquisitions, insolvency and bankruptcy proceedings, corporate
restructuring, and other matters related to company law. It has the power to
hear appeals against orders passed by the NCLT, as well as appeals against
decisions made by the Competition Commission of India (CCI) in certain

cases.

The NCLAT consists of a Chairperson and a certain number of Judicial and
Technical Members, who are appointed by the central government. The
Chairperson must be a retired judge of the Supreme Court or a retired Chief
Justice of a High Court, while the other members must have expertise in

company law, economics, finance, or other relevant fields.

The NCLAT follows a quasi-judicial process, conducting hearings, examining
evidence, and delivering judgments on appeals brought before it. Its decisions

are binding and can only be challenged in the Supreme Court of India.

The establishment of the NCLAT has significantly streamlined the appellate
process in company law matters in India. It has provided a specialized forum
for resolving disputes, ensuring consistency and expertise in decision-making.
The NCLAT's role in promoting transparency, accountability, and efficiency
in the corporate sector has been instrumental in enhancing investor confidence

and promoting a conducive business environment in the country.
6.4. One Person Company (OPC):

The Companies Act 2013, enacted by the Government of India, introduced a
significant provision that allows for the formation of a One Person Company
(OPC). This provision revolutionized the corporate landscape by enabling

individuals to establish a company with only one person as its member.

Prior to the introduction of OPCs, at least two members were required to form
a private limited company. This requirement often discouraged entrepreneurs

who wished to start their own ventures but lacked a suitable partner or did not
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want to share ownership and control of their company. The OPC provision
addressed this issue by providing a legal framework for single-member

companies.

Under the OPC structure, a single individual can incorporate a company as a
separate legal entity, distinct from its owner. This means that the company has
its own rights, liabilities, and obligations, independent of its sole member. This
legal separation ensures that the member's personal assets are protected in case

of any liabilities incurred by the company.

To incorporate an OPC, the individual must nominate a nominee who will
become a member of the company in the event of the original member's death
or incapacity. This nominee is required to give his or her consent and provide
necessary documents to support their nomination. The nominee's details are
included in the company's Memorandum of Association (MoA) and Articles
of Association (AoA).

The OPC structure offers several advantages to entrepreneurs. Firstly, it
provides limited liability protection, meaning that the member's personal
assets are not at risk in case of any financial or legal obligations of the
company. This feature provides a sense of security to the individual,

encouraging them to take risks and invest in their business ideas.

Secondly, OPCs enjoy the benefits of a separate legal entity, such as perpetual
succession. This means that the company continues to exist even if the
member changes or passes away. The nominee takes over the ownership and
management of the company, ensuring its continuity and preventing any

disruption in operations.

Furthermore, OPCs have fewer compliance requirements compared to other
types of companies. They are exempted from holding annual general meetings

and can have a more simplified process for decision-making. This flexibility
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allows the member to focus on business operations and growth, rather than

being burdened by extensive regulatory obligations.

However, there are certain limitations to OPCs. They cannot raise funds
through public offerings, which restricts their ability to access capital markets.
Additionally, if the company's average annual turnover exceeds a specified
threshold, it must be converted into a private limited company or a public

limited company.

In conclusion, the Companies Act 2013 introduced the concept of One Person
Companies, enabling individuals to establish a company with only one person
as its member. This provision has empowered entrepreneurs who wish to start
their own ventures without the need for a partner. OPCs offer limited liability
protection, perpetual succession, and simplified compliance requirements,

making them an attractive option for single-member businesses.
6.5. Shelf Prospectus:

The Companies Act of 2013, a comprehensive legislation governing the
functioning and regulation of companies in India, encompasses various
provisions aimed at enhancing transparency, accountability, and investor

protection. One such provision is the inclusion of a shelf prospectus.

A shelf prospectus refers to a type of prospectus that allows companies to
register a prospectus with the Securities and Exchange Board of India (SEBI)
and keep it valid for one year. During this period, the company can issue
securities to the public without the need for further approvals or filings with

the regulatory authorities.

The Companies Act of 2013 recognizes the importance of facilitating capital-
raising activities for companies and streamlining the process through the
introduction of shelf prospectus provisions. This provision offers several
advantages for companies, investors, and the overall capital market

ecosystem.
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Firstly, the shelf prospectus provision saves time and reduces administrative
burdens for companies. By allowing companies to register a prospectus in
advance and keep it valid for a year, they can issue securities whenever they
deem it appropriate within that period. This eliminates the need for repeated
filings and approvals for each issuance, thereby expediting the capital-raising

process.

Secondly, shelf prospectus provisions provide flexibility to companies in terms
of timing their issuances. Companies can take advantage of favorable market
conditions and investor sentiment to raise capital when they believe it will
yield the best results. This flexibility enhances the efficiency of capital

allocation and enables companies to optimize their fundraising strategies.

Moreover, shelf prospectus provisions benefit investors by ensuring that they
have access to up-to-date and relevant information about the company before
making investment decisions. Companies are required to update the shelf
prospectus with any material changes or developments, thereby providing

investors with the necessary information to make informed choices.

Additionally, the shelf prospectus provision promotes transparency and
investor protection. Companies are obligated to disclose all material
information in the prospectus, including financial statements, risk factors, and
other relevant details. This enables investors to assess the company's financial
health, prospects, and risks associated with the investment, thereby reducing

information asymmetry, and enhancing investor confidence.

In conclusion, the inclusion of shelf prospectus provisions in the Companies
Act of 2013 is a significant step towards facilitating capital-raising activities,
streamlining the process, and ensuring investor protection. This provision
offers companies flexibility, saves time and administrative efforts, provides
investors with relevant information, and promotes transparency in the capital

market.
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6.6. Red Herring Prospectus:

The Companies Act of 2013, encompasses various provisions aimed at
ensuring transparency, accountability, and investor protection. One such
provision pertains to the red herring prospectus, which plays a crucial role in

the process of raising capital through public offerings.

A red herring prospectus is a preliminary document that provides essential
information about a company intending to go public. It is named so because
of the prominent red warning statement printed on its cover, indicating that it
1s subject to change and does not contain complete information. The purpose
of a red herring prospectus is to generate investor interest and gauge market

demand before the final prospectus is issued.

Under the Companies Act of 2013, specific provisions have been incorporated
to regulate the content, disclosure requirements, and filing procedures related
to red herring prospectuses. These provisions aim to safeguard the interests of
potential investors by ensuring that they receive accurate and adequate

information to make informed investment decisions.

One of the key aspects addressed by the Companies Act of 2013 is the
disclosure of material information in the red herring prospectus. It mandates
that all material facts, including financial statements, risk factors, business
operations, and management details, must be disclosed to provide a
comprehensive understanding of the company's affairs. This requirement
ensures that investors have access to relevant information to assess the

company's financial health, growth prospects, and potential risks.

Additionally, the Act lays down stringent penalties for any misrepresentation,
omission, or misleading statements in the red herring prospectus. This
provision acts as a deterrent against fraudulent practices and promotes

transparency and accountability in the capital market.
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Furthermore, the Companies Act of 2013 also outlines the procedure for filing
and registration of red herring prospectuses with the regulatory authorities. It
establishes a streamlined process to ensure that the prospectus is thoroughly
reviewed and approved by the concerned authorities before it is made available
to the public. This step helps in maintaining the integrity of the capital market

and protects investors from fraudulent or unscrupulous activities.

In conclusion, the Companies Act of 2013 recognizes the significance of red-
herring prospectuses in the process of raising capital through public offerings.
By incorporating provisions related to the content, disclosure requirements,
and filing procedures of red herring prospectuses, the Act aims to enhance
transparency, protect investor interests, and promote fair practices in the

Indian capital market.
6.7. Global Depository Receipts (GDR):

Global depository receipts (GDRs) are financial instruments that facilitate the
issuance and trading of shares of foreign companies in the Indian market. The
Companies Act of 2013, enacted by the Indian government, introduced

provisions to regulate and govern the issuance and trading of GDRs.

Under the Companies Act of 2013, Indian companies are permitted to issue
GDRs to raise capital from international investors. GDRs represent a specified
number of shares of the foreign company and are typically denominated in
foreign currency. These instruments enable investors to hold shares of foreign

companies without directly investing in the foreign stock market.

The Companies Act of 2013 outlines the regulatory framework for the
issuance of GDRs, including the eligibility criteria for Indian companies to
issue GDRs, the process for obtaining necessary approvals from regulatory
authorities, and the disclosure requirements for companies issuing GDRs.
This legislation ensures transparency and investor protection in the issuance

and trading of GDRs.
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Furthermore, the Companies Act of 2013 also regulates the trading of GDRs
in the Indian market. It establishes guidelines for the listing and delisting of
GDRs on Indian stock exchanges, ensuring that trading of these instruments
1s conducted fairly and transparently. The Act also mandates the disclosure of
relevant information by companies issuing GDRs to ensure that investors have

access to accurate and timely information.

The inclusion of provisions for GDRs in the Companies Act of 2013 has
opened up new avenues for Indian companies to raise capital from
international markets. It has provided investors with an opportunity to
diversify their portfolios by investing in shares of foreign companies.
Additionally, the Act has enhanced the regulatory framework for GDR
1ssuance and trading, promoting investor confidence and protecting their
interests. Overall, the Companies Act of 2013 has played a crucial role in
facilitating the issuance and trading of GDRs, enabling Indian companies to
access global capital markets and investors to participate in the growth of

foreign companies.
6.8. Voting Through Electronic Means:

The Companies Act 2013, enacted by the Government of India, has
introduced provisions that allow for electronic voting in companies. This
significant development has revolutionized the way shareholders participate
in decision-making processes, making it more convenient and efficient for

them to exercise their voting rights.

Electronic voting, also known as e-voting, enables shareholders to cast their
votes on various matters without the need to physically attend general
meetings. This method utilizes technology to facilitate the voting process,
ensuring that shareholders can participate from anywhere in the world, as long

as they have access to the internet.
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One of the key advantages of electronic voting is its convenience. Shareholders
no longer have to travel long distances or take time off work to attend general
meetings. Instead, they can cast their votes remotely, saving time and effort.
This convenience is particularly beneficial for shareholders who are
geographically dispersed or have other commitments that prevent them from

attending meetings in person.

Furthermore, electronic voting enhances efficiency in decision-making
processes. Traditional voting methods, such as postal ballots or physical
attendance at meetings, can be time-consuming and prone to delays. With e-
voting, the entire process is streamlined, allowing for faster tabulation of votes
and quicker decision-making. This efficiency is especially crucial for time-

sensitive matters or urgent resolutions that require immediate action.

The Companies Act 2013 also ensures the security and integrity of electronic
voting. It mandates the use of secure electronic platforms that protect
shareholders' privacy and prevent any tampering or manipulation of votes.
These platforms employ robust encryption techniques and authentication
mechanisms to ensure that only eligible shareholders can cast their votes and

that their votes remain confidential.

Moreover, electronic voting promotes transparency and accountability in
corporate governance. Shareholders can access detailed information about the
resolutions being voted upon, enabling them to make informed decisions.
Additionally, the electronic voting process generates an auditable trail,

allowing for easy verification and scrutiny of the voting results.

Overall, the introduction of electronic voting under the Companies Act 2013
has significantly transformed the shareholder voting process. It has provided
shareholders with a convenient and efficient method to participate in decision-

making processes, regardless of their geographical location or time constraints.
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By embracing technology, companies can enhance shareholder engagement,

improve corporate governance, and expedite the decision-making process.
6.9. Postal Ballots:

The Companies Act 2013, which is a legislation governing the functioning and
operations of companies in India, recognizes the need for convenience and
flexibility in shareholder voting. To address this, the Act allows for the use of
postal ballots in certain situations, enabling shareholders to cast their votes on

important matters without the need to be physically present at a meeting.

Postal ballots refer to the process of voting through mail or electronic means,
allowing shareholders to exercise their voting rights remotely. This provision
1s particularly beneficial in situations where shareholders are unable to attend
meetings due to geographical constraints, personal commitments, or other

reasons.

The Act specifies certain circumstances where the use of postal ballots is
permitted. These include matters such as the election of directors, appointment
or removal of auditors, approval of related party transactions, alteration of the
company's articles of association, and any other matter as prescribed by the

government.

By allowing postal ballots, the Act ensures that shareholders have the
opportunity to participate in decision-making processes and exercise their
voting rights effectively. This provision promotes inclusivity and transparency
In corporate governance, as it allows shareholders to express their opinions
and influence the outcome of important matters, regardless of their physical

presence.

To facilitate the use of postal ballots, the Act lays down detailed procedures
and requirements. It mandates that companies provide shareholders with the
necessary information and documents related to the matter being voted upon,

along with a clear explanation of the implications and consequences of the
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proposed resolution. Shareholders are given a reasonable period to review the
information and cast their votes, ensuring that they have sufficient time to

make informed decisions.

The Act also emphasizes the importance of maintaining the confidentiality
and integrity of the postal ballot process. It requires companies to adopt
appropriate measures to safeguard the secrecy and authenticity of the votes

cast, ensuring that the process is free from any manipulation or coercion.

Overall, the inclusion of postal ballots in the Companies Act 2013 reflects the
recognition of the evolving needs and expectations of shareholders. It provides
a convenient and flexible mechanism for shareholders to exercise their voting
rights, promoting shareholder democracy and enhancing corporate

governance practices in India.
6.10. National Financial Reporting Authority (NFRA):

The National Financial Reporting Authority (NFRA) was established under
the Companies Act of 2013 with the primary objective of overseeing and
regulating financial reporting by companies in India. This independent
regulatory body was created to enhance transparency, accountability, and
reliability in financial reporting, thereby promoting investor confidence and

protecting the interests of stakeholders.

The establishment of NFRA was a significant step towards strengthening the
regulatory framework for financial reporting in India. Before its formation, the
responsibility of regulating financial reporting was primarily entrusted to
professional bodies such as the Institute of Chartered Accountants of India
(ICAI). However, concerns were raised regarding the effectiveness and
independence of self-regulation, leading to the need for an independent

regulatory authority.

NFRA operates as an independent regulator, separate from the ICAI, and 1s

empowered with the authority to investigate and take disciplinary action
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against auditors and audit firms for any misconduct or non-compliance with
accounting standards. It has the power to impose penalties, suspend or debar

auditors, and even recommend changes to accounting standards and policies.

The authority is responsible for setting accounting and auditing standards for
companies, ensuring compliance with these standards, and monitoring the
quality of financial reporting. It has the authority to review and scrutinize
financial statements, audit reports, and other relevant documents to ensure

accuracy, reliability, and adherence to accounting principles.

NFRA's jurisdiction extends to all listed companies, large unlisted public
companies, and certain prescribed classes of companies. It has the power to
investigate any matter of professional or other misconduct by auditors or audit
firms, and it can also initiate suo moto investigations based on public interest
or any other information received. The establishment of NFRA has brought
about a paradigm shift in the regulatory landscape of financial reporting in
India. It has instilled greater confidence in the reliability of financial
statements, improved corporate governance practices, and enhanced the
overall credibility of the Indian business environment. By ensuring compliance
with accounting standards and promoting transparency, NFRA plays a crucial
role in safeguarding the interests of investors, creditors, and other
stakeholders. In conclusion, the establishment of the National Financial
Reporting Authority under the Companies Act of 2013 has been a significant
development in India's regulatory framework. It has provided an independent
and robust mechanism for overseeing and regulating financial reporting by
companies, thereby promoting transparency, accountability, and investor

confidence in the Indian market.
6.11. Corporate Social Responsibility (CSR):

The Companies Act 2013 in India is a comprehensive legislation that governs

the functioning and operations of companies in the country. One of the
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significant provisions introduced by this act is the mandatory requirement for
certain companies to engage in corporate social responsibility (CSR) activities.
This provision highlights the growing recognition of the role that businesses

play in contributing to social and environmental causes.

Under the Companies Act 2013, companies meeting specific criteria are
required to allocate a certain percentage of their profits towards CSR activities.
These criteria include companies with a net worth of INR 500 crore or more,
a turnover of INR 1,000 crore or more, or a net profit of INR 5 crore or more
during any financial year. Such companies are mandated to establish a CSR
committee, comprising at least three directors, including one independent

director.

The Act emphasizes the importance of CSR by outlining the objectives that
companies should strive to achieve through their CSR initiatives. These
objectives include eradicating hunger, poverty, and malnutrition, promoting
education, gender equality, and women empowerment, ensuring
environmental sustainability, and supporting initiatives for the benefit of

armed forces veterans, war widows, and their dependents.

Furthermore, the act provides guidelines on the implementation of CSR
activities. It specifies that companies should spend at least 2% of their average
net profits made during the preceding three financial years on CSR initiatives.
The act also outlines the activities that can be considered CSR, such as
promoting education, healthcare, environmental sustainability, rural

development, and skill development.

To ensure transparency and accountability, the act requires companies to
disclose their CSR policies, initiatives, and expenditures in their annual
reports. It also mandates that companies should give preference to the local

areas where they operate for implementing their CSR activities.
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The introduction of the Companies Act 2013 and its CSR provisions has had
a significant impact on the corporate landscape in India. It has encouraged
companies to go beyond their profit-making objectives and actively contribute
to the betterment of society and the environment. This legislation has led to
an increase in CSR spending by companies, resulting in the implementation

of various impactful initiatives across the country.

Overall, the Companies Act 2013 in India has played a crucial role in
promoting the concept of corporate social responsibility and emphasizing the
importance of businesses in addressing social and environmental challenges.
It has created a framework that encourages companies to integrate responsible
business practices into their operations, ultimately contributing to sustainable

development and inclusive growth in the country.
6.12. Directors Identification Number (DIN):

The Director Identification Number (DIN) is a unique identification number
assigned to directors under the Companies Act of 2013 in India. This number
serves as a means to identify and track the activities of directors associated

with registered companies.

The DIN is a mandatory requirement for individuals who wish to become
directors of companies registered in India. It is a way to ensure transparency
and accountability in corporate governance by providing a unique identifier

for each director.

To obtain a DIN, individuals must submit an application to the Ministry of
Corporate Affairs (MCA) along with the necessary documents and fees. The
MCA then verifies the information provided and assigns a unique DIN to the

applicant.

The DIN is a permanent number that remains with the director throughout

their career, even if they change companies or hold multiple directorships. It
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1s linked to various regulatory filings and disclosures made by the company,

ensuring that the director's activities are properly recorded and monitored.

The DIN i1s used for various purposes, including filing annual returns,
financial statements, and other statutory documents with the Registrar of
Companies. It is also required to sign certain legal documents on behalf of the

company.

The introduction of the DIN has helped in enhancing corporate governance
and preventing fraudulent activities. It enables authorities to track the
director's involvement in multiple companies, ensuring that they do not

exceed the maximum limit of directorships prescribed by law.

Furthermore, the DIN database 1s publicly accessible, allowing stakeholders,
investors, and other interested parties to verify the credentials and track the

directorship history of individuals associated with registered companies.

In conclusion, the Director Identification Number (DIN) is a unique
identification number assigned to directors under the Companies Act of 2013.
It plays a crucial role in ensuring transparency, accountability, and effective

corporate governance in India's corporate sector.
6.13. Nomination and Remuneration Committee (NRC):

The Companies Act of 2013, enacted by the government of India, introduced
several significant reforms to corporate governance practices in the country.
One of the key provisions of this act is the establishment of the Nomination

and Remuneration Committee (NRC) within companies.

The NRC 1is a specialized committee responsible for overseeing the
appointment, evaluation, and compensation of directors in companies. Its
primary objective is to ensure transparency, fairness, and accountability in the
process of selecting and rewarding directors, thereby enhancing corporate

governance standards.
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The NRC is composed of independent directors who possess the necessary
expertise and experience to effectively discharge their responsibilities. These
independent directors are appointed based on their qualifications, integrity,

and ability to contribute to the company's growth and development.

The committee's role begins with the nomination process, where it identifies
and recommends suitable candidates for directorship positions. The NRC
evaluates the qualifications, skills, and experience of potential candidates,
ensuring that they possess the necessary expertise to contribute effectively to

the company's strategic objectives.

Furthermore, the NRC plays a crucial role in determining the remuneration
packages for directors. It establishes a transparent and objective framework for
determining the compensation, including salaries, bonuses, stock options, and
other benefits. The committee ensures that the remuneration is aligned with
the company's performance, industry standards, and the individual director's

responsibilities and contributions.

The NRC also evaluates the performance of directors on an ongoing basis. It
establishes a robust evaluation process to assess the effectiveness of directors
in fulfilling their fiduciary duties and contributing to the company's success.
This evaluation helps identify areas for improvement and provides feedback

to directors, enabling them to enhance their performance.

Additionally, the NRC ensures compliance with legal and regulatory
requirements related to director appointments and remuneration. It ensures
that the company adheres to the provisions of the Companies Act and other
relevant laws, thereby mitigating the risk of non-compliance and potential

legal repercussions.

Overall, the establishment of the Nomination and Remuneration Committee
under the Companies Act of 2013 has significantly strengthened corporate

governance practices in India. By overseeing the appointment and
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compensation of directors, the NRC ensures that companies have competent
and qualified individuals leading them, thereby enhancing their performance,

accountability, and long-term sustainability.
6.14. Stakeholders Relationship Committee (SRC):

The Stakeholders Relationship Committee is a crucial committee that has
been established under the Companies Act 2013 with the primary objective of
fostering effective communication and engagement between a company and
its stakeholders. This committee plays a pivotal role in ensuring that the
interests of all stakeholders are adequately addressed and their concerns are

duly considered.

The committee comprises of representatives from various stakeholder groups,
including shareholders, employees, customers, suppliers, and the local
community. These representatives are chosen based on their expertise,
experience, and ability to represent the interests of their respective stakeholder

groups.

One of the key responsibilities of the Stakeholders Relationship Committee is
to facilitate open and transparent communication channels between the
company and its stakeholders. This involves disseminating relevant
information to stakeholders promptly, such as financial reports, annual
reports, and other important updates. The committee ensures that this
information is easily accessible and understandable to all stakeholders,

promoting transparency and accountability.

Furthermore, the committee acts as a platform for stakeholders to voice their
concerns, suggestions, and grievances. It provides a mechanism for
stakeholders to engage with the company's management and board of
directors, allowing them to actively participate in decision-making processes.
The committee ensures that all stakeholder feedback is duly considered and

appropriate actions are taken to address their concerns. In addition, the
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Stakeholders Relationship Committee plays a crucial role in monitoring and
evaluating the company's performance in relation to stakeholder engagement.
It assesses the effectiveness of the company's communication strategies,
engagement initiatives, and grievance redressal mechanisms. The committee
also reviews the company's compliance with relevant laws, regulations, and
corporate governance practices pertaining to stakeholder engagement.
Overall, the establishment of the Stakeholders Relationship Committee under
the Companies Act 2013 reflects the growing recognition of the importance of
stakeholder engagement in corporate governance. This committee serves as a
bridge between the company and its stakeholders, ensuring that their interests
are safeguarded and their voices are heard. By promoting effective
communication and engagement, the committee contributes to the long-term

sustainability and success of the company.
6.15. Related Party Transactions:

The Companies Act 2013, enacted by the Government of India, recognizes
the potential conflicts of interest that may arise in related party transactions
and aims to regulate and monitor such transactions to ensure fairness,

transparency, and accountability in corporate governance.

Related party transactions refer to any transactions, agreements, Or
arrangements entered into by a company with its directors, key managerial
personnel, or their relatives. These transactions can include the sale or
purchase of goods, services, property, or assets, as well as leasing, lending, or

borrowing activities.

The Act emphasizes the importance of transparency and proper disclosure in
related party transactions to safeguard the interests of shareholders and
prevent any potential abuse of power or misuse of company resources. It
requires companies to disclose all related party transactions in their financial

statements, including the nature, value, and terms of such transactions.
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To ensure fairness and prevent any undue advantage to related parties, the Act
mandates that all related party transactions must be conducted at arm's length,
meaning they should be on commercial terms that would be available to
unrelated third parties. This provision prevents any preferential treatment or
unfair pricing that may benefit the related party at the expense of the company

and its shareholders.

Furthermore, the Act imposes additional requirements for certain related party
transactions. For instance, any material-related party transactions, i.e., those
exceeding a certain threshold, require prior approval from the company's
board of directors and, in some cases, even from shareholders. This approval
process ensures that such transactions are thoroughly evaluated and

scrutinized to protect the interests of the company and its stakeholders.

The Act also empowers shareholders by providing them with the right to vote
on significant related party transactions. This provision allows shareholders to
exercise their judgment and influence the decision-making process, ensuring
that major transactions with related parties are subject to their scrutiny and

approval.

By addressing the issue of related party transactions, the Companies Act 2013
aims to enhance corporate governance practices, promote transparency, and
protect the interests of shareholders. It establishes a framework that
encourages fair and ethical conduct in such transactions, thereby fostering

trust and confidence in the corporate sector.
6.16. Key Managerial Personnel (KMP):

Key managerial personnel, as defined by the Companies Act 2013, are
individuals who occupy top-level positions within a company and possess
substantial decision-making authority. These individuals play a crucial role in
the management and administration of the company, ensuring its smooth

functioning and adherence to legal and regulatory requirements.
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The Act specifies that key managerial personnel include the managing
director, whole-time director, and manager of the company. Additionally, it
encompasses the company secretary, chief financial officer, and any other
officer who may be designated by the Board of Directors as key managerial

personnel.

The managing director, as one of the key managerial personnel, holds the
highest position in the company and is responsible for overseeing its overall
operations. They are entrusted with the task of formulating and implementing
strategic plans, managing resources, and ensuring the company's growth and

profitability.

The whole-time director, another key managerial personnel, is a director who
1s employed full-time by the company and is involved in its day-to-day
operations. They work closely with the managing director and other top-level

executives to execute the company's objectives and drive its success.

The manager, also considered key managerial personnel, is an individual who
has been appointed by the Board of Directors to manage the affairs of the
company. They are responsible for executing the policies and decisions made
by the Board and ensuring the efficient functioning of various departments

within the organization.

The company secretary, as a key managerial personnel, plays a vital role in
ensuring compliance with legal and regulatory requirements. They are
responsible for maintaining company records, organizing board meetings, and
ensuring that the company operates in accordance with applicable laws and

regulations.

The chief financial officer, another key managerial personnel, is responsible
for managing the company's financial operations. They oversee financial
planning, budgeting, and reporting, ensuring the company's financial stability

and growth.
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The Companies Act 2013 recognizes the importance of these key managerial
personnel in the effective management and governance of companies. By
defining their roles and responsibilities, the Act aims to enhance transparency,
accountability, and professionalism within corporate entities. It ensures that
individuals holding these positions possess the necessary qualifications,
experience, and expertise to make informed decisions and contribute to the

company's overall success.
6.17. Class Action:

The Companies Act of 2013, a significant piece of legislation in India, has
introduced a crucial provision that allows for class action lawsuits. This
provision has been a game-changer in the legal landscape, empowering
shareholders and investors to collectively seek justice against corporate

wrongdoings.

Class action lawsuits, also known as representative actions, are legal
proceedings where a group of individuals with similar claims against a
defendant join forces to file a lawsuit as a single entity. This mechanism is
particularly beneficial when numerous individuals have suffered harm or

incurred losses due to the actions or negligence of a company.

Prior to the enactment of the Companies Act of 2013, shareholders and
investors faced significant challenges in seeking redress for corporate
misconduct. Individual lawsuits were often time-consuming, expensive, and
lacked the necessary impact to hold companies accountable for their actions.
Moreover, the legal system was burdened with a backlog of cases, making it

even more difficult for individuals to pursue justice.

However, with the introduction of class action lawsuits under the Companies
Act of 2013, shareholders and investors now have a powerful tool to address
corporate malfeasance. This provision allows a group of shareholders or

investors, who have suffered similar grievances, to collectively file a lawsuit
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against a company, its directors, auditors, or any other party involved in the

alleged wrongdoing.

The Companies Act of 2013 sets out the criteria for filing a class action lawsuit,
ensuring that only legitimate claims are pursued. The Act requires that a
minimum number of shareholders or investors with a specified percentage of
shares or voting rights must be involved in the lawsuit. Additionally, the Act
mandates that the claims must be in the best interest of the shareholders or

investors as a whole.

The introduction of class action lawsuits has had a profound impact on
corporate governance and accountability in India. It has not only provided a
mechanism for shareholders and investors to seek compensation for their
losses but has also acted as a deterrent for companies engaging in fraudulent
or unethical practices. The fear of facing collective legal action has compelled

companies to adopt more transparent and responsible business practices.

Furthermore, class action lawsuits have also played a crucial role in raising
awareness among shareholders and investors about their rights and the
importance of active participation in corporate decision-making. By joining
forces, shareholders and investors have been able to amplify their voices and

demand greater transparency, accountability, and fairness from companies.

In conclusion, the Companies Act of 2013 has been instrumental in
introducing class action lawsuits in India, enabling shareholders and investors
to collectively seek justice against corporate wrongdoings. This provision has
not only provided a more efficient and effective means of redress but has also
contributed to improving corporate governance and accountability in the

country.
6.18. Revival And Rehabilitation of Companies:

The Companies Act of 2013, enacted by the government of India,

encompasses various provisions aimed at the revival and rehabilitation of
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companies facing financial distress. These provisions are designed to address
the challenges faced by companies and provide them with a framework to

recover and regain stability.

One of the key aspects of the Act is the establishment of a scheme for the
revival and rehabilitation of companies. This scheme outlines a systematic
approach to identify and address financial distress, with the ultimate goal of
promoting the recovery of companies. It provides a structured framework for
companies to assess their financial situation, develop a revival plan, and

implement necessary measures to overcome their challenges.

Under this scheme, companies facing financial distress are required to prepare
a revival plan, which includes a comprehensive analysis of their financial
position, identification of the causes of distress, and proposed measures to
overcome the challenges. The plan must be approved by the company's board
of directors and subsequently submitted to the appropriate authorities for

review and approval.

The Act also empowers the National Company Law Tribunal (NCLT) to play
a crucial role in the revival and rehabilitation process. The NCLT has the
authority to review and approve the revival plans submitted by companies,
ensuring that they are viable and in the best interest of all stakeholders. The
NCLT can also provide necessary directions and supervision to ensure the
effective implementation of the revival plan. Furthermore, the Act provides
for the appointment of an insolvency professional who acts as a facilitator in
the revival and rehabilitation process. The insolvency professional assists the
company in preparing the revival plan, coordinating with stakeholders, and
overseeing the implementation of the plan. Their role is crucial in ensuring
that the revival efforts are carried out efficiently and effectively. In addition to
the revival and rehabilitation scheme, the Act also includes provisions for debt
restructuring, debt recovery, and other measures to address financial distress.

These provisions aim to provide companies with various options to manage
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their debts, negotiate with creditors, and explore alternative solutions to
overcome financial challenges. Overall, the Companies Act of 2013 recognizes
the importance of addressing financial distress and promoting the recovery of
companies. By providing a comprehensive scheme for revival and
rehabilitation, the Act aims to create a conducive environment for companies
to overcome their financial difficulties, protect the interests of stakeholders,

and contribute to the overall growth and stability of the economy.

6.19. Application Of Provisions of The Information Technology Act,
2000:

The main point of the text is that the provisions of the Information Technology
Act, 2000 can be applied in the context of the Companies Act 2013, thereby
providing a legal framework for the use of technology in corporate governance

and operations.

The Information Technology Act, of 2000 is a comprehensive legislation in
India that deals with various aspects of electronic commerce, digital
signatures, cybercrimes, and data protection. On the other hand, the
Companies Act 2013 governs the incorporation, functioning, and

management of companies in India.

The text argues that the provisions of the Information Technology Act can be
utilized to enhance the implementation and compliance of the Companies
Act. It suggests that the use of technology, such as electronic signatures, digital
records, and online filing systems, can streamline corporate processes, reduce

paperwork, and improve transparency and accountability.

By applying the provisions of the Information Technology Act, companies can
adopt digital practices for various activities, including board meetings,
shareholder communications, financial reporting, and record-keeping. This

can lead to increased efficiency, cost savings, and faster decision-making.
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Furthermore, the text highlights that the Information Technology Act also
provides legal recognition and validity to electronic contracts, which can be
beneficial for companies engaging in e-commerce or digital transactions. It
emphasizes the importance of ensuring data security and privacy in the digital
era, as the Companies Act requires companies to protect the sensitive

information of stakeholders.

The integration of the Information Technology Act with the Companies Act
can also facilitate regulatory compliance, as it enables companies to maintain
accurate and up-to-date records, file necessary documents electronically, and

ensure timely disclosures to regulatory authorities.

Overall, the text emphasizes the potential of leveraging the provisions of the
Information Technology Act, of 2000 to enhance corporate governance,
operational efficiency, and compliance with the Companies Act, 2013. It
highlights the importance of embracing technology and digital practices in the
corporate sector to adapt to the evolving business landscape and meet the

expectations of stakeholders.
6.20. Special Court:

The Companies Act 2013, a significant legislation in India, brought about
several reforms to enhance corporate governance and streamline the
functioning of companies. One of the notable provisions introduced by this act
was the establishment of special courts to handle cases pertaining to corporate
matters. This move was aimed at expediting the resolution of disputes and

ensuring effective enforcement of corporate laws.

The introduction of special courts under the Companies Act 2013 was a crucial
step towards addressing the growing complexity and volume of corporate
litigation. These courts were specifically designated to deal with cases related

to company law, including matters such as mergers and acquisitions,
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insolvency and bankruptcy, shareholder disputes, and other corporate

governance issues.

By creating dedicated courts for corporate matters, the Companies Act 2013
sought to provide a specialized forum that could efficiently handle the
intricacies and nuances of corporate disputes. These courts were staffed with
judges who possessed expertise in company law, enabling them to better

understand the complexities involved and deliver informed judgments.

The primary objective behind establishing special courts was to expedite the
resolution of corporate disputes. The traditional judicial system often faced
challenges in handling complex corporate cases due to their technical nature
and the need for specialized knowledge. This led to delays in the disposal of
cases, resulting in prolonged litigation and hampering the overall efficiency of

the corporate sector.

The special courts introduced under the Companies Act 2013 aimed to address
these issues by providing a streamlined and time-bound mechanism for
resolving corporate disputes. These courts were empowered to hear and
dispose of cases within a specified timeframe, ensuring that justice was

delivered swiftly and efficiently.

Furthermore, the establishment of special courts also aimed to ensure effective
enforcement of corporate laws. By having dedicated courts for corporate
matters, the Companies Act 2013 sought to create a strong deterrent against
corporate malpractices and non-compliance with regulations. The specialized
nature of these courts allowed for a more focused approach to enforcing
corporate laws, thereby promoting transparency, accountability, and good

corporate governance.

In conclusion, the introduction of special courts under the Companies Act
2013 was a significant step towards expediting the resolution of corporate

disputes and ensuring effective enforcement of corporate laws. These courts
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provided a specialized forum for handling complex corporate matters,
enabling swift and efficient resolution of disputes. By streamlining the judicial
process and promoting accountability, these special courts played a crucial
role in enhancing the overall functioning and governance of companies in

India.

6.21. Dissolution of Company Law Board (CLB) and Consequential

Provisions:

The Companies Act 2013, which is a comprehensive legislation governing the
functioning and regulation of companies in India, brought about significant
changes in the corporate governance framework. One of the notable
provisions of this act was the dissolution of the Company Law Board (CLB)

and the introduction of consequential provisions.

The CLB, which was established under the Companies Act 1956, was
responsible for adjudicating and resolving disputes related to company law
matters. However, the Companies Act 2013 recognized the need for a more
efficient and specialized body to handle such disputes. As a result, the
National Company Law Tribunal (NCLT) was established to replace the
CLB.

The dissolution of the CLB and the establishment of the NCLT aimed to
streamline the dispute resolution process and provide a more effective
mechanism for resolving company law matters. The NCLT is a quasi-judicial
body that has the power to adjudicate on various matters, including mergers

and acquisitions, insolvency and bankruptcy, and class action suits.

In addition to the dissolution of the CLB, the Companies Act 2013 introduced
consequential provisions to ensure a smooth transition from the old regime to
the new one. These provisions included the transfer of pending cases from the

CLB to the NCLT, the transfer of assets, liabilities, and employees of the CLLB
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to the NCLT, and the continuation of proceedings before the NCLT as if they
were initiated before the CLB.

The introduction of the NCLT and the consequential provisions under the
Companies Act 2013 have had a significant impact on the corporate
governance landscape in India. The NCLT has brought about a more
specialized and efficient approach to resolving company law disputes, thereby

enhancing the ease of doing business and promoting investor confidence.

Overall, the dissolution of the CLB and the introduction of consequential
provisions under the Companies Act 2013 have been instrumental in
modernizing the corporate governance framework in India and ensuring a

more effective and streamlined dispute-resolution mechanism for companies.
6.22. Independent Directors:

The Companies Act 2013, a significant legislation in India, brought about
several reforms to enhance corporate governance practices in the country. One
of the key provisions introduced by this act was the concept of independent
directors. These directors are individuals who are not associated with the
company in any other capacity and are appointed to the board to provide an

unbiased perspective and safeguard the interests of minority shareholders.

The introduction of independent directors was a crucial step towards
strengthening corporate governance practices in India. These directors act as
a check and balance on the decisions made by the board of directors, ensuring
that they are in the best interest of the company and its stakeholders. They
bring a fresh and objective viewpoint to the boardroom discussions, free from
any conflicts of interest that may arise from being associated with the

company.

The primary role of independent directors is to protect the interests of minority
shareholders. They act as a voice for these shareholders, ensuring that their

rights are upheld and that they are not disadvantaged by the actions of the
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majority shareholders or the management. Independent directors are
responsible for scrutinizing the financial statements, monitoring the
performance of the company, and ensuring compliance with legal and

regulatory requirements.

Furthermore, independent directors play a crucial role in ensuring
transparency and accountability within the company. They are responsible for
overseeing the functioning of the board and its committees, ensuring that
proper procedures are followed and that the board operates fairly and
ethically. They also act as a bridge between the management and the
shareholders, providing a platform for effective communication and

addressing any concerns or grievances.

The Companies Act 2013 has laid down certain qualifications, criteria, and
responsibilities for independent directors. They are required to possess the
necessary skills, expertise, and experience to effectively discharge their duties.
They are also expected to act independently, without being influenced by any

external factors or pressures.

Overall, the introduction of independent directors under the Companies Act
2013 has significantly contributed to improving corporate governance
practices in India. These directors play a vital role in safeguarding the interests
of minority shareholders, ensuring transparency and accountability, and
promoting ethical and responsible decision-making within companies. Their
presence on the board adds credibility and trust, enhancing the overall
governance framework and fostering investor confidence in the Indian

corporate sector.
6.23. Various Committees under the Companies Act 2013:

The Companies Act 2013, enacted by the Government of India, has
introduced several provisions to enhance corporate governance practices in

companies. One of the key provisions is the requirement for companies to
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establish committees, which play a crucial role in ensuring effective decision-

making processes and promoting transparency and accountability.

The Act mandates the establishment of various committees, including the
Audit Committee, Nomination and Remuneration Committee, and
Stakeholders Relationship Committee. These committees are responsible for
overseeing specific aspects of the company's operations and ensuring

compliance with legal and regulatory requirements.

The Audit Committee, for instance, is tasked with reviewing the financial
statements, internal control systems, and audit processes of the company. It
plays a vital role in safeguarding the interests of shareholders by ensuring the
accuracy and reliability of financial reporting. The committee also monitors
the effectiveness of the company's internal control systems and risk

management practices.

The Nomination and Remuneration Committee, on the other hand, focuses
on the appointment and remuneration of directors and key managerial
personnel. It ensures that the selection process for directors is transparent and
based on merit, while also determining appropriate remuneration packages
that align with the company's performance and industry standards. This
committee plays a crucial role in attracting and retaining talented individuals,

thereby enhancing the company's overall performance.

The Stakeholders Relationship Committee 1s responsible for addressing and
resolving grievances of shareholders, debenture holders, and other
stakeholders. It ensures that the company maintains a healthy and transparent
relationship with its stakeholders, thereby fostering trust and confidence in the

company's operations.

By mandating the establishment of these committees, the Companies Act 2013
emphasizes the importance of corporate governance and decision-making

processes. These committees act as independent bodies that provide oversight
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and guidance to the company's management, ensuring that decisions are made

in the best interest of the company and its stakeholders.

Furthermore, the Act also lays down guidelines regarding the composition,
qualifications, and responsibilities of committee members, ensuring that they
possess the necessary expertise and independence to fulfill their roles
effectively. This helps in preventing conflicts of interest and promoting a

culture of accountability and transparency within the company.

Overall, the establishment of committees under the Companies Act 2013 1s a
significant step towards enhancing corporate governance practices in India.
These committees play a crucial role in ensuring effective decision-making
processes, safeguarding the interests of shareholders, and promoting

transparency and accountability within companies.
6.24. Major Observations:

1. The NCLT 1is a specialized legal body established to handle and
adjudicate matters related to corporate law and insolvency, providing a

specialized forum for the resolution of complex corporate disputes.

2. The NCLAT is a quasi-judicial institution established to resolve appeals
and disputes in the corporate sector, enhancing investor confidence and

promoting a conducive business environment.

3. OPCs revolutionized the corporate landscape by allowing individuals
to establish a company with only one person as its member, offering
limited liability protection, perpetual succession, and simplified

compliance requirements. However, there are limitations.

4. Companies can register a shelf prospectus with SEBI and keep it valid
for one year, facilitating capital-raising activities, streamlining the

process, and ensuring investor protection.
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5. The Companies Act of 2013 regulates the content, disclosure
requirements, and filing procedures of red herring prospectuses, laying

down penalties for misrepresentation.

6. The Companies Act of 2013 introduced provisions to regulate and
govern the issuance and trading of GDRs, allowing Indian companies
to raise capital from international markets and investors to diversify

their portfolios.

7. Electronic voting, also known as e-voting, enables shareholders to cast
their votes from anywhere in the world, enhancing efficiency and

transparency in decision-making processes.

8. The Companies Act 2013 allows shareholders to cast their votes on
important matters without physical presence, promoting inclusivity and

transparency in corporate governance.

9. NFRA is responsible for setting accounting and auditing standards,
ensuring compliance, and monitoring the quality of financial reporting,
resulting in greater confidence in financial statements and improved

corporate governance practices.

10.The Companies Act 2013 in India mandates companies with a net
worth of INR 500 crore or more to allocate a percentage of their profits
towards CSR activities, emphasizing objectives such as eradicating

hunger, poverty, and malnutrition.

11.The Director Identification Number (DIN) is a permanent number
assigned to directors under the Companies Act of 2013 in India to

identify and track their activities.

12.The NRC is responsible for overseeing the appointment, evaluation,
and compensation of directors, ensuring transparency, fairness, and
accountability. It has strengthened corporate governance practices in

India.
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13.The SRC is an important committee established to foster effective
communication and engagement between a company and its

stakeholders.

14.The Companies Act 2013 aims to regulate and monitor related party
transactions to ensure fairness, transparency, and accountability in

corporate governance.

15.The Companies Act 2013 recognizes the importance of key managerial
personnel in effective management and governance, aiming to enhance

transparency, accountability, and professionalism.

16. The Companies Act of 2013 introduced class action lawsuits, allowing
a group of individuals with similar claims against a defendant to file a
lawsuit as a single entity. This has had a profound impact on corporate
governance and accountability in India, providing a mechanism for
shareholders and investors to seek compensation and deterring

companies from engaging in fraudulent practices.

17.The Companies Act of 2013 provides provisions for the revival and
rehabilitation of companies facing financial distress, requiring them to
prepare a revival plan and submit it to authorities for review and

approval.

18.The Act emphasizes the potential of leveraging the provisions of the
Information Technology Act, of 2000 to enhance corporate
governance, operational efficiency, and compliance with the

Companies Act, 2013.

19.Special courts were established to expedite the resolution of corporate
disputes and create a strong deterrent against corporate malpractices
and non-compliance with regulations, enhancing the overall

functioning and governance of companies in India.
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20.The Companies Act 2013 introduced the dissolution of the Company
Law Board and consequential provisions to streamline the dispute

resolution process and promote investor confidence.

21.Independent directors act as a check and balance on the board of
directors, scrutinizing financial statements, monitoring performance,

and providing a bridge between management and shareholders.

22.The Companies Act 2013 mandates the establishment of committees to
enhance corporate governance practices, such as the Audit Committee,
Nomination and Remuneration Committee, and Stakeholders
Relationship Committee, to ensure decisions are made in the best

interest of the company and its stakeholders.
6.25. Conclusions:

The Companies Act of 2013 1s a specialized legal body established to handle
and adjudicate matters related to corporate law and insolvency, providing a
specialized forum for the resolution of complex corporate disputes. It also
introduces provisions to regulate the content, disclosure requirements, and
filing procedures of red herring prospectuses, allowing Indian companies to
raise capital from international markets and investors to diversify their
portfolios. Electronic voting, also known as e-voting, enables shareholders to
cast their votes from anywhere in the world, promoting inclusivity and
transparency in corporate governance. The Companies Act of 2013 mandates
companies with a net worth of INR 500 crore or more to allocate a percentage
of their profits towards CSR activities, and the Director Identification Number
(DIN) is a permanent number assigned to directors under the Companies Act
of 2013. The Companies Act of 2013 also recognizes the importance of key
managerial personnel in effective management and governance, introduces
class action lawsuits, provides provisions for the revival and rehabilitation of

companies facing financial distress, and emphasizes the potential of leveraging
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the provisions of the Information Technology Act, 2000 to enhance corporate
governance, operational efficiency, and compliance with the Companies Act,
2013.
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Chapter-7
Concluding Observations and Summary

7.1. Introduction:

The Corporate Governance Act covers many important aspects of how
businesses should be run and regulated. It talks about things like resolving
corporate disputes, how small businesses and entrepreneurs can form and
operate companies, raising capital from global markets, and how shareholders
can participate in decision-making processes. It also highlights the importance
of financial reporting, corporate social responsibility, and tracking the
accountability of company directors. The Act also talks about the importance
of communication between companies and their stakeholders, preventing
conflicts of interest, and allowing shareholders or investors to take legal action
against companies for any wrongdoing. Lastly, it emphasizes the importance
of various committees, like the Audit Committee and Nomination and
Remuneration Committee, in ensuring that businesses comply with

regulations.

7.2. Role of NCLT and NCLAT in Resolving Corporate Disputes:

1. The National Company Law Tribunal (NCLT) is a specialized legal
body in India established to handle and adjudicate matters related to

corporate law and insolvency.

2. It has jurisdiction over various cases, including mergers and
acquisitions, corporate restructuring, oppression and mismanagement,

class actions, and insolvency proceedings.

3. It has the authority to initiate and oversee the insolvency resolution

process for companies that cannot meet their financial obligations.
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. It also handles cases related to corporate governance and compliance,

investigating, and taking action against companies that engage in

fraudulent or unfair practices.

. The NCLT has strengthened the legal framework for corporate law and

insolvency in India, providing a specialized forum for the resolution of

complex corporate disputes.

. The National Company Law Appellate Tribunal (NCLAT) is a quasi-

judicial institution established in India to provide an efficient and
effective mechanism for resolving appeals and disputes in the corporate

sector.

. It has the power to hear appeals against orders passed by the NCLT, as

well as appeals against decisions made by the Competition Commission
of India (CCI).

. The NCLAT follows a quasi-judicial process, conducting hearings,

examining evidence, and delivering judgments on appeals. It has been
instrumental in enhancing investor confidence and promoting a

conducive business environment in India.

Significance of OPC:

. The Companies Act 2013, enacted by the Government of India,

allowed for the formation of a One Person Company (OPC).

. This provision revolutionized the corporate landscape by enabling

individuals to establish a company with only one person as its member.

. To incorporate an OPC, the individual must nominate a nominee who

will become a member in the event of the original member's death or

incapacity.
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The OPC structure offers several advantages to entrepreneurs, such as
limited liability protection, perpetual succession, and simplified

compliance requirements.

However, there are certain limitations to OPCs, such as not being able
to raise funds through public offerings and having to convert into a
private limited company or a public limited company if the company's

average annual turnover exceeds a specified threshold.

Shelf Prospectus Allows Free-Flow Capital Raising:

. The Companies Act of 2013 1s a comprehensive legislation governing

the functioning and regulation of companies in India.

It includes the inclusion of a shelf prospectus, which allows companies
to register a prospectus with the Securities and Exchange Board of India

(SEBI) and keep it valid for one year.

This provision offers several advantages for companies, investors, and

the overall capital market ecosystem.

It saves time and reduces administrative burdens for companies,
provides flexibility in timing their issuances, and promotes transparency

and investor protection.

This provision is a significant step towards facilitating capital-raising

activities, streamlining the process, and ensuring investor protection.

Significance of Red-herring Prospectus:

. The Companies Act of 2013 is a law that regulates the content,

disclosure requirements, and filing procedures related to red herring

prospectuses.

It mandates that all material facts, including financial statements, risk
factors, business operations, and management details, must be disclosed

to provide a comprehensive understanding of the company's affairs.
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. Additionally, the Act lays down stringent penalties for any

misrepresentation, omission, or misleading statements in the red

herring prospectus.

. Finally, the Act outlines the procedure for filing and registration of red

herring prospectuses with the regulatory authorities.

GDR has Opened up the International Capital Market:

. The Companies Act of 2013 introduced provisions to regulate and

govern the issuance and trading of Global Depository Receipts (GDRs)
in the Indian market. GDRs represent a specified number of shares of

the foreign company and are typically denominated in foreign currency.

. This legislation ensures transparency and investor protection in the

issuance and trading of GDRs, as well as the listing and delisting of

GDRs on Indian stock exchanges.

. The inclusion of provisions for GDRs in the Act has opened up new

avenues for Indian companies to raise capital from international
markets, provided investors with an opportunity to diversify their
portfolios, and enhanced the regulatory framework for GDR issuance

and trading.

Electronic Voting System Allows the Shareholders to Participate in

Decision-Making Process:

. The Companies Act 2013, enacted by the Government of India, has

revolutionized the way shareholders participate in decision-making

processes.

. Electronic voting, also known as e-voting, enables shareholders to cast

their votes on various matters without the need to physically attend

general meetings.
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This method utilizes technology to facilitate the voting process,
ensuring that shareholders can participate from anywhere in the world,

as long as they have access to the internet.

It also enhances efficiency in decision-making processes, allowing for

faster tabulation of votes and quicker decision-making.

Additionally, it promotes transparency and accountability in corporate
governance, allowing for easy verification and scrutiny of the voting

results.

Postal Ballot Permits Voting Without Physical Presence:

. The Companies Act 2013, legislation governing the functioning and

operations of companies in India, allows for the use of postal ballots in
certain situations, enabling shareholders to cast their votes on important

matters without the need to be physically present at a meeting.

This provision promotes inclusivity and transparency in corporate
governance, as it allows shareholders to express their opinions and
influence the outcome of important matters, regardless of their physical

presence.

Companies must provide shareholders with the necessary information
and documents related to the matter being voted upon, along with a
clear explanation of the implications and consequences of the proposed

resolution.

Regulation of Financial Reporting:

. The National Financial Reporting Authority (NFRA) was established

under the Companies Act of 2013 to oversee and regulate financial

reporting by companies in India.
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It has the power to investigate and take disciplinary action against
auditors and audit firms for any misconduct or non-compliance with

accounting standards.

It is responsible for setting accounting and auditing standards for
companies, ensuring compliance with these standards, and monitoring

the quality of financial reporting.

NFRA has brought about a paradigm shift in the regulatory landscape
of financial reporting in India, instilling greater confidence in the
reliability of financial statements, improving corporate governance
practices, and enhancing the overall credibility of the Indian business

environment.

Voluntary Corporate Social Responsibility Shifted to Mandatory
CSR:

. The Companies Act 2013 in India is a comprehensive legislation that

mandates certain companies to engage in corporate social responsibility

(CSR) activities.

Companies with a net worth of INR 500 crore or more, a turnover of
INR 1,000 crore or more, or a net profit of INR 5 crore or more are
required to allocate a certain percentage of their profits towards CSR

activities.

The Act emphasizes the importance of CSR by outlining objectives such
as eradicating hunger, poverty, and malnutrition, promoting education,
gender equality, and women empowerment, ensuring environmental
sustainability, and supporting initiatives for the benefit of armed forces

veterans, war widows, and their dependents.

The Act has had a significant impact on the corporate landscape in
India, leading to an increase in CSR spending and the implementation

of various impactful initiatives across the country.
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DIN Enables Tracking Directors:

The Director Identification Number (DIN) is a unique identification

number assigned to directors under the Companies Act of 2013 in India.

It serves as a means to identify and track the activities of directors

associated with registered companies.

It is a permanent number that remains with the director throughout
their career and is linked to various regulatory filings and disclosures

made by the company.

The DIN database is publicly accessible, allowing stakeholders,
investors, and other interested parties to verify the credentials and track
the directorship history of individuals associated with registered

companies.

NRC Takes Pivotal Role in Selection of Directors:

. The Nomination and Remuneration Committee (NRC) is a specialized

committee responsible for overseeing the appointment, evaluation, and

compensation of directors in companies.

Its primary objective is to ensure transparency, fairness, and

accountability in the process of selecting and rewarding directors.

It is composed of independent directors who possess the necessary

expertise and experience to effectively discharge their responsibilities.

The NRC also evaluates the performance of directors on an ongoing
basis and ensures compliance with legal and regulatory requirements

related to director appointments and remuneration.

Overall, the NRC has strengthened corporate governance practices in
India, enhancing their performance, accountability, and long-term

sustainability.
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SRC Removes Communication Barriers:

The Stakeholders Relationship Committee (SRC) is a crucial committee
established under the Companies Act 2013 to foster effective
communication and engagement between a company and its

stakeholders.

It comprises representatives from various stakeholder groups and acts
as a platform for stakeholders to voice their concerns, suggestions, and

grievances.

It also monitors and evaluates the company's performance concerning
stakeholder engagement, assesses the effectiveness of communication
strategies, engagement initiatives, and grievance redressal mechanisms,
and reviews the company's compliance with relevant laws, regulations,

and corporate governance practices.

Major Steps Relating to Related Party Transactions:

. The Companies Act 2013, enacted by the Government of India, aims

to regulate and monitor related party transactions to ensure fairness,

transparency, and accountability in corporate governance.

It requires companies to disclose all related party transactions in their
financial statements and mandates that all related party transactions

must be conducted at arm's length.

It also empowers shareholders by providing them with the right to vote

on significant related party transactions.

The Act aims to enhance corporate governance practices, promote

transparency, and protect the interests of shareholders.
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Managerial Positions Are Newly Designated as KMPs:

The Companies Act 2013 defines key managerial personnel as
individuals who occupy top-level positions within a company and

possess substantial decision-making authority.

. These personnel include the managing director, the whole-time

director, and the manager of the company.

Additionally, the company secretary, chief financial officer, and any
other officer may be designated by the Board of Directors as key

managerial personnel.

The Act aims to enhance transparency, accountability, and
professionalism within corporate entities by defining their roles and

responsibilities.

Introduction of Provision for Class Action:

. The Companies Act of 2013, a significant piece of legislation in India,

has introduced a crucial provision that allows for class action lawsuits.

Class action lawsuits are legal proceedings where a group of individuals
with similar claims against a defendant join forces to file a lawsuit as a

single entity.

This provision has had a profound impact on corporate governance and
accountability in India, providing a mechanism for shareholders and
investors to seek compensation for their losses and a deterrent for

companies engaging in fraudulent or unethical practices.

It has also raised awareness among shareholders and investors about
their rights and the importance of active participation in corporate

decision-making.
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Revival and Rehabilitation of Financially Distressed Companies:

The Companies Act of 2013, enacted by the government of India,
provides provisions for the revival and rehabilitation of companies

facing financial distress.

It outlines a systematic approach to identify and address financial

distress, to promote the recovery of companies.

Companies must prepare a revival plan, which must be approved by
their board of directors and submitted to the appropriate authorities for

review and approval.

The Act also includes provisions for debt restructuring, debt recovery,

and other measures to address financial distress.

The Act recognizes the importance of addressing financial distress and
promoting the recovery of companies, creating a conducive
environment for companies to overcome their financial difficulties,
protecting the interests of stakeholders, and contributing to the overall

growth and stability of the economy.

Provisions of the Information Technology Act, of 2000 can be
applied to the Companies Act 2013:

. The provisions of the Information Technology Act, of 2000 can be

applied to the Companies Act 2013, providing a legal framework for the

use of technology in corporate governance and operations.

It suggests that companies can adopt digital practices for various
activities, such as board meetings, shareholder communications,
financial reporting, and record-keeping, leading to increased efficiency,

cost savings, and faster decision-making.
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It also provides legal recognition and validity to electronic contracts,
which can be beneficial for companies engaging in e-commerce or

digital transactions.

The Act emphasizes the potential of leveraging the provisions of the
Information Technology Act, of 2000 to enhance corporate
governance, operational efficiency, and compliance with the

Companies Act, 2013.

Establishment Of Special Courts to Handle Corporate Cases:

. The Companies Act 2013, a significant legislation in India, introduced

the establishment of special courts to handle cases pertaining to

corporate matters.

This move was aimed at expediting the resolution of disputes and

ensuring effective enforcement of corporate laws.

The courts were staffed with judges who possessed expertise in
company law, enabling them to better understand the complexities

involved and deliver informed judgments.

The primary objective behind establishing special courts was to expedite
the resolution of corporate disputes, providing a streamlined and time-

bound mechanism for resolving cases.

The special courts played a crucial role in enhancing the overall

functioning and governance of companies in India.

Dissolution Of the Company Law Board (CLB):

. The Companies Act 2013 introduced the dissolution of the Company

Law Board (CLB) and the introduction of consequential provisions to
streamline the dispute resolution process and provide a more effective

mechanism for resolving company law matters.
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These provisions included the transfer of pending cases from the CLB
to the National Company Law Tribunal (NCLT), the transfer of assets,
liabilities, and employees of the CLB to the NCLT, and the
continuation of proceedings before the NCLT as if they were initiated

before the CLB.

This has had a significant impact on the corporate governance
landscape in India, enhancing the ease of doing business and promoting

investor confidence.

Introduction Of the Concept of Independent Directors:

. The Companies Act 2013 introduced the concept of independent

directors, individuals who are not associated with the company in any
other capacity and are appointed to the board to provide an unbiased

perspective and safeguard the interests of minority shareholders.

These directors act as a check and balance on the decisions made by the
board of directors, ensuring that they are in the best interest of the

company and its stakeholders.

They are responsible for scrutinizing the financial statements,
monitoring the performance of the company, and ensuring compliance

with legal and regulatory requirements.

They also act as a bridge between the management and the
shareholders, providing a platform for effective communication and

addressing any concerns or grievances.

Mandating Establishment of Various Committees:

. The Companies Act 2013 mandates the establishment of various

committees, including the Audit Committee, Nomination and

Remuneration Committee, and Stakeholders Relationship Commuittee.
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2. These committees are responsible for overseeing specific aspects of the
company's operations and ensuring compliance with legal and

regulatory requirements.

3. The Audit Committee reviews financial statements, internal control
systems, and audit processes, while the Nomination and Remuneration
Committee focuses on the appointment and remuneration of directors

and key managerial personnel.

4. The Stakeholders Relationship Committee is responsible for addressing
and resolving grievances of shareholders, debenture holders, and other

stakeholders.

5. These committees play a crucial role in ensuring effective decision-
making processes, safeguarding the interests of shareholders, and

promoting transparency and accountability within companies.
7.23. Summary:

The study discusses various aspects of corporate governance and legal
frameworks that are crucial for the smooth functioning of businesses. One
important aspect is the role of the National Company Law Tribunal (NCLT)
and the National Company Law Appellate Tribunal (NCLAT) in resolving
corporate disputes. These tribunals play a vital role in ensuring fair and

efficient resolution of conflicts within the corporate sector.

Another significant aspect is the concept of One Person Company (OPC),
which allows a single individual to form and operate a company. This provides
a simplified and flexible structure for small businesses and entrepreneurs. It
also highlights the importance of shelf prospectus and red-herring prospectus
in international capital markets. These documents provide essential
information to potential investors and help companies raise capital from global

markets. Additionally, the Act mentions the use of Global Depository
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Receipts (GDR) as a means for companies to access international capital

markets.

The introduction of electronic voting systems and postal ballots is another
important development in corporate governance. These mechanisms enable
shareholders to participate in decision-making processes without physically
attending meetings, ensuring greater convenience and participation. The Act
also emphasizes the regulation of financial reporting, which is crucial for
maintaining transparency and accountability in corporate operations.
Mandatory Corporate Social Responsibility (CSR) initiatives are also
discussed, highlighting the growing importance of businesses contributing to
social and environmental causes. It mentions the Director Identification
Number (DIN) as a tool for tracking directors and ensuring their
accountability. The National Register of Companies (NRC) is also highlighted
as a mechanism for selecting directors based on their qualifications and

expertise.

To remove communication barriers, the Act mentions the establishment of the
Stakeholders’ Relationship Committee (SRC), which aims to facilitate
effective communication between companies and their stakeholders. The Act
also outlines major steps relating to related party transactions, which are
transactions between a company and its directors, key managerial personnel,
or their relatives. These transactions need to be carefully regulated to prevent
conflicts of interest and ensure fairness. The Act highlights the designation of
certain managerial positions as Key Managerial Personnel (KMPs), who play

a crucial role in the day-to-day operations and decision-making of a company.

Provisions for class action are also discussed, which allow shareholders or
investors to collectively take legal action against a company for any
wrongdoing or violation of their rights. The Act also addresses the revival and

rehabilitation of financially distressed companies, emphasizing the need for a
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structured process to help struggling businesses recover and regain financial
stability. The application of the Information Technology Act to the
Companies Act is mentioned, highlighting the importance of incorporating

digital technologies and ensuring cybersecurity in corporate operations.

The establishment of special courts for corporate cases is also discussed,
aiming to expedite legal proceedings and provide specialized expertise in
resolving corporate disputes. The Act mentions the dissolution of the
Company Law Board (CLB) and the introduction of independent directors,
both of which aim to enhance corporate governance and ensure impartial
decision-making. Lastly, the Act emphasizes the importance of mandating the
establishment of various committees, such as the Audit Committee,
Nomination and Remuneration Committee, and Stakeholders Relationship
Committee. These committees play a crucial role in overseeing specific aspects

of corporate governance and ensuring compliance with regulations.
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