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Objectives  

• To enable the students to 

• Understand the characteristics of company 

• Know the contents of Memorandum of association 

• Understand the prospects 

• Know the share capital and rights and liabilities of members. 

 

Unit I  

Company – Definition – Characteristics of a company – Advantages of Incorporation 

–Company Law Administration – Kinds of Companies. 

 

Unit II 

Incorporation – Memorandum of Association – Contents – Alteration of 

Memorandum of Association – Doctrine of ultra-virus – Articles of Association – 

Contents – Alteration of Articles of Association – Doctrine of Indoor Management. 

 

Unit III 

Prospectus – Contents of Prospectus – Statement in lieu of prospectus – misstatement 

in prospectus and its consequences – Commencement of Business. 

 

Unit IV 

Share Capital – Meaning – Kinds – Alteration of Capital – Allotment of Share –

Buyback of shares of the same company.  

 

Unit V 

Members and Shareholders – Who can become a Member – How do become a 

Member –Cessation of Membership – Rights and liabilities of Members.  

 

Text & Reference Books 

1. Kapoor N.D., Elements of Company Law, New Delhi: Sultan Chand & Sons. 

2. Ashok Bagrial, Company Law, New Delhi: Vikas Publishing House. 

3. Shukla L, Company Law, New Delhi: S.Chand & Sons. 
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UNIT I 

 

GLOSSARY(ச ொற்களஞ்சியம்) 

 

Company law - நிறுமச ்சட்டம் 

 

Joint stock company -  கூடட்ு பங்கு நிறுமம் 

 

Artificial person - சசயற்கை நபர ்

 

Separate legal entity - சட்டப்பூரவ்மான தனித்த வாழ்வு 

 

Perpetual succession - நீடித்த வாழ்வு 

 

Shares holders - பங்குதாரரை்ள் 

 

Directors - இயை்குநரை்ள் 

 

Limited liability - வகரயறுை்ைப்பட்ட சபாறுப்பு 

 

Common seal - சபாது முத்திகர 

 

MEANING OF COMPANY 

 The word company is derived from a Latin word ‘COMPANIES’. It means a 

group of persons who took their need together. A company means a body of 

individuals associated together for a common objective, which may be business for 

profit or for some charitable purposes. 

             A company is a voluntary association of persons formed for some common 

purpose with capital divisible into parts known as shares 

 

DEFINITION OF COMPANY 

 Section 3 (1) (i) of the Companies Act, 1956 defines a company as “a company 

formed and registered under this Act or an existing company”. 

              According to Haney, “Joint Stock Company is a voluntary association of 

Individuals for profit, having a capital divided into transferable shares. The ownership 

of which is the condition of membership”. 
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CHARACTERISTICS OF A COMPANY 

 

 The main characteristics of a company are : 

1. Incorporated association.  

 A company is created when it is registered under the Companies Act. It comes 

into being from the date mentioned in the certificate of incorporation. 

2. Artificial legal person.  

 A company is an artificial person. Negatively speaking, it is not a natural 

person. It exists in the eyes of the law and cannot act on its own. It has to act through a 

board of directors elected by shareholders. 

3. Separate Legal Entity:  

 A company has a legal distinct entity and is independent of its members. The 

creditors of the company can recover their money only from the company and the 

property of the company. 

4. Perpetual Existence.  

 A company is a stable form of business organization. Its life does not depend 

upon the death, insolvency or retirement of any or all shareholder (s) or director (s). 

Law creates it and law alone can dissolve it. 

5. Common Seal.  

 As a company is an artificial persons , it can't sign its name on a contract. So it 

functions with the help of seal. All contract entered into by the members will be under 

the common seal of the company 

6. Limited Liability: 

  A company may be company limited by shares or a company limited by 

guarantee. In company limited by shares, the liability of members is limited to the 

unpaid value of the shares. 

7. Transferable Shares: 

 In a public company, the shares are freely transferable. in the case of a private 

company, the articles shall restrict the right of member to transfer their shares in 

companies with its statutory definition. 

8. Separate Property:  

 As a company is a legal person distinct from its members, it is capable of 

owning, enjoying and disposing of property in its own name. Although its capital and 

assets are contributed by its shareholders, they are not the private and joint owners of 

its property. The company is the real person in which all its property is vested and by 

which it is controlled, managed and disposed of. 
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Difference between partnership and company 

 

Partnership  company 

The members of the Partnership firm 

are called as Partners. 

The members of the company are called as 

shareholders of a company. 

 Enacted by 

Partnership Form of business is 

governed by "The Indian Partnership 

Act, 1932." 

Company Form of business is governed by "The 

Indian Companies Act, 2013”. 

 Number of Members 

Partnership firm must have 

Minimum of 2 partners and 

maximum of 100 partners. 

A Company must have Minimum of 2 and 

maximum of 200 in the case of private company. 

Minimum 7 and maximum is unlimited number of 

members in case of public company 

 Created by 

Partnership Firm is Created by 

Contract between two or more 

people. 

Company Firm is Created by Law i.e created by 

incorporation of a company under company law. 

 

 Regulation Authority 

It is regulated by the Registrar of 

Firms which comes under State 

Government. 

It is regulated by the Registrar of Companies 

which comes under Central Government. 

 Registration procedure 

The registration of a Partnership firm 

is Not Mandatory. 

The registration of Company with Registrar of 

Companies is Mandatory. 

 Documents Required 

Partnership Deed(Agreement 

Document) is the mandatory 

document for creation of a 

Partnership Firm. 

Memorandum of Association(MoA) and Articles 

of Association(AoA) are the main documents to 

the incorporation of the company. 

 Separate Legal Entity 

Partnership firm is not a separate 

legal entity from partners. The 

Partners of the firm are collectively 

referred as a Partnership firm. 

A company is a separate legal entity, It is a 

separate entity from its members, directors, 

promoters, etc. 
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 Liability of Members 

The partners have Unlimited 

Liability in all the matters relating to 

Partnership Firm. 

The Shareholders and promoters have Limited 

liability to Capital of the company. 

 Accounts and Audit 

Partnership Firm has to maintain 

accounts as per the conditions stated 

in partnership deed. 

A Company should maintain accounts and 

auditing of accounts by certified Chartered 

Accountant are Compulsory. 

 Common Seal 

A Common Seal is not required for 

Partnership Firm. 

A Common Seal in the form of a stamp is required 

for the company for legal and functional purposes. 

 Management 

Management of the activities of a 

Partnership Firm is usually done by 

the working partners. 

Management of the activities of a Company is 

done by Board of Directors. 

 Change of Name 

The name of the Partnership Firm 

can be changed easily by having a 

discussion between partners. 

The name of the company cannot be changed 

easily and a prior approval of Central Government 

is required to change the name. 

 

TYPES OR KINDS OF COMPANY 

 Joint Stock Company can be of various types. The following are the important 

types of company: 
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I. On the basis of  Incorporation 

 Depending on the mode of incorporation, there are three classes of joint stock 

companies. 

A. Chartered companies.  

 These are incorporated under a special charter by a monarch. The East India 

Company and The Bank of England are examples of chartered incorporated in 

England. 

B. Statutory Companies.  

 These companies are incorporated by a Special Act passed by the Central or 

State legislature. Reserve Bank of India, State Bank of India, Industrial Finance 

Corporation, Unit Trust of India, State Trading Corporation and Life Insurance 

Corporation are some of the examples of statutory companies. 

C. Registered or incorporated companies.  

 Company formed and registered under companies act 1956 is called Registered 

companies 

 

II. On the basis of liability of members: 

A. Companies limited by Shares :  

 These types of companies have a share capital and the liability of each member 

or the company is limited by the Memorandum to the extent of face value of share 

subscribed by him. 

B. Companies Limited by Guarantee :  

 These types of companies may or may not have a share capital. Each member 

promises to pay a fixed sum of money specified in the Memorandum in the event of 

liquidation of the company for payment of the debts and liabilities of the company 

[Sec 13(3)] This amount promised by him is called ‘Guarantee’. 

 C. Unlimited Companies:  

 A company not having any limit on the liability of its members is called an 

‘unlimited company’. 

 

III. On the Basis of Number of Members 

A. Private Company 

 According to Sec. 3(1) (iii) of the Indian Companies Act, 1956, a private 

company is that company which by its articles of association: 

i) limits the number of its members to two hundred,  excluding employees who are 

members or ex-employees who were and continue to be members; 

ii) Restricts the right of transfer of shares, if any; 

iii) Prohibits any invitation to the public to subscribe for any shares or debentures of 

the company. A private company must use the word “Pvt” after its name. 
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B. Public company 

 According to Section 3 (1) (iv) of Indian Companies Act. 1956 “A public 

company which is not a Private Company”, 

IV. On the basis of Ownership 

 On the basis of Ownership, a company may be classified into : 

A. Holding Company  

 A company is known as the holding company of another company if it has 

control over the other company. 

B. Subsidiary Company  

 A company is known as a subsidiary of another company when its control is 

exercised by the latter (called holding company) over the (25) former called a 

subsidiary company. 

C. Government Companies.  

A Company of which not less than 51% of the paid up capital is held by the 

Central Government of by State Government or Government singly or jointly is 

known as a Government Company. Some of the examples of government companies 

are – Mahanagar Telephone Corporation Ltd., National Thermal Power Corporation 

Ltd., State Trading Corporation Ltd. Hydroelectric Power Corporation Ltd. Bharat 

Heavy Electricals Ltd. Hindustan Machine Tools Ltd. etc. 

D. Foreign Companies : It means any company incorporated outside India which has 

an established place of business in India  

E. One Person Company : it's means a company which has only one person as a 

member . One person company is a concept introduced in India by the companies act 

2013 

Difference between Public Company and  Private company 

1. Minimum number:  

 The minimum number of persons required to form a public company is 7. It is 

2 in case of a private company. 

2. Maximum number:  

 There is no restriction on maximum number of members in a public company, 

whereas the maximum number cannot exceed 200 in a private company. 

3. Number of directors.  

 A public company must have at least 3 directors whereas a private company 

must have at least 2 directors (Sec. 252) 
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4. Restriction on appointment of directors.  

 In the case of a public company, the directors must file with the Register a 

consent to act as directors or sign an undertaking for their qualification shares. The 

directors of a private company need not do so (Sec 266) 

5. Restriction on invitation to subscribe for shares.  

 A public company invites the general public to subscribe for shares. A public 

company invites the general public to subscribe for the shares or the debentures of the 

company. A private company by its Articles prohibits invitation to public to subscribe 

for its shares. 

6. Name of the Company:  

 In a private company, the words “Private Limited” shall be added at the end of 

its name. 

7. Public subscription:  

 A private company cannot invite the public to purchase its shares or 

debentures. A public company may do so. 

8. Issue of prospectus:  

 Unlike a public company a private company is not expected to issue a 

prospectus or file a statement in lieu of prospectus with the Registrar before allotting 

shares. 

9. Transferability of Shares.  

 In a public company, the shares are freely transferable (Sec. 82). In a private 

company the right to transfer shares is restricted by Articles. 

10. Special Privileges.  

 A private company enjoys some special privileges. A public company enjoys 

no such privileges. 

12. Managerial remuneration.  

 Total managerial remuneration in a public company cannot exceed 11 per cent 

of the net profits (Sec. 198). No such restriction applies to a private company. 

13. Commencement of business.  

 A private company may commence its business immediately after obtaining a 

certificate of incorporation. A public company cannot commence its business until it 

is granted a “Certificate of Commencement of business”. 

 

QUESTIONS 

1. Define a ‘Company’. State its  characteristics. 

2. Bring out the difference between partnership and company form of organization. 

3. Difference between private and public company. 

4. Explain the various types of company. 



STUDY MATERIAL FOR B.COM CORPORATE  SECRETARYSHIP 

COMPANY LAW - I 

SEMESTER - I, ACADEMIC YEAR 2022-23 

 

Page 11 of 34 

UNIT: 2 

GLOSSARY(ச ொற்களஞ்சியம்) 

 

Formation of a company - ைம்சபனிகய உருவாை்குதல் 

Promotion - ததாற்றுவிப்பு 

Registration - பதிவு சசய்தல் 

Registrar - பதிவாளர ்

Certificate of incorporation - உருவாை்ை சான்றிதழ்  

Certificate of commencement of business - சதாழில் சதாடை்ை சான்றிதழ் 

Promoters - ததாற்றுவிப்பாளரை்ள் 

First directors - முதல் இயை்குநரை்ள்  

Functions of a promoter - ததாற்றுவிப்பாளரின் பணிைள் 

Minimum subscription - குகறந்தபட்சப் பங்சைடுப்பு 

Underwriting - ஒப்புறுதி அல்லது உத்தரவாதம் 

 

FORMATION OF A COMPANY 

 Company is an artificial person created by following a legal procedure. Before 

a company is formed, a lot of preliminary work is to be performed. Formation of a 

company can be divided into four distinct stages :  

(I) Promotion;  

(ii)Incorporation or Registration;  

(iii) Capital subscription; and  

(iv) Commencement of business. 

 

Promotion 

 Promotion means the discovery of business opportunities and the subsequent 

organization of funds, property and managerial ability into a business concern for the 

purpose of making profits therefrom. 

Promoter:  

 A promoter is a person who undertakes to form a company with reference to a 

given object and brings it into actual existence. 

Incorporation 

 This is the second stage of the company formation. It is the registration that 

brings a company into existence. A company is legally constituted on being duly 

registered under the Act and after the issue of Certificate of Incorporation by the 
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Registrar of Companies. For the incorporation of a company the promoters take the 

following preparatory steps: 

 

i) To find out form the Registrar of companies whether the name by which the 

new company is to be started is available or not. To take approval of the name, 

an application has to be made in the prescribed form along with requisite fee; 

ii) To get a letter of Intent under Industries (Development and Regulation) Act, 

1951, if the company’s business comes within the purview of the Act. 

 

iii) To get necessary documents i.e. Memorandum and Articles of Association 

prepared and printed. 

 

iv) to prepare preliminary contracts and a prospectus or statement in lieu of a 

prospectus. Registration of a company is obtained by filing an application with the 

Registrar of Companies of the State in which the registered office of the company is to 

be situated.  

 

The application should be accompanied by the following documents: 

1. Memorandum of association properly stamped, duly signed by the signatories 

of the memorandum and witnessed. 

2. Articles of Association, if necessary. 

3. A copy of the agreement, if any, which the company proposes to enter into with any 

individual for his appointment as managing or whole-time director or 

manager. 

4. A written consent of the directors to act in that capacity, if necessary. 

5. A statutory declaration stating that all the legal requirements of the Act prior to 

incorporation have been complied with. The Registrar will scrutinize these documents. 

If the Registrar finds the document to be satisfactory, he registers them and enters the 

name of the company in the Register of Companies and issues a certificate called the 

certificate of incorporation. 

 

Capital Subscription 

 A private company can start business immediately after the grant of certificate 

of incorporation but public limited company has to further go through ‘capital 

subscription stage’ and ‘commencement of business stage’. In the capital subscription 

stage, the company makes necessary arrangements for raising the capital of the 

company. With a view to ensure protection on investors, Securities and Exchange 
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Boar of India (SEBI) has issued ‘guidelines for the disclosure and investor protection’. 

The company making a public issue of share capital must comply with these 

guidelines before making a public offer for sale of shares and debentures. 

 

Commencement of Business 

 A private company can commence business immediately after the grant of 

certificate of incorporation, but a public limited company will have to undergo some 

more formalities before it can start business. The certificate to commence business 

granted by the Registrar is a conclusive evidence of the fact that the company has 

complied with all legal formalities and it is legally entitled to commence business. 

 

Promoters: 

        A promoter conceives an idea for setting up a particular business at a given place 

and performs various formalities required for starting a company. 

          A promoter may be an individual, a firm , an association of persons or even a 

company. 

 

Functions of promoter 

❖ To conceive an idea of forming a company and explore its possibilities 

❖ To conduct the necessary negotiation for the purchase of business 

❖ To collect the requisite number of persons ( ie. Seven in case of a public 

company and two in case of a private company ) who can sign the 

memorandum of association and articles of association of the company and 

also agree to act as the first directors of the company. 

❖ To decide about the following 

➢ The name of the company 

➢ The location of its registered office 

➢ The amount and form of its share capital 

➢ The brokers or underwriters for capital issue, if necessary 

➢ The banker 

➢ The auditor 

➢ The legal advisers 

❖ To get the memorandum of association and articles of association drafted and 

printed. 

❖ To make preliminary contracts with vendors, underwriters etc. 

❖ To make arrangement for the preparation of prospectus its filing, 

advertisement, issue of capital. 
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❖ To arrange for the registration of company and obtain the certificate of 

incorporation. 

❖ To preliminary expenses. 

❖ To arrange the minimum subscription. 

 

Legal status of a promoter :  

     A promoter is neither a trustee nor an agent of the company but he has a fiduciary 

relationship with the company. Fiduciary relation means a relation of trust and 

confidence. Therefore he is liable to disclose  all the relevant facts and any secret 

profit made by him in relation with the formation of the company. 

 

Preliminary contracts 

     Preliminary contracts are contracts entered into by the promoters on behalf of the 

company before its incorporation with third parties. It is useful for the promoters to 

enter into these contracts of purchases of assets on behalf of the company about to be 

formed but before it is actually formed. They generally enter into these contracts as 

agents or trustees of the company which has not yet come into existence . The 

preliminary contact is known in practice as a promise for conclusion of a contract. 

Preliminary contracts are not legally binding on the company. A company cannot 

ratify a preliminary contract. 

    

MEMORANDUM OF ASSOCIATION 

 It is the document which defines the objects and lays down the fundamental 

conditions upon which along the company is allowed to be incorporated. The 

formation of a public company involves preparation and filing of several essential 

documents. Two of basic documents are: 

1. Memorandum of Association 

2. Articles of Association 

The preparation of Memorandum of Association is the first step in the formation 

of a company. It is the main document of the company which defines its objects and 

lays down the fundamental conditions upon which alone the company is allowed to be 

formed. It is the charter of the company. It governs the relationship of the company 

with the outside world and defines the scope of its activities. Its purpose is to enable 

shareholders, creditors and those who deal with the company to know what exactly is 

its permitted range of activities. It enables these parties to know the purpose, for 

which their money is going to be used by the company and the nature and extent of 

risk they are undertaking in making investment. Memorandum of Association enable 

the parties dealing with the company to know with certainty as whether the 
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contractual relation to which they intend to enter with the company is within the 

objects of the company. 

 

Contents of Memorandum 

 
1. Name clause 

 Promoters of the company have to make an application to the registrar of 

Companies for the availability of name. The company can adopt any name if : 

i) There is no other company registered under the same or under an identical name; 

ii) The name should not be considered undesirable and prohibited by the Central 

Government (Sec. 20). A name which misrepresents the public is prohibited by 

the Government under the Emblems & Names (Prevention of Improper use) 

Act, 1950 for example, Indian National Flag, name pictorial representation of 

Mahatma Gandhi and the Prime Minister of India, name and emblems of the 

U.N.O., and W.H.O., the official seal and Emblems of the Central Government 

and State Governments. Where the name of the company closely resembles the name 

of the company already registered, the Court may direct the change of the name of the 

company. 

iii) Once the name has been approved and the company has been registered, then 

a) the name of the company with registered office shall be affixed on outside of 

the business premises; 

b) if the liability of the members is limited the words “Limited” or “Private 

Limited” as the case may be, shall be added to the name; 

2. Registered Office Clause 

 Memorandum of Association must state the name of the State in which the 

registered office of the company is to be situated. It will fix up the domicile of the 

company. Further, every company must have a registered office either from the day it 

begins to carry on business or within 30 days of its incorporation, whichever is earlier, 

to which all communications and notices may be addressed. 
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3. Object Clause 

 This is the most important clause in the memorandum because it not only 

shows the object or objects for which the company is formed but also determines the 

extent of the powers which the company can exercise in order to achieve the object or 

objects. 

4. Capital Clause 

 In case of a company having a share capital unless the company is an unlimited 

company, Memorandum shall also state the amount of share capital with which the 

company is to be registered and division thereof into shares of a fixed amount [Sec. 13 

(4)]. The capital with which the company is registered is called the authorized or 

nominal share capital. The nominal capital is divided into classes of shares and their 

values are mentioned in the clause. The amount of nominal or authorized capital of the 

company would be normally, that which shall be required for the attainment of the 

main objects of the company. IN case of companies limited by guarantee, the amount 

promised by each member to be contributed by them in case of the winding up of the 

company is to be mentioned. No subscriber to the memorandum shall take less than 

one share. Each subscriber of the Memorandum shall write against his name the 

number of shares he takes. 

5. Liability Clause 

 In the case of company limited by shares or by guarantee, Memorandum of 

Association must have a clause to the effect that the liability of the members is 

limited. It implies that a shareholder cannot be called upon to pay any time amount 

more then the unpaid portion on the shares held by him. He will no more be liable if 

once he has paid the full nominal value of the share. 

6. Association or Subscription Clause 

 In this clause, the subscribers declare that they desire to be formed into a 

company and agree to take shares stated against their names. No subscriber will take 

less than one share. The memorandum has to be subscribed to by at least seven 

persons in the case of a public company and by at least two persons in the case of a 

private company. The signature of each subscriber must be attested by at least one 

witness who cannot be any of the subscribers. 

 

Alteration of Memorandum of Association 

1. Change of name 

 A company may change its name by special resolution and with the approval of 

the Central Government signified in writing . However, no such approval shall be 

required where the only change in the name of the company is the addition there to or 

the deletion there from, of the word “Private”, consequent on the conversion of a 

public company into a private company or of a private company into a public 
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company. (Sec. 21) By ordinary resolution. If through inadvertence or otherwise, a 

company is registered by a name which, in the opinion of the Central Government, is 

identical with or too nearly resembles the name of an existing company, it may change 

its name by an ordinary resolution and with the previous approval of the Central 

Government signified in writing. [Sec. 22(1) (a)]. 

Registration of change of name. Within 30 days passing of the resolution, a 

copy of the order of the Central Government’s approval shall also be field with the 

Registrar within 3 months of the order. The Registrar shall enter the new name in the 

Register of Companies in place of the former name and shall issue a fresh certificate 

of incorporation with the necessary alterations. The change of name shall be complete 

and effective only on the issue of such certificate. The Registrar shall also make the 

necessary alteration in the company’s memorandum of association (Sec. 23) The 

change of name shall not affect any right or obligations of the company or render 

defective any legal proceeding by or against it. (Sec. 23). 

 

2. Change of Registered Office 

This may involve : 

a) Change of registered office from one place to another place in the same city, 

town or village. In this case, a notices is to be give within 30 days after the date 

of change to the Registrar who shall record the same. 

b) Change of registered office from one town to another town in the same State. 

In this case, a special resolution is required to be passed at a general meeting of 

the shareholders and a copy of it is to be filed with the Registrar within 30 

days. 

c) The within 30 days of the removal of the office. A notice has to be given to the 

Registrar of the new location of the office. 

d) Change of Registered Office from one State to another State to another State. 

e) Section 17 of the Act deals with the change of place of registered office form 

one State to another State. According to it, a company may alter the provision 

of its memorandum so as to change the place of its registered office from one 

State to another State for certain purposes referred to in Sec 17(1) of the Act. In 

addition the following steps will be taken. 

 

Special Resolution 

 For effecting this change a special resolution must be passed and a copy there 

of must be filed with the Registrar within thirty days. Special resolution must be 

passed in a duly convened meeting. 
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Confirmation by Central Government 

 The alteration shall not take effect unless the resolution is confirmed by the 

Central Government. The Central Government before confirming or refusing to 

confirm the change will consider primarily the interests of the company and its 

shareholders and also whether the change is bonafide and not against the public 

interest. The Central Government may then issue the confirmation order on such terms 

and conditions as it may think fit. 

 

3. Alteration of the Object Clause 

 The Company may alter its objects on any of the grounds (I) to (vii) mentioned 

in Section 17 of the Act. The alteration shall be effective only after it is approved by 

special resolution of the members in general meeting with the Companies Amendment 

Act, 1996, for alteration of the objects clause in Memorandum of Associations 

sanction of Central Government is dispensed with. 

 

4. Alteration of Capital Clause 

 The procedure for the alteration of share capital and the power to make such 

alteration are generally provided in the Articles of Association If the procedure and 

power are not given in the Articles of Associational, the company must change the 

articles of association by passing a special resolution. If the alteration is authorized by 

the Articles, the following changes in share capital may take place : 

1. Alteration of share capital [Section 94-95] 

2. Reduction of capital [Section 100-105] 

3. Reserve share capital or reserve liability [Section 99] 

4. Variation of the rights of shareholders [Section 106-107] 

5. Reorganization of capital [Section 390-391] 

 

5. Alteration of Liability Clause 

 Ordinarily the liability clause cannot be altered so as to make the liability of 

members unlimited. Section 38 states that the liability of the members cannot be 

increased without their consent. It lays down that a member cannot by changing the 

memorandum or articles, be made to take more shares or to pay more the shares 

already taken unless he agrees to do so in writing either before or after the change. A 

company, if authorized by its Articles, may alter its memorandum to make the liability 

of its directors or manager unlimited by passing a special resolution. This rule applies 

to future appointees only. Such alteration will not effect the existing directors and 

manager unless they have accorded their consent in writing. [Section 323]. Section 32 

provides that a company registered as unlimited may register under this Act as a  
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limited company. The registration of an unlimited company as a limited company 

under this section shall not affect any debts, liabilities, obligations or contracts 

incurred or entered into by the company before such registration. 

 

ARTICLES OF ASSOCIATION 

 Articles of Association are the rules, regulations and bye-laws for governing 

the internal affairs of the company. 

 

Contents of Articles of Association 

 Articles generally contain provision relating to the following matters; 

★ The exclusion, whole or in part of Table A;  

★ Share capital different classes of shares of shareholders and variations of these 

rights 

★ Execution or adoption of preliminary agreements, if any;  

★ Allotment of shares; 

★ Lien on shares 

★ Calls on shares;  

★ Forfeiture of shares;  

★ Issue of share certificates;  

★ Issue of share warrants;  

★ Transfer of shares;  

★ Transmission of shares;  

★ Alteration of share capital;  

★ Borrowing power of the company;  

★ Rules regarding meetings;  

★ Voting rights of members;  

★ Notice to members;  

★ Dividends and reserves;  

★ Accounts and audit;  

★ Arbitration provision, if any;  

★ Directors, their appointment and remuneration;  

★ The appointment and reappointment of the managing director, manager and 

secretary; 

★ Fixing limits of the number of directors  

★ Payment of interest out of capital;  
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★ Common seal;  

★ Winding up. 

 

Doctrine of indoor management 

❏ The doctrine of indoor management says that if a person enters into contract 

with a company he has the rights to inquire into the correctness of the contract 

since article and memorandum of association are  public documents. 

❏ It is invoked by the person 

                  Case 

❏ T.R.Pratt ( Bombay) Ltd.V.E.D. Sassoon & co Ltd. Company A lent money to 

company B on a mortgage of its assets. The procedure laid down in the articles 

for such transactions was not complied with. The directors of the two 

companies were the same. Held, the lender had notice of the irregularity and 

hence the mortgage was not binding 

Exceptions to the doctrine of indoor management 

I. Knowledge of irregularity 

II. Forgery  

III. Negligence on the part of the outsider 

IV. No knowledge of articles 

V. Acts outside apparent authority 

 

Doctrine of constructive notice 

              Memorandum of Association and Articles of Association are two most 

important documents needed for the incorporation of a company 

● Section 610 of the companies Act 1956 provides that the memorandum and 

articles when registered with registrar of companies become public documents 

and then they can be inspected by anyone on payment of nominal fee 

● Every person dealing with the company deemed to have a constructive notice 

of the contents of the Memorandum and Articles of the company. 

● An outsider dealing with the company is presumed to have read the contents of 

the registered documents of the company 

● The further presumption is that he has not only read and inspected the 

documents but has also understood them fully in the paper sense. This is known 

as the rule of constructive notice 

● So, the doctrine or rule of constructive notice is a  presumption operating in 

favour of the company against the outsider. 
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QUESTION: 

1. What is a Memorandum of Association ? Discuss its clauses 

2. How the alteration in the different clauses of Memorandum of Association can 

be made? 

3. What is Articles of Association ? What are its contents ? 

4. Explain the Doctrine of Indoor Management. 

5. What is Doctrine of Constructive Notice? 
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UNIT:3 

 

GLOSSARY(சசாற்ைளஞ்சியம்) 

Prospectus - தைவல் அறிை்கை 

Misstatement in prospectus -  தைவல் அறிை்கையின் தவறான தைவல் 

Statement in lieu of prospectus - தைவல் அறிை்கைை்கு மாற்று அறிை்கை 

Underwriting of shares - ஒப்புறுதி அளிை்ைப்பட்ட பங்குைள் 

Underwriting commission - ஒப்புறுதி  ைழிவு  

Issue of share certificate -  பங்கு சான்றிதழ்  சவளியிடுதல் 

Issue of share warrant - பங்கு சான்று ஆனண சவளியிடுதல் 

 

PROSPECTUS 

 A document inviting offers from the public for the subscription of 

shares in on debentures of a company is known as a prospectus. 

 

OBJECTS OF PROSPECTUS 

The main objects of a prospectus are as follows : 

1. To bring to the notice of public that a new company has been formed. 

2. To preserve an authentic record of the terms of allotment on which the 

public have been invited to but its shares or debentures. 

3. The secure that the directors of the company accept responsibility of the statement 

in the prospectus. 

 

CONTENTS OF PROSPECTUS 

1. The main objects of the company with names, descriptions, occupations 

and addresses of the signatories to the Memorandum of association, and 

number of shares subscriber by them. 

2. The number and classes of shares, and the nature and extent of the interests 

of the shareholders in the property and profits of the company. 

3. The number of redeemable preference shares intended to be issued with particulars 

as regards their redemption. 

4. The number of shares fixed by the articles of company as the qualification 

of a director. 

5. The names, addresses, description and occupation of directors, managing 

director or manager or any of those proposed person. 

6. Any provisions in the articles or any contract relating to appointment, 

remuneration and compensation for loss of office of directors, managing 

director or manager. 
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7. The amount of minimum subscription. 

8. The time of the opening of the subscription list cannot be earlier than the 

beginning of the fifth day after the publication of prospectus. 

9. Amount payable on application and allotment on each share shall be stated. 

If any allotment was previously made within two preceding years, the details 

of the shares allotted and the amount; if any, paid thereon. 

10. Particulars about any option or preferential right to be given to any person 

to subscribe for shares or debentures of the company. 

11. The number, description and amount of shares and debentures which, within 

the last two years, have been issued or agreed to be issued as fully or 

partly paid up than in cash. 

12. The amount paid or payable as a premium, if any, on such share issued 

within two years preceding the date of the prospectus or is to be issued stating the 

necessary particulars. 

13. The names of the underwriters of shares or debentures, if any, and the 

opinion of the directors that the resources of the underwriters are sufficient 

to discharge their obligations. 

14. The names or addresses description and occupations of the vendors from 

whom the property has been purchased or is to be purchased, and the 

amount paid or payable in cash, shares or debentures respectively. 

15. The amount of underwriting commission paid within two preceding years 

or payable to any person for subscribing or procuring subscription for any 

shares or debentures of the company. 

16. Any benefit given to any promoter or officer in preceding two years and 

the consideration for giving of the benefit. 

17. Particulars as to the date, parties and general nature of every contract 

appointing or fixing the remuneration of managing director or manager, 

whenever entered into. 

18. Particulars of every material contract not entered into in the ordinary 

course of business carried on or intended to be carried on by the company or a 

contract entered into more than two years before the date of the 

prospectus. 

19. Names and addresses of the auditors of the company. 

20. Full particulars of the nature and extent of interested of the directors or 

promoter in the promotion of the company or in the property acquired by 

the company within two years of the issue of the prospectus. 

21. If the share capital of the company is divided into different classes of 

shares, the rights of voting at meeting of the company and the rights in 

respect of capital and the dividends attached to several classes of shares respectively. 
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22. Where the articles of the company impose any restriction upon the members 

of the company in respect of the rights to attend, speak or vote at 

meetings of the company or the rights to transfer shares or on the directors 

of the company in respect of their powers of management, the nature 

and extent of these restrictions. 

23. Where the company carries on business, the length of time during which 

it has been carried on. If the company proposes to acquire a business 

which has been carried on for less than three years, the length of time 

during which the business had been conducted. 

24. If any reserves or profits of the company or any of its subsidiaries have 

been capitalized, particulars of the capitalization and particulars of the 

surplus arising from any revaluation on the assets of the company. 

25. A reasonable time and place at which copies of all balance sheets and 

profits and loss accounts, if any, on which the report of the auditors under 

part II below is based, may be inspected. 

 

MIS-STATEMENT IN THE PROSPECTUS 

 A prospectus is an invitation to the public to subscribe to the shares or 

debentures of a company. Every person authorizing the issue of prospectus has 

a primary responsibility to seed that the prospectus contains the true state of 

affairs of the company and does not give any fraudulent picture to the public. 

People invest in the company on the basis of the information published in the 

prospectus. They have to be safeguarded against all wrongs or false statements in 

prospectus. Prospectus must give a full, accurate and a fair picture of material 

facts without concealing or omitting any relevant fact.  

 

STATEMENT IN LIEU OF PROSPECTUS (SECTION 70) 

 A company having a share capital which does not issue a prospectus or 

which has issued a prospectus but has not proceeded to allot any of the shares 

offered to the public for subscription, shall not allot any of its shares or debentures, 

unless at least three days before the allotment of shares or debentures, this has been 

delivered to the Registrar for registration a ‘statement in lieu of prospectus’ signed by 

every person who is named therein as a director or a proposed director of the company 

or by his agent authorized in writing, in the form and containing the particulars set out 

in Part I of Schedule III and setting out the reports specified in Part II of Schedule III 

subject to the provisions contained in Part III of that Schedule (Section 70). A private 

company on becoming a public company shall deliver to the Registrar a statement in 

lieu of prospectus in the form containing the particulars specified in Part I of Schedule 

IV with report set out in Part II of Schedule IV 
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subject to the provisions contained in Part III of that Schedule [Section 44(2) 

(b)]. If the company acts in contravention of the provisions, the company and 

every director who is at fault shall be punishable with fine which may extent to 

Rs. 1,000/-. If the ‘statement in lieu of prospectus’ include any untrue statement, any 

person who authorized the delivery of the statement in lieu of prospectus shall be, 

punishable with imprisonment up to two years or with fine which may extent to Rs. 

5,000/- or with both. He can avoid liability if he proves either that the statement was 

immaterial or that he had reasonable ground to believe that the statement was 

immaterial or that he had reasonable ground to believe that the statement was true. 

The civil and criminal liability for mis-statements or misrepresentations is the same as 

in the case of a prospectus [Section 70(5)]. 

 

Underwriting of shares 

     A Public company issues share capital after getting a certificate of incorporation. 

The company is required to sell a minimum number of shares before getting a 

certificate of commencement. The share capital which must be sold for getting 

certificate  of commencement is known as minimum subscription. The company will 

be refused certificate of commencement if it fails to sell minimum number of shares 

during the prescribed period. To secure the sale of shares during the prescribed period 

, the company may enter into an agreement with some other party whereby the other 

party ensures the sale of shares 

     In case the shares are not subscribed for by the public within the specified time 

limit, then the contracting party purchases unsubscribed shares. An agreement 

whereby the contracting party ensures the sale of shares is known as underwriting. 

The party ensuring the sale is known as an  underwriter. The contract is generally for a 

consideration of commission on the issue price of the capital. 

Underwriting commission 

   The maximum amount of commission allowed for underwriting is 5%  on shares 

and 2.5% on debentures. The rates of underwriting commission along with the terms 

of underwriting contract must be mentioned in the prospectus. Underwriting contract 

makes the company free from the worries of selling shares. The appointment of 

reputed persons as underwriters gives a boost to the image of the company 

 

QUESTIONS 

What is a prospectus? Explain its contents. 

Write a note on : underwriting of shares 

Write a short note on i) Misstatement of prospectus ii) statement in lieu of prospectus 
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UNIT: 4 

 

1. Company   - நிறுவனம் 

2. Capital    - முதல் 

3. Share capital   - பங்கு மூலதனம் 

4. Stock     - பங்கு  

5. Shareholders    - பங்குதாரரை்ள் 

6. Allotment of shares  - பங்குைள் ஒதுை்கீடு  

7. Share certificate  - பங்கு சான்றிதழ்  

8. Transfer of shares   - பங்குைள் பரிமாற்றம்  

9. Forfeiture shares   - பங்குைகள பறிமுதல் சசய்தல் 

10.  Bonus shares    - சவகுமதி  பங்குைள்  

 

SHARE CAPITAL 

The term capital, In general, means the amount of money Invested in a business.  

It includes not only the money Invested at the time of Inception of a business firm but 

also all the moneys Invested subsequently.  

Capital is must for all business concerns irrespective of their nature, size or 

constitution, and so without adequate capital no business can survive. 

 

TYPES OF SHARE CAPITAL 

Authorized Capital: 

This is the amount of capital stated in the capital clause of Memorandum of 

Association. It is also known as “Nominal Capital" or "Registered Capital". 

 Sec. 2(8) defines it as follows: Authorized capital or Nominal capital means such 

capital as is authorized by the Memorandum of a company to be the maximum amount 

of share capital of the company 

Issued Capital:  

It is that part of nominal capital, which is issued to the public. 

 Company issues their capital in Instalments and so the issued capital is generally less 

than the nominal capital. 

2(50) defines it as follows: Issued capital means such capital as the company issues 

from time to time for subscription. 

Subscribed Capital:  

It is that part of the issued capital, which is taken up by the public. 

Sometimes, all the shares that are offered to the public, for subscription may not be 

taken up by the public.  
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In such case, the subscribed capital shall be less than the issued capital.  

Sec. 2(86) defines it as follows: Subscribed capital means such part of the capital, 

which is for the time being subscribed by the members of a company. 

Called up Capital: 

It is that part of the subscribed capital, which has been called up on shares.  

Sec. 2(15) of the Act defines it as follows: Called-up capital means such part of the 

capital, which has been called for payment. 

Paid-up Capital: 

It is that part of the subscribed capital, which has been actually paid up by the 

shareholders.  

The expression "Paid-up Capital" also includes the amount credited as paid up on the 

shares. 

Uncalled Capital: 

It is that part of the capital, which is not called up on the shares already Issued. 

The shareholders continue to be liable to pay as and when the calls are made.  

Preference and Equity Share Capital: 

As per explanation to Sec. 43 "equity share capital", with reference to any company 

limited by shares, means all share capital, which is not preference share capital. 

Preference share capital", with reference to any company limited by shares,   means 

that part of the issued share capital of the company. Which carries or would carry a 

preferential right. 

 

SHARES AND STOCK  

The terms shares and stock are generally used interchangeably. But a stock differs 

from a share in many ways.  

A stock is the aggregate of fully paid up shares, consolidated and divided for the 

purpose of convenient holding into different parts.  

Therefore, only fully paid up shares are converted into stock and no direct Issue of 

stock by a company is lawful. 

The stock can also be reconverted into fully paid up shares.  

However, the important points of distinction between the shares and stock can be 

summed up as follows:  

1. A Share has a definite face value, whereas a stock has no definite face value.  

2. A stock is always fully paid up, whereas a share may be either fully paid up or 

partly paid up.  

3. Stock can be transferred into small fractions while shares can be transferred only in 

round numbers.  

4. All shares are of equal denominations. Stock may be of unequal amounts. 
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5. Shares can be directly issued to the public, whereas stock cannot be issued to the 

public directly. 

6. Shares bear distinct numbers, whereas stocks are the consolidated value of share 

capital. 

 

TYPES OF SHARES  

Preference Shares: According to explanation to Sec. 43, "Preference Share Capital" 

with reference to any company limited by shares, means that of the issued share 

capital of the company, which carries or would carry preferential right with respect to 

(a) payment of dividend, either as a fixed amount or an amount calculated at a fixed 

rate, which may either be free of or subject to Income-tax; and  

(b) Repayment, in the case of a winding up or repayment of capital of the amount of 

the share capital paid-up or deemed to have been paid-up, whether or not, there is a 

preferential right to the payment of any fixed premium or any fixed scale, specified in 

the Memorandum or Articles of the company.  

Equity Shares:  The explanation Sec. 43, defines “Equity Shae Capital”, with 

reference to any company limited by shares, means all share capital, which is not 

preference Share capital. 

If company has issued both preference shares and equity shares, the equity 

shareholders will get dividend after the dividend on preference shares has been paid. 

The dividend is not certain. As Mr. Hoogland says equity shareholders are "the 

residual claimants against the assets and income of the corporation" 

The financial risk is more with equity share capital. So equity shares are also called 

"Risk Capital" 

 

APPLICATION FOR SHARES 

Each copy of the prospectus issued by a company should be accompanied by an 

application form.  

The intending Investors may fill in the application and sent it along with the 

application money, within the specified time.  

The prospectus is only an Invitation to offer while the application is an offer made by 

a prospective Investor to subscribe for a certain number of shares or debentures. 

 The procedure relating to the application etc. has been dealt with already.  

ALLOTMENT OF SHARES 

An allotment is the acceptance of an offer made by a prospective investor through the 

application.  

When shares are allotted, the allottee becomes the member of the company. 

 The allotment once made create a binding contract between the investor and the 

company.  
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REQUIREMENTS OF AN ALLOTMENT: 

Allotment Is Acceptance: The allotment is the acceptance of an offer. The offer, here, 

is made by the Investor by the application and the company accepts the offer by 

allotting the shares. 

Shares Come into Existence: Till the allotment is made shares as such do not exist. It 

is only by allotment, the shares come into existence before allotment, shares, as such, 

do not exist. 

 No Further Allotment: Shares once allotted cannot be further allotted to some other 

person. Therefore, the reissue of forfeited shares does not amount to an allotment. 

Such reissue is only a resale  

Time Limit: The allotment should be made within a reasonable time. Otherwise the 

applicant may refuse accept the allotment. 

Proper Authority: The allotment must be made by a resolution of the Board of the 

company, The allotment should be made in accordance with the provisions of the 

Articles and that of the Companies Act 

 

CALLS ON SHARES 

A call may be defined as a demand made by the company on its shareholders to pay a 

part or the whole of the unpaid balance within a specified time. Lord Lindley says that 

the expression Call denotes both the demand for money and also the sum demanded. 

 

PROCEDURE FOR MAKING CALLS  

The power to make calls generally vests in the Board of directors. 

The calls should be made by passing a resolution at the meeting of the Board.  

The call money should not exceed 25% of the face value ci f. share at one time. 

However, companies may have their own Articles and raise this limit. 

There must be at least 30 days interval between two successive calls. 

When a call is made a letter known as "Call Letter" or "C Notice" should be sent to all 

the shareholders of the same class. 

The notice should also specify the amount of the call, place of payment etc, and 

should be sent at least 14 days before the last date for payment. 

The Board of directors has the power to revoke or postpone a call after it is made. 

Joint shareholders are jointly and severally liable for payment of calls.  

 

SHARE CERTIFICATE 

In terms of Sec. 46(1) of the Act, a certificate under the common seal of the company 

is prima facie evidence of the title of the person to the shares specified therein. The 

certificate is the only documentary evidence of title in the possession of the 

shareholder. But it is not a warranty of title by the company issuing it.  
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TRANSFER OF SHARES 

  The Companies Act regards the share in a company as a movable property and 

empowers every shareholder to manner provided in the Articles. The basic object of 

establishing public companies is to make the shares freely transferable. This is not 

right conferred by the Articles but is a power cast upon every shareholder by the 

express provisions of the Companies Act. Therefore, even the Articles cannot take 

away this power altogether but can impose reasonable restrictions regarding the mode 

of transfer. In case of private companies, the Articles should prescribe limitations on 

the right to transfer the shares.  

 

FORFEITURE OF SHARES 

          If a shareholder, who is called upon to pay any call fails to pay the amount, even 

after sending several reminders, the company may forfeit e shares. Forfeiture of shares 

results in a permanent reduction of the share capital. 

If a member fails to pay any call, or instalment of a call, on the day appointed for 

payment thereof, the Board may, at any time thereafter during such time as any part of 

the call or instalment remains unpaid, serve a notice on him requiring payment of so 

much of the call or instalment as is unpaid, together with any interest, which may have 

accrued. 

 

CONDITIONS FOR FORFEITURE  

Authority to Forfeit: The power to forfeit must be expressly given in the Articles. 

Accordingly, if no power is given in the Articles, forfeiture can be made. Otherwise 

the forfeiture will be void. The power of forfeiture must be exercised bona fide and in 

the interest of the company should the forfeiture shall include forfeiture of all 

dividends declared in respect of the forfeited shares and such dividend is not actually 

paid before the forfeiture of the shares.  

2. Default in Payment of Calls: The shares can be forfeited only for the non-payment 

of calls and not for the default in payment of any other debts. 

3. In accordance with the Articles: Forfeiture shall be valid only when the provisions 

of the Articles are strictly complied with. Even a sight deviation from the provisions 

shall render the forfeiture Invalid 

 4. Bona fide and for the Benefit of the Company: The right to forfeit shares is in the 

nature of trust and so it can be exercised bona fide and only for the benefit of the 

company The power cannot be exercised hastily or for private ends  

5. Board Resolutions: Forfeiture will be effected only by means of a Board resolution. 

Article 30 of the Table F provides that if the defaulting shareholder does not pay the 

amount within the specified time as required by the notice, the directors may pass a 

resolution forfeiting the shares 
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UNIT:5 

GLOSSARY(ச ொற்களஞ்சியம்) 

Members of a company -  ைம்சபனியின் உறுப்பினரை்ள் 

Register of members - உறுப்பினர ்பதிதவடு 

Registered member - பதிவு சசய்யப்பட்ட உறுப்பினர ்

Rights of  members - உறுப்பினரை்ளின் உரிகமைள் 

Statutory rights - சட்டமுகற உரிகமைள் 

Documentary rights - ைம்சபனி ஆவணங்ைள் வழங்கும் உரிகமைள் 

Legal rights - சட்டம் வழங்கியுள்ள உரிகமைள் 

Contributory - பங்ைளிப்தபார ்

Index of members - உறுப்பினரை்ளின் சுட்டைராதி 

Hindu undivided family - இந்து கூடட்ுை் குடும்பம் 

Joint holders - கூடட்ு உரிகமயாளரை்ள் 

Liabilities of  members - உறுப்பினரை்ளின் சபாறுப்புைள் 

Duties of members - உறுப்பினரை்ளின் ைடகமைள் 

Member: Member refers to a person whose name appears on the register 

of members. 

Shareholders: The term shareholder as refers to the person who holds the 

share in a company. 

DIFFERENCE BETWEEN MEMBERS AND SHAREHOLDERS 

  The terms 'member' and 'shareholder' have been used interchangeably in the 

Companies Act. The word 'shareholder' is used in relation to a company having a 

share capital and there can be no membership except through the medium of 

shareholding. A holder of shares becomes a member only when his name is entered on 

the register of members. But the term 'member' is wider in scope and may be used in 

relation to all types of company. A person may become a member of a company 

without holding any shares. Companies limited by guarantee or unlimited companies 

having no share capital can have no shareholders but do have members. 
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The following are the points of distinction between members 

and shareholders : 

1. A holder of a share warrant is a shareholder but not a member as his name is struck 

off the register of members immediately after the issue of such share warrant. 

2. Every registered shareholder is a member but every registered member may not be 

a shareholder because the company may or may not have share capital. 

3. The transferor or the deceased person is a member so long as his name is on the 

register of members whereas he cannot be termed as shareholder. 

4. Similarly, a shareholder by transfer is not a member until his name is entered in the 

company's register of members. 

5. A person who mispresents himself to be a member is estopped from denying his 

position subsequently. He is said to have become a member by estoppel. 

6. A person may become a member by an order or decree of a court. 

DUTIES AND LIABILITIES OF MEMBERS 

 

Duties 

It is the duty of a shareholder : 

(a) as a subscriber of the memorandum, to take the share written opposite his name 

direct from the company and pay for them ; 

(b) to take shares when they are duly allotted to him and pay for them according to the 

terms of issue of the shares ; 

(c) to pay all valid calls as and when they are made; 

(d) to abide by the decisions of the majority of members unless the majority acts 

vindictively, oppressively, mala fide or fraudulently; 

(e) to contribute to the asset of the company when it goes into liquidation. 

Liability 

The liability of the members of a company depends upon the nature of the company. 

Company limited by shares. In the case of a company limited by shares, the liability 

of a member of company is the amount, if any unpaid on his shares. If his shares are 

fully paid, his liability is nil for all purposes. 

Company limited by guarantee. The liability of the members of a company limited 

by guarantee is limited to the amount they undertook to contribute to the assets of the 

company in the event of winding up. 

Company with unlimited liability. Every member of an unlimited company is liable 

in full for all debts contracted by the company during the period he was a member. 
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5.7 RIGHTS OF MEMBERS 

 When a person becomes a member of a company, he is entitled to exercise all 

the rights of a member until he ceases to be a member in accordance with the 

provisions of the Act. The rights of a member can be classified under the following 

heads : 

(A) Statutory Rights 

 Statutory rights are those which are given to the members by the statute, i.e. the 

Companies Act, 1956. No document of the company can take away or modify such 

rights. Such rights, for example, are : 

1. Right to receive copies of the Balance Sheet and Profit and Loss Account of the 

company along with the auditor's report. 

2. Right to obtain a copy of the contract for the appointment of managing 

directors/managers of the company. 

3. Right to receive notice of the general meetings of the company. 

4. Right to get the copies of the Memorandum and the Articles of the company on 

payment of the prescribed fees. 

5. Right to inspect the register of members, and debenture holders and index registers, 

annual returns etc. and get copies thereof on payment of the prescribed fee. 

6. Right to inspect the debenture trust deed and get copies thereof on payment of the 

prescribed fees. 

7. Right to inspect the register of charges and get copies thereof on payment of the 

prescribed fees. 

8. Right to receive a copy of the statutory report. 

9. Right to apply to the Central Government to call the annual general meeting when 

default is made by the company in holding annual general meeting (AGM). 

10. Right to attend the AGM. 

11. Right to appoint a proxy to attend the AGM and vote in his place and right to 

inspect the proxy register. 

12. Right to receive a share certificate in respect of his shareholding and a certificate 

of stock within a prescribed time. 

13. Right to transfer shares. 

14. Right to receive dividend when declared by the company. 

15. Preemptive right i.e. right to have the rights shares on any further issue of shares. 

16. Right of participation in the appointment the directors who are to retire by rotation 

by taking part in the AGM. 

17. Right of participation in appointing the auditors and fixing their remuneration. 

18. Right to have a share in the surplus of assets, if any, on the winding up of the 

company. 
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19. Right of dissident shareholders to apply to the court to have any variation of their 

rights cancelled. 

20. Right to have notice of any resolution requiring a special notice in the meeting. 

21. Right to inspect the shareholders' minutes book and get copies thereof on payment 

of the prescribed fees. 

(B) Documentary Rights 

 There rights are the rights given by the two basic documents i.e. memorandum 

of association and articles of association. The company may also give certain rights to 

its members by expressly providing for them in the memorandum or the articles of the 

company. 

(C) Legal Rights 

 These rights are given to members under general law. For example, a person 

who has taken shares of a company on the faith of a misleading prospectus can avoid 

the contract and claim damages under the general law. 

 

5.8 REGISTER OF MEMBERS (SEC. 150) 

 It is the statutory obligation of every company to maintain a register of its 

members containing the following particulars : 

(a)The name and address and the occupation, if any, of each member ;  

(b) In the case of a company having share capital, the shares held by each member and 

the amount paid or agreed to be considered as paid on those shares; 

(c) The date on which each person was entered in the register as a member; 

(d) The date on which any person ceased to be a member.  

(e) Where the company has converted any of its shares into stock and given notice of 

conversion to the Registrar, the register shall show the amount of the stock held by 

each of the members concerned instead of the shares so converted which were 

previously held by him. instead of the shares so converted which were previously held 

by him. If default is made in complying with these provisions, the company, and every 

officer of the company who is in default, shall be punishable with fine which may 

extend to fifty rupees for every day during which the default continues. 

 

5.9 INDEX OF MEMBERS (SEC. 151) 

 Every company having more than fifty members must keep an index of 

members, unless the register is already in the form of an index. Any alteration in the 

register of members must be noted in the index within 14 days of alteration. The index 

must, in respect of each member, contain a sufficient indication to enable the entries 

relating to that member in the register to be readily found. The index must always be 

kept at the same (a). place as the register of members. 
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Inspection of Register : The register of members and the index must be open for 

inspection, except when closed under the provisions of the Act, by members 

and debenture-holders free and by other persons on payment of such sum as may be 

prescribed. The company is also bound to supply a copy of the 

register on demand on payment. 

Closure of Register of Members : As per Sec. 154, a company may, after giving not 

less than seven days' previous notice by advertisement in a local daily, close the 

register of members, for a period not exceeding 45 days in 

(a) a year, but not exceeding 30 days at any one time. 

(b) The closure of the register of members is necessary whenever 

(c) any general meeting of the shareholders is to be held or interim dividend is 

(d) to be declared or a call is made. During the period of closure, no transfer 

(e) of shares can take place and therefore, the company may determine its 

(f) membership and may send notices of general meetings and calls made and 

(g) Also the dividend warrants to is members. 

Who can become a member 

   All persons who are competent to enter into a contract may become a member of the 

company. 

1. Company: A company may become a member of another company provided 

the memorandum or articles of the company permit to do so 

2. Hindu undivided family: A Hindu undivided family can buy shares of  a 

company. However the karta of the family alone will be considered as member 

of the company. 

3. Partnership firm: A partnership firm is not a person in the eyes of the law 

since it does not have the status of separate legal entity and hence it cannot 

become the member of a company. But partners can register their names as  

joint holders of the shares and can enjoy the status of the member. 

4. Joint holders: Two or more persons can join and by the shares of a  company. 

In such a case every joint holder will be regarded as a member. 

5. Insolvent: An insolvent maybe  a member of a company. so long as his name 

appears in the register of members. He is a member and is entitled to vote even 

through his shares vest in the official Assignee or Receivers. 

6. Foreigner: A foreigner may become a member of a company but if at any time 

he becomes an alien enemy, his rights as a member of the company are 

suspended 

7. Registered society: A registered society is competent to hold shares in a 

company in its own name if it is so authorized by its Memorandum or Articles 
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8. Trustee: A trustee cannot become member of the company. But he is allowed 

to become the member in his personal capacity and not as a trustee. 

QUESTIONS: 

1. Distinguish between member and shareholder. 

2. Narrate a content of register and index of members of a company. 

3. What are the rights and liabilities of members? 

4. Who can become a member in a company? 

 

 


